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BUDGET SPEECH - STXTH DRÄFT

The chancellor was grateful for the fift,h d.raft of the Budget

Fpeech, which you submitÈed on 4 March, and for the comments

on it which have subsequently been received. I now attach t,he
sj-xth draft, whi-ch incorporates his own week-end changes, and
his provisional reactions t,o the various comments.

2. The main structural change is that blocks B - L979
retrospectÍve and Q fiscar justice - have been elÍminatedr
and a new block 92 on unemployment-created.

3. The Èext contains a number of markers, where additional
material is sought. This has been commissj-oned separatellz,
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, sunmarising

/t}:,e effect of these and
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the effect of these and analogous measures over the five
Eudgets of this Government. I should also be grabeful Íf
Mr Allen could provide, for insertion in section D, and as.
appropriate in the "measures" sectíonsr orrê or two examples
of new "rays of hope" from recent st.atistics and surveys
eg housing starts, car output figures, CBI survey etc.

4. Perhaps the Oentral U:rit would check the text, and 1et
the Chancellor have a list of the neasures lot mentioned.
My impression j-s that the omissions are deliberate, but it
wou1d. be as well to check that nothíng major has been missed.

5. The Chancellor has asked. that the Minister of State (R)

should take another look at block N - the Nort,h Sea - with
a view to making it a litt,le short,er and crisper. The

Chancellor agrees that the four key points are those which
were ident,ified in para 4 of. PS,/MST(R)'s minute of 3 March,
and. they are Índeed reflected Ín para 7 of block N; yet they
could perhaps with ad.vantage find an earlier place in t,he
section, which might permit some subsequent delet,ions.

6. I should be most grateful if you and copy oudrl,'¿ssce5' could
ensure that commenÈs on this sÍxth d.raft reach me bv 3. C)Oom

on 9 Mareh.

tv.a11

J O KERR(^
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BUDGET SPEECH: STXTII DR.â.FT

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.

Z. 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 1929,

3. The requirement we then savr, 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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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. irra

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 oíl

price shock hit home.

Z. In each of the last three yearsr world trade has

fallen well below the most cautious of forecasts. Last

year in the major industrial economies output fell. And

more than 30 mitlion 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.

this is not an unmixed blessing.

For the United Kingdom

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. I:l

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, includingr of courset

here. In the United States, 3-month interest rates have

almost halved from last summerts 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
g

n{ t" be encouraged, and world recoveryr countries

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

ínstitutions, but for increased commitment - political and

financial - to the existing ones.
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11. That is why as Chairman of the l¡terim'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 úrterim Committee in February require ratificatioq 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.

LZ. 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, a¡d 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
tt

the RH/ for Cardiff (South-East) pointed out five years
/(

ago.

x





74. Lower inflation and lower interest rates are

themselves the right foundations for economic recoveryr a

recovery which will be healthy and sustaina'ble. They

reduce costs and provide room and encouragement, wilhin

prudent fiscal and monetary objectives, for greater real

growth of activity.

15. And the prospect now is for just such a recovery. It

wilt be gradual, but it should be steadyr 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

I:rterim 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.

Z. Government spending is under control. The public

sector deficit, as a percentage of our domestic productr 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 inflationr at 5 per centr is lower

than at any time since 1976.

3. Last year we saw a surplus on our balance of

payments current account of Ê4 billion. h 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 rvVorld \¡t¡ar.

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. Indeedt

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, total output in

this country increased last year by only å 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: TINEMPLOYMENT

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.

und point wentt
ttt^"^¡'

rece
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Z, 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 Ê,2 billion.

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

extend this help.

4, In the first place, some 751000 men between the

ages of 60 and 65 are now required to register at an





unemployment bene_fit office, simply ' 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 b-elow

the lower earning limit for contributions, their pension

entitlement will be fully safeguarded.

5. Next, there are some 4¿1000 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 I 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 ó2 and women over

59 who so choos.e to retire early, and so to make room for

employing someone else from the regíster. I can now

announce a neu/ 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 tl

Octoberl and should provide part-time job opportunities

for up to 47 .OOO 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 I J, and I can now announce that fro¡n 1

August to end-March 1984 enterprise allowances will be

available throughout the country, within an overall cash

limit of 825 million in 1984-84. Individual allowances will

run on for a full year, so that the scheme will cost a

further 829 mtllion in the next financial year. The net

public expenditure cost is about two-thirds of this gross

cost. It should help some 251000 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 Ê [ ] million in 1983-84 and f [ ] million in 1984-85.

9. Finally there is one other matter which hasr I know,

been a cause of concern to Honourable Members on both

sides of the House. As the House will recallr 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





a

in principle thè case fõr festoràtion of the abàtèment. 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.

a
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BLOCK E: INFLATTON

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 ZZ per cent in 19g0.

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 ó 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 5å per cent next year.

4. High inflation is a canker in societyr 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 profitabilityr though still by

historic standards very low, has begun to recover. This

too is encouraging 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. \,yith lower inflation the announced cash.

programmes of the public sector buy more real goods and

services.

ØNgf

f9. These are some of the reasotr"l- "ta they bear

-trepetition - þhV demand in our own economy has been

-2rising over the past year, while demand in overseas

markets has remained weak, Now that world inflation is

l*\¡ô

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

enoughf-to bring commonsense back into wage bargaining.
L

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 X
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 I I years, in enlarging their market

share. rffe still have to reverse years of relative decline.

Still lower pay settlements and still higher productivity

remain vital to our competitive position. Provided they

%:':É
t
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come though, British business is now b_etter.pl4ced than

for many years to make inroads into markets at home and

overseas.

L2. And provided we go on achieving success against

inflation. Today's unemployment was fostered by lgng

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. \,[e are now certain to be the first

Government for [30J 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 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 sor a pillar of the last Government's

counter-inflation policy, however much they may deny it

now.

Z. 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 rruas 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 move up to around 1l per centr 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
r

uncertainties fmay havåf also played a part. Certainly
L'/

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.

I

7. The lower exchange rate will give industry an

opportunity to improve its competitiveness; but only if
/ F"¡ac.^¡r^å 1,*1.¡-t *$ , î

other costsfare tightly restrainedl.Once again it must be
l-

said that means above all still greater moderation in pay
nl

bargaining.l Without that the fall in the exchange rate
)
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\rrould bring only a temporary improverrient to- ths

L
f^-uu.r,rr"s that are often, and. rather misleadingly, referredt-

to as measures of 'competitiveness", *? $o,rta offer noJL
long-term help in providing a sustainable basis for the

improvement in output and employment that is now within

w

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 poticy 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 whyr 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 1982-83r a

target of 7-11. per cent was suggested for 1983-84. I

confirm now that the 1983-84 target will indeed be

7-1.1 per cent. Once again it will apply to both broad and

narrow measures of money, though, as I said last yearr 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 díversify our funding policy making indexed 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 t3 billion. For the

coming year, I am again setting a target of E3 billion.

Nearly tZ 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 a!

much as short rates, þnd begun to reopen the door to

long term corporate borrowing for the first time for over

a decade
Í
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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 *"r. þt,
country has been no exceptiorr]l') Þ{^.,

Z. 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. h 1975 the figure was as high as 10 per cent.

By l98l-82 it had fallen to 3 å per cent of GDp. For the

year now ending I budgeted for a public sector borrowing

requirement of Ê9å bitlion. The latest estimate suggests

that the outturn may be as low as [88] biltion - not least

because oil revenues have been substantially larger than

expected.

3. For 1983-84 last year's Budget Statement suggested

a PSBR of. Zi per cent of GDP. That is equivalent to

18 billion at the level of money GDP now forecast. In

judging whether that figure is still appropriate, f have





1s ,,À.'

taken account of developments over the past'year, and of

the main uncertainties which now confront us. On

interest rate grounds, there is a clear case for continued

fiscal restraint. Interest rates, though lower than they

were, are still undesirably high both in nominal'and in real

terms. The fact that the exchange rate has now moved, to

a lower level eases 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 rv"tcomea. þ
1979-80 the world price of oil rose by more than Z* times.

Coming in the aftermath of the 19?3 surge in oil prices,

that triggered off the deepest economic recession the

world has experienced since the war.l
)

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.

)
I
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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 2l per cent of GDP, that is EBbillion. This

will mean a further reduction in the real burden of

Government borrowing.

8. Last autumn, f announced a cut in the National

Insurance Surcharge and so a reduction of Êå Uillion 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 E8 billion permits further real

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

tlå billion. That is therefore the scale of my proposals

this afternoon.





9. The Red Book giles revenue and .expenditure

projections for the period up to 1985-86. Thesefillow forJ StÂ^/

^ "yT(n ther reduction in public sector borrowing over

the medium term. There is, of course, no certainty about

the precise figures. But they
9Lñ^/

illustrete hpw 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 II: PUBLTC EXPENDITURE

1. Central to the control of borrowing is the control of

public expenditure. And the key to effective 
"orrtrJl 

of

public expenditure is that finance must determine

expenditure, not expenditure finance.

Z. The House debated last week the public expendÍture

ïl¡hite 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 yearr 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. Ttre

[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
90 -/

Contingency Reserve; andrwill 
/G' 

not add to the

planned total of expenditure.





5. \4Ie have also maintai¡ed a strict control over the

running costs of Government itselfr in particulart

manpower. By the end of this month we shall have

reduced the numbers of the Civil Service to 6521000 - a

fall of 801000 since 7979. This' represents a. saving this

year of around [590 mitlion in the Civil Service pay.bill.

ïVe are on course ior a further reduction to 6301000 by

April 1984 - the target we set ourselves on taking officet

and which some thought unattainable.

I

6. I might add that'we shall be helped towards that
'. :.

objective by the tax and other proposals which I am

announcing loday. Their net effect will be a reduction of

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

BLOCK * SOCrÄL SECIIRITY

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.

z' It is traditionar for chancelrors to announce at

Budget time the Governmentrs 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 l9Z5 upratings have been

based on what is known as the forec.ast 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 ot#$. Forecasts

of inflation are by their nature uncertain. This reads to

increases larger or smaller than intended. In 19g1 there

was a.n under-provision of Z per eent. Last year's uprating

included an over-provision of about z.z per cent because

inflation fell faster than expected. The resurt is

confusing and uncertain for a[ concernea, aaúe¡Effi3,
f-

wu"*l,,^¡'t^ 
X 
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J¿D{r-ä 5. We have therefore decided that we shall, frorr¡ 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)r.r

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 u¡ay. 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 ist

and. no less. Those public service pensions that have

traditionally been linked with these benefits wíll 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.

&""ror"{yÃt the necessary parliamentary and
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7. As compared with a ation of.the previous

method, it seems - depending on the e

for inflat May - that benefits ted will be

by significantly m would have been the

case had an adjustm en made to take account of the

full amount over-provision in November as

ve happened under the old m the 8c-

[5] years since this Government was elected prices

lwill] have risen bV [ ] per cent. Over the same period

pensions lwill] have risen by no less than [ ] per cent.
,t

Ja Our pledge to maintain the value of pension over this

Parliament's lifetime will ,P{nel" been more than

fulfilled.

,$
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BUDGET SECRET

BLOCK J: CIIILD BENEFTT

1. The social security provision which is preÍfa]ÞFTfü

rnost important sf, all and parl'eu'a-ly to working families

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

action to alleviate the unemployment trap and fis in our
.øtr445ot<

strateg'y of improving incentives for ffi

pPN&$joo--

Z. 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 Eó.50. One parent benefit

will be correspondingly increased to S4.05. On the basis

of the inflation forecast for November, this will take the

real value of Child Benefit above its level in April 7979.

It will tAGAe worth more than ever before.
-t/

{.

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

BLOCK K: OfiIER BENEFTIS' AND CHARIIIES

/tu^
1. There are other groups in soc t-Tr.^ lJ

åtu,.¿g^.^^B lrWþ-"ú.
k tp. cìuc ê*Òt þ tre *\
14.^- F"(rolr,{ l"r-ts
.i^e4¿ Un.Jr Uf

any

Government must give a priority. And rve give

particular to help for widows, to the sickr and to

erly.

Z. 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 vromen

receive no financial benefit from the bereavement

allowance. The allowance will now be extended to cover

the year after the husband's death as w'ell. The cost will
f

be some 825 million a year.{mis will greatly help widows

in establishing their new pattern of life. ll I
-¡

3. lVe have also decided on a number of other

improvements to benefits.

4. We intend to provide significant new help for about

701000 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

/

6\r".V





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 elirninate the

invalidity trap. But there will also be an increase f¡om

lZ0 to EZZ.50 in the amount which disabled and

chronically sick people can earn before their benefit is

reduced. And we shall increase to 831000 the limit above

which savings disqualify people for supplementary benefit.

There will be an additional disregard of f 1500 for the

surrender value of life assurance policies. And we shall

also increase to Ê500 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. \tVe alsol

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, vre must help the helpers.





8. [New p_aragraph explaining why no aqtion ol VAT

and charities.l

9. But we do intend to give charities all the help we

can. h 1980 I introduced substantial new tax relief for

covenanted donations to charitiesr by allowing relief

against higher rates of income tax up to a ceiling of

831000 a year; and last year I increased the limit on

exemption from capital transfer tax for gifts made within

a year of death from Ê200,000 to 82501000. I propose now

to carry these 2 measures further by raising from

[S3r000] to 851000 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 payt

to charities. At present the employee's salary is not

allowable for tax because it is not an expense incurred by

the company wholly and exclusively for the purpose of its

business. For normal business expenses we must continue

to stick to that general principle. But I am l- 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 ch¿irities over,5

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

.t
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BUDGET SECRET

BLOCK L: IIOME OWNERSIilP, HOUSING AND CONSTRUCTION

1. I come now to housing and the constructiÖn 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 f10 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 f'o.fuJp'-nrifå-th,is-

.u
Z. One of our bigbcst 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 925,000 limit on

mortgage interest tax relief is beginning to hinder a

growing number of families who want to buy theír first

home. This limit was fixed in 1974 and, as many of the

bodies concerned with housing have pointed outr'its value

has been substantially eroded by inflation. I have

therefore decided to increase the limit to 9301000. This





will cost some tÊ501 million in 1983-84 and.[885] million

in a full year: it wilt help potential h*owners and the v

construction industry alike.

4. I also propose to extend mortgage intergst relief of

the kind already enjoyed by many employees, whose duties
ç [Ä.¿Lrt' prevent tþtn 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. \4/e want to help pegple not only to own their own

frohË! 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
Orrdrå^f4,À

cr¡n*inr*ed until the end of 1983-84.

6. Local authorities have already been told they may

spend without limit on these and other improvement

grants this year. I now propose to increase the expense

limits for repairs grants from 85000 to Ê5500 in London

and from [4000 to 84500 elsewhere. The cost will be

810 millíon per annum.

7. Our main aim, of course, is to help people to help

themselves. But there are some areas, particularly in the

ï





Inner Cities, ,where dg"qy in lhe p:iyate hougigg 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 arear and I propose now to make

850 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 1984t

has proved valuable. I propose, therefore, to extend it to

Aprit 1986, at a cost of some f5 million in a full year.

10. Secondly, 
.stock 

relief will from today be available

for houses accepted by builders in part exchange on the

sale of a new house for the personal use of an individual

or his family. This reflects current developments in the

industry.

11. The cumulative effect of these measures should give

a substantial boost to the construction industry¡ {tfÑ!'ñ-

,^¡^€ vå r¡a^^,' ô${sXó¿' ? l
Cil^^^/r-

t w-,^" ôtt1'
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BUDGET SECRET

BLOCK M: INDIRECT TAXES

1. \4lhich brings me, of courser to the indirect taxes.

Z, I propose no change in the present rate of VAT.

3. I:r 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
t6 n¿t^r

^ maintain **"ep+rf.¡" balance between t'afuect ana

!ß inairuct 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 J

4, I start with the duties on alcoholic drinks. I

propose to increase the duties from midnight tonight by

amounts which répresent, including VAT, about 25 pence

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

pence on a bottle of sherry and one penny on the price of

a typical pint of beer. On ciderr which is increasingly

competing with beerr I propose a similar increase of one

penny a pint.





v..b_\r Í

Ç.** L
{o"Àr

5 As for tobacco, I propose to increase the duty by the

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

packet of Z0 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. f 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
l-

significantly, ) [particularly as the real prices of botht
petrol and derv are little different from what they were\

I
[20J years ago.J (Ipropose 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 lor under 0.?p 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 Z0 per cent in the duty

burden since.i@i¡ 1980. This will be of

considerable continuing assistance to industry, since it

will help to hold down its energy costs.

I





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 880 to t85. On goods vehiclest

the new duty structure introduced last year allows me to

spread the burden more fairly. h: 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 1901000 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

3151000 lighter commercial vehicles. These changes will

take effect from tomonow.

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 Eó00 mitlion 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. f come now to North Sea tax. The development of

the North Sea is an achievement of private enterprise and

t 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 ind.ustry'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 existing fields make good'profits. The

Supplementary Petroleum Duty has been abolished. But

the industry has urged that some further easement of

current cash flow could help them to finance further

North Sea activity. I have therefore decided to phase out

Advance Petroleum Revenue Tax progressively. As a

start, the 20 per cent rate will be reduced to 15 per cent



I



from 1 July, and APRT will disappear completely by thg 
_

end of 1986.

4. To encourage further exploration and appraisalr I

propose immediate relief against Petroleum Revenue Tax

for expenditure incuned 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 includer following the Consultative

Document pubtished last May, proposals on PRT reliefs

for expenditure on shared assets such as pipelinesr 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 lm tonnes 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 [Ê800mJ 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 [ ] in1983-84.

8. I believe that my proposals will provide the industry

with the right fiscal incentives for a further phase of

successful development of the countryrs North Sea

resources.
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BUDGET SECRET

BLOCK O/Q: BUSINESS - NIS, CTT INTERNATIONAL BUSINESS

1. From one key industry I turn now to business and

industry as a whole. Our living standards 
"rra 5ot, depend

on our ability to sell and compete, producing the right

goods and services at the right time and the right price.

The main responsibility for achieving this lies with

industry and commerce. But Government can helþ by

reducing the burdens it places on business.

Z. These can be twofold. High inflation and excessive

public bonowing 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 úrsurance Surcharge (NlS¡r the tax on jobs first

introduced and then increased by our Labour predecessorst

lwith the support of their Liberal partners in the then

t{Ð
nsf,

"r)"t

Ë:d

marriage of convenience which has since been solemnised

in a slightly different forml.

3. ûr last year's Budget I cut NIS from 3 å per cent to

2å per cent. In November I announced that, for 1983-84t

the rate would be further cut to lt 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.





bå ^'\Þ-'{
4. I now propose that the rate be reduc-ed/from 1 å per

þ
cent to 1 per cent from August 1983. As beforer the

benefits will be confined to the private sector. This cut is

worth another t2Z0 míllion in 1983-84 and nearly

8400 mitlion in a full year.

5. The surcharge was 3 * per cent when this

government took office. lVe are now well on the way to

abolishing it. The reduction from 3ä per cent to one per

cent will be worth nearly EZ billion to private business in

a full year. lThis will f am sure be welcomed by the

whole House, including those whose mis-alliance gave

birth to the surcharge.]

ó. On Corporation Tax, a Green Paper was issued ove¡

a year ago. I am grateful for thq 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.

v
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8. Some other issues, however, need to be considered

today. The House will be autare 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 businessr 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 corporation tax liability as remains after

deduction of ACT. As a result of representations

received in response to the Green Paper, I propose that

from April 1984 this double tax relief should be allowed

against the full corporation tax liabitity before ACT is

deducted.





IZ. As I have said, my proposals on t1x h_aven¡ 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.

1,4, [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.l

15. I propose too to remove an anomaly by which some

higher paid employees have their tax bills artificially

reduced because their employers d.o 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.

ÌF¡
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16. And now a word about banks. I said lâst 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 mþht

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 lthis year] in

the tax regime for banks.

77. 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 1901000.

The 52 per cent rate is payable at E?25r000. Between

these two figurefr 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 8901000 to

t100,000 and to raise the upper limit from 8225'000 to

8500,000.

18. \4/hen this Government came into office the

marginal rate stood at just over ó6 per cent. The changes

that I am proposing today will bring it down to 55å per





cent - only a little above the 
- Tain_ 52 per ce¡r! rat9...

These changes will concentrate the help that I can give on

the many small and medium-sized enterprises with

taxable profits of up to E* million.

19. The cost of these two Corporation Tax changes.will

be Ê40 million in 1983-84 and Ê70 million in 1984-85.
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BLOCK P: ENTERPRISE AND BUSINESS

1. Small and medium sized enterprises are indeed a

major source of new wealth for the nation and, above allt

of new jobs. I shall, therefore, propose today a series of

measures which will foster their growthr greatly

extending the measures f have already introducedr 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. '

Z. f 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.

sd^r
4. w" .aQrt*fnbetter td:-n'æ. I want to make

the Employee Share Ownership Scheme .{t¡t' 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 81250, or

to the value of 10 per cent of their salaryr up to a





l

maximum of 85000 per annum. [This new freedom will

provide still further encouragement to managementr 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 1001000 employees. The monthly'limit on

contributions with tax relief now stands at 150. In order

to encourage further growth I propose increasing it to

î75. The total cost of these measures will be 120 million

in 1983-84 and some E40 million in a full year.

7, I also want to ease the dif ficulties 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. h: order to encourage similar

success I propose that where an employee controlùd

company is being set up the employees should benefit

from interest relief on loans they take out to buy shares

-'in it. Uhe House might like to know that under our

privatisation programme [ ] thousand employees have so

far acquired shares in the companies for which they wori]
)

Y
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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. V/e 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.l And I

propose to increase to 1201000 the limits on the relief for

small part d.isposals of land and for residential letting.

9. I propose to double the present retirement relief,

raising it to Ê100,000. 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 wilt be

815 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

860,000.

72. 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 farmingr 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 820 million in 1983-84 and 855 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 Ê1.7,000 to

[18,000.

15. And I propose to increase from 8200 to 81,000 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 [t5] million in

1983-84 and [810] million in 1984-85.

17. Now, innovation and technology.

This additional flexibility will be of

particular value in the high technology industriesr which

often need relatively large amounts of space for design

and computer based activities. It will cost about





825 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

198?. The cost of these last two measures will be

t100 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 8185 million over the next

three years.

19. The lt/est Midlands have been particularly hard-hit

by the current recession. Small engineering firms are

even more important in that region than in other parts of

the economy. They need help to modernise and re-build

their strength. I propose, therefore, to make available an

extra Ê100 million over the next 3 years to enable my

RHF the Secretary of State for Industry to re-open the

Small Engineering Firms fnvestment Scheme. The Scheme

is already a proven success3 linsert number of companies

helped last year.] The Scheme is open to qualifying firms

in any area; but, as one would expectr a high proportion

of the first allocation went to firms in the west Midlands.

The new¡ and much larger, allocation witl I hope be of

substantial further help to the region, as well as to small

engineering firms generally.

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

firms to buy computer systems to improve productivity'
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Zl. 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 State for

ûrdustry is lucky enough to catch your eye' Mr Speakerr at

a later stage in this debater he will describe these

measures in more detail.

?.4. 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 f want to encourage the conversion of more old

buildings into thriving workshops: I propose to allow all

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.
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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 optionst

including an accruals basis of taxation as in the United

States. I am grateful to those who responded.]

28. lThere was considerable support for an arrangement

under which the borrower would get relief on an alcruals

basis while the investor would only pay tax at redemption

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

optionl l

2.9, [Companies will still be able to issue conventional

or indexed bonds. My proposal will extend the range of

options. h: 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.l

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. \4Ie will be issuing a consultative document on

the possibilities for streamlining stamp duty.l
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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

EZ60 million has been lent to some 8000 comp anles it

is close to its [300 million ceiling. This ceiling will

therefore be raised to 8540 million to enable the scheme

to run its full three year course to May 7984,

32. On 3 March I informed the House about the

publication of the report of the working party on

freeports, under the Chairmanship of my hon friend, the

Economic Secretary to the Treasury. f 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
jurt- a-

freeports on an experimental basis i" t ve{(ew

locations. \4lidspread consultation will be needed before

the sites are chosen.

,
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34. Lastl¡¡r f I come to

t-
dñ?'onÉ¡¡€et the Business Start-un 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-upsr where

there is often greatest difficulty in raising outside equity

finance.

36. f now propose a major extension of the scheme. It

was due to end in April 1984. The life of the rê!1r¡

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 g20r000 to

Ê401000. 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 875 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 shareholderr 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 companies to

realise their undoubted potential for growth. The newt

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.

!^"u 
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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 Eå billion. This comes in addition to the help to

business worth another I I titlion which I announced in the

autumn.

Z. Any Chancellor, whether he is proposing increases in

tax or, as nowr 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. Indeedr 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 effortr commitment and enterprise.

By strengthening incentives through lower personal taxest

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.
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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 compÍrnies and persons.

A higher exchange rate boosts personal spending powert

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. Ir this Budget¡ the balance can rightly swing a

little in the opposite direction.l

lt ßì¿g
5. Lp6er, because of our success in controlling

tþ^^ t¡t¡'^-
public spending, the choice is less stark nowf I am able tot
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 jobt

and some of those in work who could find a better one, do

not do so because they would end up no better offr 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 themselves.

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. h 1950 the tax threshold for a married

man with two children rvas 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, moreoverr 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 Chitd

Benefit will improve work incentives for the low paid.

And several of the measures t¡re 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. h 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

yeÍrr we can cut personal taxation again. But I do not

propose any further reductions in rates. For the reasons f

have just given thresholds and allowances must take
,.

priority.

Z. 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 d.ecisíon, 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,
Vr-

?( which today offer a.-€¡€€d prospect of lasting economictJ
recovery.

3. It is right that the benefit of the sacrifices of 1981

should be enjoyed now by those who made them then.
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4. Last year I increased tax thresholds and bands by

14 per cent. That was Z per cent more than the amount

necessary to compensate for inflation. This year I also

propose a similar increase - not Z 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 Z per

cent, but 8å per cent.

5. My proposal means that income tax thresholds

should be increased for the single person from 81565 to

81785 and, for the married person from EZ45S to 82795.

The additional personal allowance paid to single parents

will be increased in consequence from SBg0 to 11010.

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 und,er pAyE as

from the first pay day after 5 May. For a married. man on

the basic rate they witl be worth ÊZ a week. The cost to

the PSBR, above indexationr will be over E1 bitlion which

is accommodated within plans for a PSBR of Ê8 billion_

next year. The total revenue foregone will amount to

some tZ billion in 1983-84 and EZ* billion in a full year.

Some 1å miltion people wilt be taken out of the tax net.

7. This is entirely right, and will be widely welcomed..
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¡ 3. Sound

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.

Z. It has created, and will continue to creater the

foundation for sustainable recovery.

I'
*tï

ï1.
*-)"

-0,

,thr-¡^^!
I policies are fully consistent with realt

reductions in taxationr 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.

the country continu recognise the

need for sound s- it continues to resist

irresponsible pre and proferred panaceast

national economic and the reduction in

unemployment now att This Budget is a

4.

further that direction. I com it to the House.
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BUDGET SPEECH - STXTH DR.AFT

The Chancellor was grateful for the fift.h d.raft of the Budget

Fpeech, which you submitted on 4 March, and. for the colünents

on it which have- subsequently been received. I now at't'ach the
sixth draft, which incorporates his own week-end changes, and

his provisj.onal reactions to the various comments.

2. The main structural change is that blocks B - L979

retrospective and Q - fiscal justice - have béen eliminatedr
and a new block - 82 on unemployment-created.

3. The text contaj-ns 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" sectionsr Summarising

/Eh.e effect of these and

BUDGET SECRET
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the effect of these and analogous measures over the five
Eudgets of this Government. f should also be graùeful íf
Mr Allen could provide, for insertion in section D' and as"

appropriate in the "measures" sectíonsr one or two examples

of new "rays of hope" from recent statistÍcs and surveys
eg housing starts, car output figures, CBI survey etc.

4. Perhaps the Oentral U:rit, would. check the text, and ]et
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 mÍssed.

5. the Chancellor has asked that the MÍnist,er of State (R)

should. t,ake another look at block N - the North Sea - wit,h
a view to making it a little shorter and. crisper. The

Chancellor agrees that the four key points are those which
\^rere Ídentified in para 4 of PS/MST(R)'s minuÈe of 3 March,
and t,hey are indeed ref lected Ín para 7 of block N; yet they
could perhaps with advantage find an earlier place in the
section, which míght permit some subsequent deletÍons.

6. I should be most. grateful if you and copy ôdc{"¿5t"eS could
ensure that comments on this sixth draft reach me bv 3. OOom

on 9 March.

À4ro^l

J O KERR
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BÏ'DGET SPEECII: SD(TH 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.

Z, 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 1929.

3. The requirement we then saur, 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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BLOCK B/C: WORLD ECONOMY

1. Already by 1979 ít was clear that the. long-term

decline of Britainrs relative position in the world economy

called for a fresh start, for a radical new beginning. erra

it soon became apparent that that fresh start would have

to be made in an international setting that was profoundly

and increasingly unhelpfulr as the effects of the second oil

price shock hit home.

Z. In each of the last three yearsr 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.

this is not an unmixed blessing.

For the United Kingdom

But for the world as a





whole¡ and so for ourselves, lower oil pricës. 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. h 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.





11.

-+þ ayl
t is why as Chairman of the Interim.Committey'I

I
ed this winter to accelerate the process of

ement on an increase in the resoutces available to the

,HvlF for lending to countries in difficulty. And why I

pressed for a major increase. The decisions.reached in

the l:rterim Committee in February require ratificatiolr by

national Parliaments - íncluding 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.

72. The agenda for international discussion remains a

full one. Dif ferences 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 grorÃr. The efforts . of the US

Administration to cut back its daunting structural deficit

are crucÍal 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.





14. Lower inflation and lower interest rates are

themselves the right foundations for economic recoveryr a

recovery which will be healthy and sustainable. They

reduce costs and provide room and encouragement, wijhin

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 a$'ay. 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 Ð: TIIE DOMESTIC ECONOMY

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

resolve.

Z. 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 Ê4 biliion. In 1983 too we

' ll 
now expect a significant surplus. Total official external

debt now stands at around $12 billion, compared with

$ZZ biilion 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 Z-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. \,ttith this weakness in overseas





demand and some further rise in imports, total output in

this country increased last year by onty l 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 DZ: IINEMPLOYMENT

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. [ttris

underlines the point that although we went into recession

rather earlier than most other countries we novü are

beginning to emerge ahead of the rest.]

Z. Defeating inflation

jobs. One cannot create

the key to lasting growth, and

- one would only recreate

inflation - by going all out to ate jobs. So we must

face the fact that unemploym is likely to remain high

for some time to come. This is why have established a

full range of programmes to help without jobs who

are bearing the sharpest pains of the ession. These

special employment and training measures will next year

bring direct help to more than 650 thousand people, at a

cost of about tZ 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, simply , to secure

contribution cred.its 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 bçlow

the lower earning limit for contributions, their pension

entitlement will be fully safeguarded.

5. Next, there are some 421000 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 I 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 1000 more people who are at present

registering as unemployed.





7. Fourth, enterprise allowances. These encourage

unemployed people to set up in business, by paying 840 a

week for their first year to offset their loss of

unemployment benefit. Pilot schemes were set'up in five

local in [ ], and I can now announce that frorn I

A to end-March 1984 enterprise allowances will be

av ble throughout the country, within an overall cash

it of Ê25 million in 19$-84. Individual allowances will

run on for a full year, so that the scheme will cost a

further 829 million in the next financial year. The net

public expenditure cost is about two-thirds of this gross

cost. It should help some 251000 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 E [ ] million in 1983-84 and ! [ ] mittion in 1984-85.

9. Finally thene 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
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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 dhe 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 weil 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. h:flation was on a rising trend when we

came to office. It peaked at some ZZ per cent in 19g0.

The reduction since then has been d.ramatic, 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. \¡¡ith the fart 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

centr 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 priies across the

whole economy - will show a continuing fall from 7 per

cent in 1982-83 to 5l 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 profitabilityr though still by

historic standards very low, has begun to recover. This

too is encouraging 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. \ryith lower inflation the 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. T?re 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. \tfe 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
L
, British business is now better.placed than

for many years to make inroads into markets at home and

overseas.
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1?. And provided we go on achieving success against

inflation. Todayrs unemployment was fostered by long

years of high inflation. And by failure to tackle it soon
'lh*'s fl*v'w"'ø'f ølL

enough. And by failure to keep up the fight. Ëøshsll not

make those mistakesá4¡i
0

13. A trend that appeared inexorable in the post-war

years - the trend of rising inflation -has now been

decisively broken. ïVe are now certain to be the first

Government for [30] years to achieve a lower average

level of inflation than did its predecessor. the

chance, as I believe we shall be, we shall the last.

["d- ît"*t t.,.'t^ k ,F" tr,î\*Lrt ù tu,,/ Á', 
t 11".*

ft 
ry*r"' - fr,^ L E4crr'¿ lø,,,., h a k'(ì*'

brL flrtü/- h , W vl^t'l/. F"* ar*L k l"^I

t\u{ O^^^- \LLFr* '



(



BUDGET SECRET

BLOCK F: MONEIIARY POilCy

1. One weapon \Ãre 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 sor a pillar of the last Governmentrs

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. Ir 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 mov{up to around 1l per cent, but

they are still very substantially below the 1ó 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 lvas 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

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 improverrient to the

measures that are often, and rather misleadingly, referred

to as measures of ncompetitiveness", 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 1982-83r 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, Ml

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.
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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 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 Ê3 billion. For the

coming year, I am again setting a target of E3 billion.

Nearly E2 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 af

much as short rates¡ [and begun to reopen the door to

long term corporate bonowing for the first time for over

a decade.]
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BLOCK G: PUBLIC SECTOR BORROWING

1. Control of money need.s 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 pubtic 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 l970s, public borrowing took

upr on average, nearly ó per cent of Gross Domestic

Product. In 1975 the figure was as high as 10 per cent.

By l98t-82 it had fallen to 3å per cent of GDp. For the

year now ending I budgeted for a public sector borrowing

requirement of t9å bi[ion. The latest estimate suggests

that the outturn may be as low as [fBJ bi[ion - not least

because oil revenues have been substantially larger than

expected.

3. For 1983-84 last year's Budget Statement suggested

a PSBR of Zt per cent of GDP. That is equivälent to

18 billion at the level of money GDp now forecast. In
judging whether that figure is still appropriate, f have





taken account of developments over the past.year, and of

the main uncertainties which now confront us. On

interest rate grounds, there is a clear case for continued

fiscal restraint. Interest rates, though lower than they

werer 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 inflatíon

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 officiat term prices of OpEC crudes

have both fallen. These falls are to be welcomed. In

19?9-80 the world price of oil rose by more than Zå. times.

Coming in the aftermath of the 1923 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 orv\¡n 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 *"t" 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

hoid to the previous plan, and provide for a PSBR in

1983-84 of Z2 per cent of GDP, that is E8 biltion. This

will mean a further reduction in the real burden of

Government borrowing.

8. Last autumn, I announced a cut in the National

Insurance Surcharge and so a reduction of [å biltion 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

Ê1* billion. That is therefore the scale of my proposals

this afternoon.





9. The Red Book gives revenue æd' .e,xpenditure

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.





s.zz BUDGET SECRET

BLOCK II¡ PUBLTC EXPENDITUR.E

1. Central to the control of borrowing is the control of

public expenditure. And the key to effective 
"orrtrJl 

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

1935-86. Public expenditure is being held within the

levels set in earlier plans. Next year, as this yearr 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

lresultant] improvement in the control of expenditure

has been an essential factor in making possible the tax

reductions I am announcing todaY.

4, I shalt 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 mainlained a strict control over the

running costs of Government itself, in particulart

manpower. By the end of this month we shall have

reduced the numbers of the Civil ServÍce to ó521000 - a

fall of 80'000 since 1979. This' represents a. saving this

year of around 8590 miltion in the Civit Service pay bill.

We are on course for a further reduction to 6301000 by

Aprit 1984'the target we set ourselves on taking officet

and. which some thought unattainable.

I

6. I might add that'we shall be hetped 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 SECIIRITY

1. Much the biggest single element i" public

expenditure [ - more than one quarter of the totat -] is'of

course social security, to which I now turn.

z. It is traditionar for chancellors to announce at

Budget time the Governmentrs intentions for the social

security uprating in the next November. I propose to

follow this tradition, but with a difference. \4¡ith one

exception, which I shaü come to later, I shall not today

announce particular rates for any benefits. This is why.

3. As the House knows, since 19?5 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 19gl there

was an under-provision of Z per cent. Last year's uprating

included an over-provision of about Z.? per cent because

inflation fell faster than expected. The result is

confusing and uncertain for all concerned,, and there have
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been many representations from pensioners'that it would

be better to return to the [more certain] historic or

actual method, under which upratings urere based on

actual past inflation.

5. \jÌ/e have therefore decided that we shall, fron¡ 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 I J 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 ïvay. 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 inereased 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 íncrease 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.
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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 198! as

would have happened under the old system. In the

[5] years since this Government was elected prices

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

pensions lwill] have risen by no less than [ ] per cent.

Our ptedge to maintain the value of pension over this

Parliament's lifetime will thus have been more than

fulfilled.
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BLOCK J: CIIIT-D BENEtrTT

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 lby 11 per centJ to [6.50. One parent benefit

will be correspondingly increased to Ê4.05. On the basis

of the inflation forecast for November, this will take the

real value of Child Benefit above its level in April 7g?9.

It will thus be worth more than ever before.

tg. Round-up paragraph on costs of Benefit h:creases.]
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BLOCK K: OTHER BENEF:IIS, AND CHARIIIES

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

Government must give a high priority. And we give

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

the elderly.

?,. 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 EZ5 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

improvem ents to benefits.

4. We intend to provide significant new help for about

701000 ínvalidity pensioners. Until now this vulnerable

section of our society hasl 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
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State for Social Services intends to amgnd Jhe 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

EZD to 822.50 in the amount which disabled and

chronically sick people can earn before their benefit is

reduced. And we shall increase to 831000 the limit above

which savings disqualify people for supplementary benefit.

There will be an additional disregard of t1500 for the

surrender value of life assurance policies. And we shall

also increase to 9500 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. \,Ve 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

c¿ur, we must help the helpers.





8. [New paragraph explaining why no action on VAT

and charities.l

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

831000 a year; and last year I increased the limit on

exemption from capital transfer tax for gifts made within

a year of death from 82001000 to Ê250,000. I propose now

to carry these 2 measures further by raising from

[831000] to Ê51000 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

eompanies who would like to second their staff with payt

to charities. At present the employee's salary is not

allowable for tax because it is not an expense incurred by

the company wholly and exclusively for the purpose of its

business. For normal business expenses we must continue

to stick to that general principle. But I am l- 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 chârities over .5

Budgets, value of total help in 1983-84 (including grants.l
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BUDGET SECRET

BLOCK L: IIOME OIINERSIilP, HOITSING 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 l10 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.

Z, 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 å 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 925,000 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 8301000. This
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will cost some [Ê50] million in 1983-84 and [885J mitlion

in a full year: it will help potential houseowners and the

construction industry alike.

4. I also propose to extend mortgage interpst 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. rvVe 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-upJ The initiative is therefore to be

continued until the end of 1983-84.

6. Local authorities have already been told they may

spend without limit on these and other improvement

grants this year. I now propose to increase the expense

limits for repairs grants from [5000 to [5500 in London

and from Ê4000 to 84500 elsewhere. The cost will be

810 million per ¿ìnnum.

7. Our main aim, of course, is to help people to help

themselves. But there are some areas, particularty in the





Inner Cities, where decay in the private housing stock is

so bad that concerted action is needed. ïVe 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 streefs of houses

on behalf of the owners. This has proved a cost-effective

way of improving €ul arear and I propose now to make

t50 mitlíon additional resources available to authorities

for approved enveloping schemes to be undertaken during

1983-84.

8. I¡r 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 1984t

has proved valuable. I propose, therefore, to extend it to

April 1986r at a cost of some Ê5 million in a full year.

10. Secondly, 
,stock 

relief will from today be available

for houses accepted by builders in part exchange on the

sale of a new house for the personal use of an individual

or his family. This reflects current developments in the

industry.

11. The cumulative effe of these measures should give

a substantial boost to construction industryr though

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

BLOCK M: INDIRECT TAXES

1. \¡fhich brings me, of courser to the indirect taxes.

Z. 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 1980r '81t

'gz l

4. I start with the duties on alcoholic drinks. I

propose to increase the duties from midnight tonight by

amounts which represent, including VATr about 25 pence

on a bottle of spirits, 5 pence on a bottle of table winel 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 witl¡ beer, I propose a similar increase of one

penny a pint.





5. As for tobacco, I propose to increase tfe duty by the

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

packet of Z0 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 príces 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,J including

VAT. In the case of derv I propose an increase, including

VAT, of about 3p a gallon lor under O.Zp a litre]. These

changes will take effect for oil delivered from refineries

and warehouses from 6 pm toníght.

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 Z0 per cent in the duty

burden since Ít was last increased in 1980. This wilt be of

considerable continuing assistance to industry, since it

rvill 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 85, from 180 to 885. 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 1901000 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

3151000 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 Ê590 million in

1983-84 and 8600 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 whích I have

given to the House.
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BUDGET SECRET

BLOCK N: NORTH SEA OIL REGITúE

1. f come now to North Sea tax. The develgpment of
En*f

the North Sea is ay'.(Áchievement of private enterprise and

t the result of a huge cooperative effort, involving

thousands of people and hundreds of companies. \4le want

this to continue.

Z. 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 existing fields make good profits. The

Supplementary Petroleum Duty has been abolished. But

the industry has urged that some further easement of

current cash flow could help them to finance further

North Sea activity. I have therefore decided to phase out

Advance Petroleum Revenue Tax progressively. As a

start, the 20 per cent rate will be reduced to 15 per cent





from 1 July, and APR_T will disappear compJetgly by the

end of 1986.

4. To encourage further exploration and appraisal, I

propose immediate relief against Petroleum Revenue Tax

for expenditure incuned 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

7982, 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 includer following the Consultative

Document published last Mayr 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

agreementS-

7. Taken together, these proposals should provide.the

industry with some [E800mJ 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 [ ] in1983-84.

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 O/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 rìght

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.

Z. 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)r the tax on jobs first

introduced and then increased by our Labour predecessorst

lwith the support of their Liberal partners in the then

marriage of convenience which has since be¿rr-cte;lrriced
l.¿ lyAr;nr-r*

ffil' â'?L b r¿-n\ù-,''Ltþ

3. In last year's Budget I cut NIS from 3å per cent to

2l per cent. In November I announced thatr for 1983-84t

the rate would be further cut to 1å per cent. On top of

this I made special anangements to enable half of that

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

I
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4. I now propose that the rate be reduced from 1 I per

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

benefits will be confined to the private sector. This cut is

worth another E220 million in 1983-84 and nearly

8400 million in a full year.

5. The surcharge was 3* per cent when this

government took offíce. We are now well on the way to

abolishing it. The reduction from 3å per cent to one per

cent will be worth nearly EZ billion to private business in

a full year. lThis witl 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.





8. Some other issu_es, however, need to !e considered

today. The House will be aware of instances of tax

avoidance through the exploitation of group reliefr 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 corporation tax liability as remains after

deduction of ACT. As a result of representations

received in response to the Green Paper, I propose that

from Aprit 1984 this double tax relief should be allowed

against the full corporation tax liability before ACT is

deducted.





lZ. As I have said, my proposals on tax havgns 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 tow_ards

those who accumulate surplus cash balances in tax havens

overseas. f am sure the House will agree that this is

right.

13. Each year f 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.

74. [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.l

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.measùre of the benefit gained by an

-

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

expensive accommodation owned by his employer.
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1ó. 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

cou¡rtries. 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.

77. 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 [901000.

The 52 per cent rate is payable at Ê2251000. 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 t90r000 to

Ê100,000 and to raise the upper limit from EZZ5'000 to

8500,000.

18. When this Government came into of fice the

marginal rate stood at just over óó per cent. The changes

that I am proposing today will bring it down to 55å per





cent - only a little above the main 52 pçr 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 El million.

19. The cost of these two Corporation Tax changes.wlll

be 840 million in 1983-84 and 870 million in 1984-85.





i
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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 allt

of new jobs. I shall, therefore, propose today a series of

measures which will foster their growthr greatly

extending the measures f have already introducedr and

whose results are already evident. Britain now offers a

þr.*-41v-
more attractive tax environment thanf Germany for

I
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. \4re can do much better than that. I want to make

the Employee Share Ownership Scheme stíll more

attractive and more flexibler while still open to all

employees. I therefore propose that companies may

either give shares to employees to the value of Ê1250r or

to the value of 10 per cent of their salaryr up to a

hV.'¡ty^,r--
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maximum of 95000 per annum. lThis new freedom will

provide still further encouragement to managementr 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.

ó. Save As You Earn linked share option schemes

already cover 1001000 employees. The monthly limit on

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

to encourage further growth I propose increasing it to

e?5. The total cost of these measures will be Ê20 million

in 1983-84 and some 840 million in a full year.

7. I also want to ease the dif ficulties 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.
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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 tet

the new structure settle in. lVe have already announced

that administrative measures will be introduced to help

large institutional investors. f 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 significancen will be withdrawn.J And I

propose to increase to 8201000 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 8100,000. 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

E15 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 [551000 to

860,000.

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 farmingr 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 820 million in 1983-84 and 855 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 817,000 to

818,000.

15. And I propose to increase from Ê200 to 81,000 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 [t5] million in

1983-84 and IE10] miltion in 1984-85.

77. Now, innovation and technology. I propose to

increase from 10 per cent to 25 per cent the proportion of

office space ïn 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





I

l
I
I

I

825 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

198?. The cost of these last two measures will be

8100 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 Ê185 million over the next

three years.

19. The West Midlands have been particularly hard-hit

by the current recession. Small engineering firms are

even more important in that region than in other parts of

the economy. They need help to modernise and re-build

their strength. f propose, therefore, to make available an

extra 8100 million over the next 3 years to enable my

RHF the Secretary of State for Industry to re-open the

Small Engineering Firms fnvestment Scheme. The Scheme

is already a proven success: [insert number of companies

helped last year.l The Scheme is open to qualifying firms

in any ¿uea; but, as one would expect, a high proportion

of the first allocation went to firms in the vlest 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.

ZO. A new range of grants witl be provided to enable

firms to buy computer systems to improve prod'uctivity'
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27, 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 servicesl and

have proved highly successful.

23. If My Rt Hon Friend the Secretary of State for

Industry is lucky enough to catch your eyer Mr Speakerr 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. llnsert sentence

on effects of extension - ?number of units produced.l

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 reguirements.

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

business, on whích I have major improvements to propose.

2,6. 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 optionst

including an accruals basis of taxation as in the United

States. I am grateful to those who responded.l

28. lThere was considerable support for an arrangement

under which the borrower would, get relief on an tl"trrtl.

basis while the investor would only pay tax at redemption

or on sa1e. I propose to legislate to this effect. lCapital

optionl l

¿9. [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.l

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.l





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

8260 million has been lent to some 8000 companies and it

is close to its Ê300 million ceiling. This ceiling will

therefore be raised to 8540 million to enable the scheme

to run its full three year course to May L984.

32. On 3 March I informed the House about the

publication of the report of the working party on

freeports, under the Chairmanship of my hon friendr the

Economic Secretary to the Treasury. f 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

locations. W

an experimental basis in a very few

ead consultation will be needed before.-cl7sPr

the sites are chosen.





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

importance, the Businèss Start-up Scheme. This schemet

announced in my 1981 Budget Statement offers uniquely

generous tax incentives to outside investors ín small

companies. It is not bettered anywhere in the world. But

I now intend to better it.

35. lVhen 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.

3ó. I now propose a major extension of the scheme. It

was due to end in April 1984. The life of the r€w¡

extended scheme will run to April 1987. From ó 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 EZ0r000 to

8401000. 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 Ê75 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 newt

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: PEOPÍ-E 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 f I billion. This comes in addition to the help to

business worth another Et tiltion which f announced in the

autumn.

Z. Any Chancellor, whether he is proposing Íncreases in

tax or, as norv\¡, 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 taxest

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 agor exchange rate changes alter the

distribution of incomes between companies and persons.

A higher exchange rate boosts personal spending powert

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 c¿rn rightly swing a

little in the opposite dírection.l

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 jobt

and some of those in work who could find a better one, do

not do so because they would end up no better offr 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 themselves.

1;ttt*6"øt
Thgy harie 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 not¡¡ finds himself paying tax and

National ûrsurance 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, moreoverr not because

Government spends too little, but because successive

Governments have spent and taxed too much. The





I

substantial increase which I have proposed in Child

Benefit will improve work incentíves 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 c¿ìn tackle the problem at

its roots, as I now propose.





7-10

BUDGET SECRET

BLOCK S¡ PERSOñAL TAX

1. h 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 ín my first four Budgets. This

ye¿rr we can cut personal taxation again. But I do not

propose any furtþer reductions in rates. For the reasons f
,lrl |'¡"lt

have just given

priority.

Z, 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 1.981 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.

,fthresholds 
and allowances 

1mu;t 
take





4. Last year I increased tax thresholds and bands by

14 per cent. That was Z 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 Z per

cent, but 8å per cent.

5. My proposal means that income tax thresholds

should be increased for the single person from 81565 to

81785 and, for thê rharried person fuom f'Z4S5 to EZZ95.

The additional personal allowance paid to single parents

will be increased in consequence from f880 to 81010.

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 EZ a week. The cost to

the PSBR, above indexation, will be over E1 billion which

is accommodated within plans for a PSBR of ÊB billion

next year. The total revenue foregone will amount to

some EZ billion in 1983-84 and 12å billion in a full year.

Some 1f million people will be taken out of the tax net.

7. This is entirely right, and will be widely welcomed.



(
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BLOCK T: GONCLUSION

1. At the start of my speech I referred to the

objectives this Government adopted in 1979r 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 une.mployment. That continuity and consistency has

now been provided.

Z. 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

d.emonstrates. ï::deed 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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BLOCK D: TIIE DOMESTIC ECONOMY

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

resolve.

Z. Government spending is under control. The public

sector deficitr as a percentage of our domestic productr 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.

I

'**' * ^¿n$¡ -L&*í- 3. Last year we saw a surplus on our balance of
.t

1--, /'

payments current account o [4 billion. In 1983 too we

smaller in relation to its trade than

at any time since the second World lVar.

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. Indeedt

as I explained a moment ago, in the industrial world as a

whole demand has fallen. \4¡ith this weakness in overseas

now expect a significant surplus. Total official external

debt now stands at around $12 billion, compared with

^a/ 
1\

$22 billion when we took officy @
Ðnl,{^, ,k,{rLl-'t * trrïìul 4"i ,'^"^¡l- 

|





demand and some further rise in imports, total output in -

this country increased last year by only l 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 productr 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 197 ( o

3. Last year we saw a surplus on our balance of

payments current account of Ê4 billion. In 1983 too we

now expect a significant surplus. Total official external

debt now stands at around $12 billion, compared with

$ZZ 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.

â6*tt/1;.-
4, In our own economy

whole demand faå.ter¡- W

demand has been

in the industrial world as a
l, Ì1lA 

"

h this weakness in overseas
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growing - at some 2-3 per cent a 
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terms -
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demand than in most other industrial countries. Indeedt
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this country increased last year by only å per cent. But,

K while we expect domestic demand to ero*¿fubyt/keoú'l¿l*
3 per cent this ye¿ìr: 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 fe+r-m.entbs. Yß'{-l À
rvqrc.L h" "À "f
41*,.¡ n





f¿, (st) t9 ,oi
BUDGET SECRET

FROM: J O KERR

DATE: 8 March 1983

MR MERCEP* Il

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.

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

Shf-
J O KERR





t'
I

i

BUDGET SECRET

BLOCK D2: IINEMPLOYMENT

1. Unemployment, however, remains intraciably 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. lThis

underlines the point that although we went into recession

rather earlier than most other countries we nour are

beginning to emerge ahead of the rest.I

Z. 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 ,.ces"ior,. These

special employment and training measures will next year

bring direct help to more than 650 thousand people, at a

cost of about Ê2 billion.

3. There are four ways in which r'¡¡e norv propose to

extend this help.

4. In the first place, some 751000 men between the

ages of 60 and 65 are now required to register at an

(, \.





unemployment benefit office, simply ' 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 bglow

the lower earning limit for contributions, their pension

entitlement will be fully safeguarded.

5. Next, there are some 4Zr00A 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 I 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 chooqe to retire early, and so to make room for

X employing .o-.orr" .rr¿ now

o t"i

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
Iàte,aL *Lehmso that someone else can be taken on forfaffut4€

fa*r¿t"gìâ hâ¿f '
fbe*lã-üÉdü 'The allowances will be paid at half the

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

for up to e/rOOO more people who are at present

rãi-¡.r¡nÊ¡* unem ploy ed.

f





7. Fourth, enterprise allowances. These encourage

unemployed people to set up in business, by paying 840 a

week for their first year to offset their loss of

unemployment benefit. Pilot schemes were set'up in five

local areas in [ ], æd 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 825 million in 1984-84. Individual allowances will

run on for a full year, so that the scheme will cost a

further [29 mitlion in the next financial year. The net

public expenditure cost is about two-thirds of this gross

cost. It should help some 251000 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

indíviduals and to the whole economy.

8. The gross cost of these four measures is estimated

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

9. Finally ther.e 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





I

ll
in principle the case for restoration of the abàtement. It'

is right now to redeem that pledge. I¡r 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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MR KERR

FROM! M C Mercer
DATBT 9 March 1983

cc: Mr Bailey
Ms Seammen
Mr Allen

BUEGET SPEE ¡ STXTH DRAFT; SECTION D2

I that Mr Bailey has filled in the square brackets at
and 8 of this section.aphs 7

, Four points:

L 6 Technícally the
regísüertt no longer exists. The last J words of the

aa

sentence could instead read: r¡who is unemployedtt.

I think it might be wíse to omit the reference to rrat

least 15 hours a weekr¡ ín the fourth- senknce of
paragraph 6. This is a potentialLy controversial
aspect of the new scheme, and as it ís the onLy detailed
poínt which is mentioned Ít could represent an un¡tecessary
red rag to the bulls. A suggested re-draft of this
sentence is:

rrlt wiJ.l apply to the sa¡ne categories of older
peopLe who are willing to gíve up at leasù half
their standard working week so that someone

else can be taken on for the remainíng half .tt

3. 6 tt47 t000tr should be ¡140r000tr .

registering as[,for the
reason gíven at i. above.

3. I presume that Ms Seammen wíll comment íf necessary on paragraphs

4t 5 and 9.

l'l^', C, {rr^o^---

1- Omít rr
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fulI p ionn. MLss Seanmen agrees with ne that this
is entially nisLeading, because some of those now

tering for cred.its nay not qualify for ra fi¡Il
ionff at 65. lhe earlier draft said atheir

tftlenent to pensiontr, but if you want to shorten
tfiisr rrê suggest trtheir pension rightsn, to read in fi¡1r:

rr. .. contributlon credits to protect ttreir pension
rlghts when they reach 6j.n

para 6, line 10, the square brackets round. fli Octoberil
can be removed.

7, line 5r the date to replace the square brackets
be ff January l gAZn (anA three lines further on,

(ur) rn

the year should of course read, rr19gr-g4rr).

(iv¡ rn para B, the chlef secretary is keen on displaying
the net public oqlend.iture costs of these neasures
(i educting estinated benefit savings). tÍith ror¡nded.

for gross and net costs, t?re whole paragraph
t read:

rr8. The gross cost of these four neasures is
estinated at t55 nillion ln ßer-94 and tl OO nillion
in 1984-85. The net public ex¡lendlture cost will be
nuch less than this - about €,40 nillion ln lggt-€4
and €,55 nillion ln 1984-95.tl

/tn
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In BLock P. Enterorlse_and Buslness, there are a couple nore
points r

) fn para 19, Ilne 9r the nunber of firns aLready helped
by SEFIS ls rrabout 1 ,4OOrr.

(vi) In para J1, on the Loan Guarantee Schene, Ilne 6 says the
schene has been rra great successrr, which could be a
hostage to fortune given that Treasury Mlnisters aLn to
brlng it to an end next year (a1so there could stiLl be

slng numbers of banknrptcles and losses).
is aLso a DOI point on the need to inforn the

e about raising the statutory linlt. lrte suggest
the J.ast three sentences (fron Ltne 5) should read,:

rrlt ls clear that the schene has usefully
encouraged Lending to the snaLl firms sector.
Nearly A}OO nllLion has been Lent to sone 9rO0O
conpanLes, so that the scheue ls close to lts
present ce1llng of ê3OO ntlllon. thls celJ.lng
wlLL therefore be raised to €,6OO nlLLion to enable
the schene to n¡n lts firll- three year course to
May 1984, and we may need to seek the Housets
approvaS. for an increase ln the statutory ltnit
for this purlpose.fl

4ù\û
A. M. BAILEY
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BUDGET SECRET

BLOCK D2: IINEMPLOYMENT

1. Unemployment, however, ¡emains intractably high,

even although it has been rising rnore slowly than in 1930

or 1981. In many other countries it has recently been

rísing 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.]

Z. 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 di¡ect 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 751000 men between the

ages of 60 and 65 are now required to register at an





unemployment benefit office, simply .. to secure
l{¡¡<can

c ontr ibution credi ts to prot e ct the\-right9tp\A,f\ttleEgÊl5n
I

when they reach ó5. From April, [ñey will no longer be

required to do this. This will ease the path into

retirement. Even if those concerned subseguently take up

part-time or low-paid work, on earnings which fall bglow

the lower earning limit for contributions, their pension

entitlement will be fully safeguarded.

5. Next, there ate some 4ZrA00 men over 60 who a¡e

registered as unemployed and on supplementary benefit,

but who have to wait a year, or until they reacb 65,

before they qualify for the higher long-term rate of

benefit. From I 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 norv

annor¡nce a ne\p 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 tl

Octoberl and should provide part-time job opportunities

for up to 47 1000 more people who are at present

registering as unemployed.





7. Fourth, enterprise allowances. These encourage

unemployed people to set up in business, by paying 840 a

week for their first yea! to offset their loss of

unemployment benefit. Pilot schemes rvvere set'up in five

local areas in I J r and I can now announce that from I

August to end-March 1984 enterprise allowances will be

available throughout the country, within an overall cash

Iimit of 825 million in 1984-84. Individual allowa¡ces will

run on for a full year, so that the scheme will cost a

further t29 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 Ê[ ] million in 1983-84 and E[ ] million in 1984-85.

9. Finally ther-e is one other matter which hasr I know;

been a cause of concern to Honourable Members on both

sides of the House. As the House will recallr the

November 1980 uprating of unemployment benefit was

abated by 5 per cent. lile 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





ll
in principle the case for restoration of the abàtement. It -

is right now to redeem that pledge. In the uprating that

takes place in November this year the O{ernse¡t
él---

abatement o@ will be restored,tULrkt--

)k € {it4







i.P 1 sentence. Presumably, higher output a¡rd more jobs is not
dependent on us a larger share of markets, but simply that those markets should
grow. So the sentence is a non sequitur that might begin: "And we must look for
a larger

ii.
Per

P z. Again, the opening of this paragraph is a bit of a non sequitur.
you could say something like: "Further progress on reducing retail price
is crucial..." Towa¡ds the end of this paragraph you might say "firmness a¡rd.

consistencytt.

Paragraph 4. final sentence . Independently of its effects on dema¡rd and hence
tput, lower inflation provides a direct stimulus to production by improving

confidence, incentives, and so on. Either d.elete "so" or expand the sentence to make
the point clearer.

1V. Paragraph 5. The first sentence might be recast to read.: "It encourages real
to grow in various ways." And at the end of the sentence the important notion

the real bala¡rce effect might be got across by inserting the words "the real value of
their capital" after "maintain".

v.P 6. In the first sentence "encourages" might be safer than "leads to"
and the next sentence you might say nfor lower inflation contributes to lower

rates..."; the third sentence might begin "This is one reason whv industrial
ty..." (there are others). And industrial investment, particutarly in

ma¡rufacturing, remains very depressed so that "will encourage new investment,' might
be safer than "is encouraging new investment".
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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 stilt only around the average
of the major 7 countries. so it might be safer to open this paragraph along the

ing lines: "Lower inflation and interest rates have contributed to the fairly
growth in demand in our own economy over the past two years - most recently

flecting 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...t'

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 a t excessive Pay increases destroying jobs seems a little insensitive; after all,

manufacturing productivity over the last two years is very largely the
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 yearr in a shrinking world. market, British manufacturers
succeeded in slightly enlarging their ma¡ket 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 larger and only comes about if one measures
market share in volume terms).

viii. Paragaph 13. The figure should be 25 not 30 ye¿rrs. And the Chancellor should

t very broadly, to
but which covered

ix. P t3 final sentence. The grammar seems to have gone askew.

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 broad.er context of
the MTFS. Could something along these ines be reinstated?
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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
courser and rightlT sor a pillar of the last Government,s

counter-inflation policy, however much they may deny it
now.

z' In judging monetary conditions we rook 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 inftation itself. The
a'

Red Bookrl.always an alluring document, but now in even

more readable format to match the Autumn Stateme", J
includes a full discussion of these matters. I shalr

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

The weakening in November and December fågn^.++J È. r€rt(l,l^-
'attriånrtsÞto external factors such as concern about oil

prices and sharp movements in the world's other major

4. But with the satisfaclory developmeàt or financiar

conditions and rapid progress in reducing inflation a
.z^5x^{.i t u*t
eüå"t€ñ+ial fall in interest rates was possible. By mid

November, short term rates had fallen to 9 per cent.

They subsequently -orr-{ up to around. l.I per cent, but

they are still very substantiaily berow the 16 per cent of

November 1981.

currencies. Opposition statements and election
Ç c¡.;-t*-at ¡vø,r¡'-r.-E i*'t¿-a 

"-lr.oæ4uncertainties may have also ptayed a part. ggrl.þly-

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

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 sti[ greater moderation in pay

bargaining. rvvithout that the fall in the exchange rate

Y

?
t

6. The fall in sterling that has taken place in the rast

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 - ""d ,:äffÏffi1d*r''.
"\-is 

no reason to expect sterling to fall further; and no
' 9 t.rzar.5 -.'V, u*q-þ-t-*-

reason to expect @e from the fall that

has taken place. 
^

ta 
/¡x-' -''ú la " aïi

' \¿V o,t (ot^.t 
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would bring only a temporary improverrient to the

measures that are often, and rather misleadingly, refened

to as measures of ncompetitiveness", 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

7-1.1 per cent. Once again it will apply to both broad a¡rd

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
a t--.,tfl*¡

scope f.or |tr rise in output,vçhieh-¡¡¡e-experet.ILL





, this
t

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 policfn@

I intend to continue

LJe l-C**'t V-<*.*c\1 a ta..r"6t

11.

c" rrlg-ûf

*le,Èio.¡rrHaïiqìgJi. The Department of National Savings is

close to achieving this year's target of E3 bitlion. For the

coming yeær I am again setting a target of Ê3 billion.

Nearly Ê2 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 stockst

which has helped bring long rates down very nearly as

much as short rates, [and-begun-+e--+eepen-Jbe--Ceor to

over

a-deead€É]-
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BUDGET CONFIDENTIAL

BLOCK I: SOCIAL SECITRITY

1. Much the biggest single element in

expenditur "( *or"than one quarter of the total

course social security, to which f now turn.

oP.
-$ is'of

Z. 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 trad.ition, but with a difference. rvVith one

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

announce particular rates for any benefits. This is why.

f
6

3. As the House knows, since 19/ 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 wiil 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. Irr 1981 there

was an under-provision of 2 per cent, Last year's uprating

included an over-provision of about 2.? per cent because

inflation fell faster than expected. The result is

confusing and uncertain for all concerned, and there have





been many representations from 'that it would

be better to return to the more cert "ir,ffirtoric {9t-,

tglg{¡ method, under which upratings were based on

actual past inflation.

5. \4¡e have therefore decided that we shall, frorn this
L;t:o;,-

November, return to tlnat-3-$I method. The November

^1983 uprating wilt be based on the figure for inflation in
t)

the year to May 1983r which will be available o" V! June'
t\

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'

be 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

fo.-fei,.-

to be in the resion of 4 Per
.^,it!- t^ €fo-.<.Á- 

"'..^

published. But it is exPected

cent.

@ whatevpr the figure actually ist
Sl.É"Sa"fdú,!-.

and no less. rypublic 
sèrvice pensions tha*-ha*e

t'arliti.".'a11w been linked wifh these--å'e'Ígfftl will be

increased in November by the same percentage' For

unemployment benefit this increase wilt 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.

e





7, As compared w_ith a continuation of , the previous

method¡ it seems likely - depending on the precþe figure
q€^^4rJL¡"1

for inflation in May - that benefits aJÍdled will beL
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 198J as

would have happened under the old system. ErtÞ^

t5l this t was e

f ent'*L-!¡€ sam'\'Fe¡dod

Our pledge to maintain the value o over this

Parliament's lifetime will thus have been more than

fulfilled.
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BUDGET SECRET

BLOCK J: CEILD BENEIilT

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 parJ in

action to alleviate the unemployment trap and thus in our

strategy of improving incentives for all sectors of the

population.

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

House that - from November 1983 the rate will be
,//

increased üot tt pu, 
".rqy' to 86.50. One parent benefit

will be correspondingly increased to 94.05. On the basis
o'{f

of tle inflation forecast \'ÐÂe¡rþf' this will take the

real value of Child Benefit above its level in April lg?9.

It will thus be worth more than ever before.

ly tyta-uQar asl"hro/"o"L,f asl¡é rft'l&€á\e\t
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BUDGET SECRET

BLOCK K: OTFER BENEFITS' AI{D CEARIIIES

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

Government must give a high priority. And' we qto'

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

the elderly.

Z. 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 \¡¡omen

receive no financial benefit from the bereavement

allowance. The allowance will now be extended to cover

the year after the husba¡rd's death as well. The cost rpíll

be some Ê25 mitlion 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. l¡Ve intend to provide significant new help for about

?0,000 invalid.ity pensioners. until now this vuhlerable

section of our society has, through the so-called

ninvalidity trapn, 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 iate.

5. This in itsetf is not enough to elirninate the

invalidity trap. But there wiü dlo be a¡r increase f¡om

EZO to EZZ.SO in the amount whích disabled -,U

chronically sick people c¿ìn earn before their benefit is

reduced. And we shall increase to 831000 the limit above

which savings disqualify people for supplementary benefit'

There will be a¡r additional ilisregard of 81500 for the

sunend.er value of life assurance policies. And we shall

also increase to 8500 the corresponding limit for síngle

payments of supplemerrtary benefits to help with

exceptional expenditure.

6. Taken together these measures do get rid of the

so-called trap. And quite right too. \4¡e alsot

incidentally, propose to replace the vehicle scheme for

war pensioners with a cash allowance at a rate which will

continue their existing preference ovel the civilian

severely disabled.

7. The cash assista¡¡ce which I have described will be

of real benefit. But caring means more than cash' Many

of the needs (for example) of the eiderly are met by

voluntary grouPs and charities. If they are to do all they

can, we must heIP the helPers.





I

8. [New paragraph explaining why no action on VAT

and charities.l

AJ
9. .E*t 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 ceilirrg of

831000 a year; and last year I increased the limit on

exemption from capital transfer tax for gifts made within

a year of death from 8200,000 to Ê2501000. I propose now

to carry these 2 measures further by raising from

[83,000] to 85,000 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 beguests. 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 Írn expense incurred by

the company wholly a¡rd exclusively for the purpose of its

business. For normal business expenses we must continue

to stick to that general principle. But I am þl 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 rvill 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 (inctuding grants.l
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Once again we have been pressecl to
reimburse charities for VAT on their
taxable purchases. But., however

exhaustively and, sympathetically we

examine ühis proposaJ-, the d.ifficulties
remain ancl cannot be swept aside. A

vAT refuncl scheme woulct a"W*
to operate and. indiscrininate in it_s
effects, benefitting not only those
charities whß(.¿o valuabJe work in the , *
c ommunir y wffi6ß "m "frft 

*q
L

very l_imited or controversial aims

which do not command public support.
So, as before, I have been forced to
conclude that we âre right to channel
our help in other wåys.

o

,r

j

BUDGET SECRE'I





8. [New paragraph explaining why no action on VAT

and charities. l

AJ
9. .Brt we do intend to gÍve charities all the help we

c¿m. In 1980 I introduced substantial new tax relief for

covena¡ted donations to charities, by allowing relief

against higher rates of income tax up to a ceilirrg nf

83,000 a year; and last year I increased the limit on

exemption from capital transfer tax for gifts made within

a year of death f¡om [200,000 to 8250,000. I propose now

to carry these Z measures further by raising from

[Ê3,000J to Ê5,000 the ceiling on higher rate reiief 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 f¡om 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 salàry is not

allowable for tax because it is not an expense incurred by

the company wholly a¡d exclusively for the purpose of its

business. For normal business expenses we must continue

to stick to that general principle. But I am læ 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 cha¡ities rvill be able to treat the salaries of

seconded staff exactiy as though they were business

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

Budgets, value of total help in 1983-84 (includ'ing grants'l





BUDGET SECRET

B. 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

i.

VAT reiund" scheme would. be uneconomic

to operate a¡d indiscrininate 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
conclud.e that we are right to charrnel-

our help in other ways.

BU¡GEI SECRET
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BUDGET SECRET

BLOCK L: IIOME OWNERSIilP, ROUSnTTC AlrD CONSTRITCTION

1. I come now to housing and the constructiôn industry.

The whole House is, I know, anxious to see more done in

this direction. rvl¡ithin the public expenditure plans there

is provision for expend.iture on construction in 1983-84 of

over 0 billion, a 10 per cent increase on the previous

v \üe want this money used for the purpose for which

it is ended. Accordingly we shall be making certain

changes in the rules to help with this.

Z, 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 I 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 8251000 limit on

mortgage interest tax relief is beginning to hinder a

growing number of families who want to buy their first,

home.

I have

therefore decided to increase the limit to 8301000. This
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will cost some lgso(mitlion in 1983-84 an#Èritiar-

h:5þ*$;¡feo¡: it will help potential houseotü¡ners and thevr.,\-t1"..ò \n
V¿tjwtitñ

r¡í.. -¡¡xr*wr construct ion irdustrv alike.
\)

'S*'

homes.
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ï 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 o\i'n

tJ
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indeed

f+igur*'-to'r*ake-upf -She *i-nitia.Live=ir+heref ere-Èe--be

eoffineo{{983-84.

cft'Yt

ttt-rr (fost 6 , Local authorities have alå.ádä been told they may

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

spend without limit on
(}.\Q.

tåese--and---ether improvement
f\.e\eh -frrt=.at 

"grants tk-b year.

liæits-tsr_+epaþs.-grart#rom-*500ffi550S*ia-{=ondon

ffi*4s0Hsewhe¡e.@
F10 ñ',illion neÈE annrtm.

7. Our main aim, of course, is to help people to help

themselves. But there are some areas, particularly in the

Jsf.t'{
,.uì$. Ç',.''

Lùï.





Inner Cities, where decay in the private housing stock is

so bad that concerted action is needed. \jf¡e 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 arear and I propose now to make
\óL'r{

Hien additional resources available to/ authorities
o.\\ L

forþpproved enveloping schemes to be undertaken during

1983-84.

"r'

ï
T\.o=r¿ V*" t\sJ¡rurq¡rl,r $'t'!*

dwr¿rn

*\ r\si.l-

tt& tjvw<\np*f^¡¿¡^'\¿-
(
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8. I,n-adåiti+nr I propose

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 1984t

has proved valuable. I propose, therefore, to extend it to

April 1986t at a cost or some Ê5 million in a full year.
.1

¿l:

10. Secondly, stock relief will from today be available

for houses accepted by builders in part exchange on the

sale of a new house for the personal use of an individual

or his family. This reflects current developments in the

industry.

t( 1ìt^rt-\

12, The cumulative effect of these measures should give

a substantial boost to the construction industryo -thougf

@

l,{^.""-
, Q¡e lla-oÀ/¡!$/ì

yrl f.urther stæp'[to help the
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The Board Room
lnland Revenue
New Wing
Somerset House
London WC2R lLB

Telephone: 01 -438 ô444
J M Green GB
D¡puty Gh¡lrm¡n

9 March 1983

DL
H l'4

J Moore Esq
Treasury

h*'Q-"tJ
BUDGET SPEECH - STXTH DRAFT BLOCK O

We were asked (John Kerrrs i-etter of I March) to coordÍnate
the checking of this Block. I tried to have a word with you
yesterday and am tryfng to reach you again this afternoon,
but I know you are extremeJ-y tled up. In case I am not able
to reach you on the tel-ephone I am putti-ng ín 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, häve the all- clear.

Now that a (phased) extenslon of the ACT carry back is to be
included¡ we need a referenee to thls. There should also be a

¡,r, d'e BÅl* ref to convertLble l-oans and the incidental costs of
acc credits, for both of which industry have been
p nd whf.ch are surely as much worth a mention as the

ondment of staff to chari.ties (which gets L2 l-l-nes) .
inally, we do thl.nk ft ts Lmportant to say a little more ábout

the Corporatton Tax Green Paperrby announcing that we are
proposing to study certain areas such as the treatment of
groups and capLtal all-ow'ances for the mining indust,ry. I
attach an expansf.on of paragraph 8 to cover these points.

The references to seconclhand bond.s and to collectÍng DLT on
dlsposals by non-resLdents do not fit in very well at this point
and f.suggest mJ-ght be transferred to a new short paragraph
154.rêading 'rIn slíghtly dlfferent vein I also fntend to deal

. wlth exploltation of so-caIled secondhand bonds and to improve
\Fft" arrangements for col-lecting DLT on disposals by non-
Yresldents. I'

Wg'suggesL that paragraph 19 would be clearer Íf it read I'The

1 y'ost of this corporatl.on tax change will be . . . "
t/

Fj-na11y, it might be better to entLtle Block O rrBusiness and
lnvestmenttr and Block P simply trEnterprisef',
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BUDGET - SECRET

Td¡phom ol - ¡l¡€ 722L

J O Kerr Esq
Private Secretary to the
Chancellor of the Exchequer

HM Treasury
Parliament Street
LONDON SW1

9 March 1983

b.or Ctt.
BUDGET SPEECH : STXTH DRAFT : BLOCK P

On Terry Painter's behalf, I am enclosing this section, incorporating
the Revenue DepartmentÈ' comments, and also amendments from Kj-t Chivers
and Steve Robson.

We only received your note at 2.00 pm, and f agreed with Margaret O'Mara
that we would get this to you by close tonight and not by 4.oo pm.

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

J
/o.-fg

6.t
A W KIÆT
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FRO J O KERR

8 March 1983

M N*.-¿

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

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 Painter (IR) and Mrs Lomax. Mr Middleton has a

copy of the complete speech.

J O KERR
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BLOCK R: PEOPLE AND BITSINESSES [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 Eå billion. This comes in addition to the help to

business worth another Et biltion which I announced in the

autumn.

Z. Any Cha:rcellor, whether he is proposing increases in

tax or, as now, tax reductions, faces a difficult choice

between the claims of different groups. But this dilemma

is less acute than it ís 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. Indeedr 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 yeals agor exchange rate changes alter the

distribution of incomes between companies and persons'

A higher exchange rate boosts personal spendiug powelt

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 towa¡ds industry to help cash flow and rebuild'

profits. In this Budget¡ the bala¡rce can rightty swing a

little in the opposite direction'l

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'

ties l'*n tfre
f--

compelling

6. Acknowledged unfair'¡resses and absurdi

tax and social security systems give further

pcu\u"-¡à \ lt{
'dü aJ'-,l..s\ 

t€ù\r'\ -a\Ñ





reasons to move in that direction' It makes'no sense that

people on low incomes should be paying tax at all' And

tax threshol{5are of coursefthe

*^.''så u.,Qxnk

{ so-called poverty trap and unemployment tt19! 1\e/

mean that some of those out of work who could find a jobt

and. some of those in work who could find a better one' do

low

earnings. he himself PaYing tax and

National ance at a marginal rate of 39 Per cent at

*f'

P

not do so because they would end up no better off' with

all or more of their increase in income taken r" t".Sf*+
VNb\.,v.âjY\Â-a c:¿JvrÅrvùÍÑ*ôJr^'s ¿r v!\ ti'i'" tol'trt ''1

úr\-a.!iw\!- -*Lg-t\";*;-e. s*l'w\ Uunt\t\r

7. This is a situation that demands reform' But those

who claim to have found a quick, cheap way to d'ispose of

the poverty and unemployment traps deceive themselves'

They bave grown up almost entirely because Governments

for thirty yeals or more have increased benefits in line

with'earnings but raised personal tax thresholds only in

Iine with prices' Irr 1950 the tax threshold for a married
tws Kmàs .1

man u¡i*b-È+Yedi*êren was about in-fåae-¡¡¡¡¡SÈ average

earnings. Today it is barely more than a third of average

>"

ST;N
"t 'r\r'I-'

Lar* on'\g¡I tqsuv tuo I-\*îSqW
aw

þ"u

"{ 
O, the same time, to limit the rising burden

of the social security budget' means-testing has been

q.J,ÀKCÀ¡/',

applied to eeæctd4tj 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' moreovert not because

Government spends too little' but because successive

Governments have spent and taxed too much' The





þ**e*"ÆF}i\
v1e- \

substantial increase rvhich I have proposed in Child

Benefit will improve rvork incentives for the low paid.

And several of the measules we have taken since 19?9

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 rootst as I now Propose.
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FROM O KERR

D 8 March 1983
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BUDGET SPEECH: SIXTH DRAFT: SECTION S

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 accuracyr and the filling of any blanks, and

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

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

speech.

J O KERR
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BLOCK S: PERSONAL TAx

1. kr 19?9 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 radicalr 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.

Z. 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 decisionr 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-[15ó5 to
Z¿¿<:

E1?85 and, for the married person fuom \/A'4 to 82795.
t

CÀI\ò ¡Ñ* 6¡1)o. s*t The additional personal allowance paid to single parents

bs-ßr¡'tl¡¿,,ro^e 
tk o.qç.'\Àdj'{r-\x be increased in consequence from 8880 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
to

from the first pay day after / U^y. 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 Ê1 billion which

is accommodated within plans for a PSBR of E8 billion

next year. The total revenue foregone will amount to

\:J

r
some [2 billion in 1983-84 and EZt billion in a full year.

Jt*re,..V (ot5ttr." ú\ \qtR-kq
Some 1å million/people will
ik*- ï lK*Éã{\òi \.*à ÑY*ú^'^*\ $ñ"{"q-i/i-

nvc \¡Jù\X e-a^,oi,ç
\

7. This is entirely rightl and will be widely welcomed.

þ
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E.t/- tr'ROM: ADAI'I RIDLET
9 Marcb 198V

CHANCET.,IOR cc csT
FST
EST
Msr(c )
usr(R)
Sir D lfass
Sir A RawLÍnson
Hr Burns
l{r littler
Mr middleton
l{r Bailey
Mr Cassell
lfr Kenp
Mr HaIl
Mr l{oore
l{rRIGAllen
l{r Norgrove
Mr Earrís

BUÐGET SPEECH: RAYS Otr. HOPE E{['C.

cIn S] of Mr Kerr's rninute of Marcb I covering tbe Sixtb
draft of the speecb there vÍas. a reference to tbe need for nore
rnaterial about "rays of bope" gt". for Section D. It is wortb
noting, possibly for tbis se'ction and, if not, for use on other
occasions, that industrial intentions surveys bere and in tbe
EC sbow up our performance i.n. an. une:çe'ctly good Iigbt. llhe

EC produce nontbly reports' on t.beir' standa¡ised Connunit¡l-wÍde
surveys, wbicb include averaged-outl:estirnates for changes in
sentirnent in tbe Corornurity as a whole'n wbich can be cornpared

w"ith identical indicators for tbe IJK. 19Al v¡as, E wbat
some say and write, the trougb of tbe .recession for just about
every nember. Tbe cbanges ín balances recorded between tbe
average levels for tbat year and 19AZ Q.IV consistently sbow

eitber a lesser deterioriation for tbe UK than tbe Conrnunity orr
for order books, a positive IJK trend where tbe Comrnunity bas

shown a negative one. lllbe contrast is a quote striking
pbenonenon, as the following figures sbow:

EC

INDUSTRTAI OPiIüON SURIIEY: Cb e in Balances I to '82

Production
Þcpectation --10,7

All industries
ECIO ïtK

Interrnediate
Goods

S, ro

Consumer
Goods

ïnvestnent
Goqds

Eeao TJK

-10.15 +2.

+l .B 7 +4.V +6.5 -1O.5+1O. .lOrde¡ Books _ 4.1

-4.6 -14
I]K

-v.2 -14.

+ 8.9





RXSTRTCTED

Source: EIIRO STATISTICS: lÞta for sbort-te¡¡o economic

aDalJ¡sis 1987 No I PP-?Z-4O.

Z. [his is not only good DevÍs, but furtber evidence, bowever

tentativer. tbat tbe last few years bave seen sone reversal of

tbe factors naklng for our long-tern esopomi c decline.

A N RTÐT T
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FROM:
DATE:

C D HARRISON
9 MARCH 1983

q

PRTNCTPAL PRIVATE SI}CRETARY cc PS,/Ctrief Secretary
PS,/Financi a1 secrå taryPS,/Minister of Statà iClPS,/Minister of Statã iniSir D Wass
Sir A Rawlinson
Mr Kemp
Mr Norgrove
Mr RidJ.ey
Mr Harris

BUDGET SPEECH 6ur nn¿nr

The Economic Secretary has made
draft of the Budget speech.

the following comments on the 6trr

2' Fírstly' he would reiterate hís view that unless the decisionto revert to a historical basis for uprating is trai^led Ín advance,it courd- wrepk the entire reception of the Budget. He hopes therewill be a further opportunity to dÍscuss this.

3' secondry, the Economic secretary wourd warn strongry againstthe third and fourth rines of paragraph z in block D2. rnstead,he would suggest something like¡

il

Jo

ecreate Ínflation _ by trying to give
with massive applications of borrowed

erefs no way in which a rapid fall in the
f unemployment can be brought about by the

a boost to
money. fndedd
tragíc tolI
actíons ofgovernmentt and those who craim ít can a'e seeking todelude not just themserves, which may not inatter, butthe unemployed as weII, which does.fr

4' The Economic secretary is arso not very keen on paragraphsF5 and F6' He does not think that it is helpful to ,see,, (F6)the fall in sterling in terms of monetary rectitude. And sincemovements in the exchange rab in the _sh_ort-term refJ_ect, and are

1





BUDGET SECRDT

go on J,ecting¡ oil prices and election uncertaintYt

unü¡l- to the Dconomic Secretary to say that because of

per formance there is no reason to expect sterJ"ing to

He would suggest deleting the words ín Fl and

Likely to
it seems

the monet

F6 from
fall fur f.

certainlyrl

isrbut what ¡cettaín is that
financial- PoIicY Pl-aYed

our monetarY and fiscal

to rfobjectivesrr, and replacing them by

laxity ín
no part in
obje ctive s

the governmentr s

it. On the contrarY
were ach ieved.lf

He would
sterling

then suggest deleting
to fall furtheri andrl

the words rrno reason to exPect

in F6.

o0l+
C D HARRISON





BUDGET SECRET From: Sir Douglas Wass

9 March 1983

4

Copy No I of 2 coPíes

MR KERR

BUDGET SPEECH SfXTH DRAFT

Somequicklargelypresentationalandstylisticcommentsonthe
latest draft of the Speech' In no order of importance

B/C L3z For. "5
'D2 Paragraph 1

E3: I do no

is quite ri
of imPorts

ir recoveries looks to be

ll
years ago" read "7 Years ago

: I am not sure that the sentence in square

ts will stand scrutínY' I susPect that, both the

ited States and the FRG are picking uP ahead of us at

present. The strength of the

better 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

abput the change in the counting of unemployment when

Itwas made two or three months ago' We need to be sure

Vth.tth"changeinbenefitproceduredoesnotalsoinvolve
a change in the numbers counted' This is more a briefing

point than a drafting Point'

t think that the descriptíon of the GDP deflator

ght. The GDP deftator does not' includ'e the price

which might be thought to affect the whole economy'

ï prefer a descriPtion as follows:-

,'Whichisameasureofcostincreasesgeneratedathome''

EAz The number o f Chancellors of the Exchequer who have

scribed inflat ion as a canker ín our society is legion'

I mYself Put it into about four previous Budget Speeches'

and, T 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



f



BUDGET SECRET

unproved one. What' \^te can say for certain ís that it does

lead to improved business cash flow' We cannot even say

that it improves profitabilit'y' A safer formulation of

paragraPh 6 would read as follows:-

"Lower inflation leads to improved business cash flow

and. this encourages neÌ¡r investment and the creation

of new jobs."

I do not think that anyone could fault us with that'

EloandlI:Iwouldmyselftakeoutthelastsentenceof
paragraph lO and put it' after the first
paragraph 11. The question of improved

/ratlner extraneous to a sectíon on infla

V ¡"tter to bring it in as a supporting a

sentence of
productivitY is

tion, and it is
rgument rather

than as a principal one' You will need to make some

small consequentÍa1 changes'

813: f do not like the last sentence. As drafted it implies

that succeeding governments will do better than this

one on infratÍon. ï should delete "we shall not be the

last,, and substitute "!,7e shall do even better in our

second term of office" '

LAz Rephrase the fourth sentence to read:-

V',Ïnlgsltherewasanunder-provisÍon,whichwasmade
good. the following Year, of 22" '

o/Q2:Aslightlyharderhittingformulationofthesquare
bracketed end of this paragraph would be:-

"Whorwithcharacteristicpromiscuity'havenowformed
another squalid liaison" '

ï 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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P23z I thought that this was a bit coy'

R6: At the risk of being a heretic I confess to dísliking

the sentence "it makes no sense that people on low incomes

shouldbepayingtaxatall''.Firstofalltheypaytax
whentheybuyanygoods,givent'hewidespreadincÍdence
of VAT. Secondly f do not see why even people on low

incomes should not make some contribution to the cost' of

basicserviceslikedefence,lawandorderetcfromwhich
they benefit like the rest of us. Intellectually I would

much prefer the sentence to read:-

ït makes no sense that people on low incomes should

be paying significant amounts of tax" '

iltl,u^a*,
?? 

oou"LAS 
'IAss

BUDGET SECRET
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FROM:

DATE:

JOHN GIEVE

p March 1983

of the SPeech.

he sentences

/PRTNCIPAL PRIVATE SECRETARY cc

BUDGET SPEECH SIXTH DR.AFT

The Chief Secretary has seen the Sixth Draft
He would favour the inclusion in Block H of

Financial SecretarY
Economic SecretarY
Minister of State (C)
Minister of State (n)
Sir Douglas l{ass
Sir Anthony Rawlinson
Mr Burns
Mr Littler
Mr Middleton
Mr Bailey
Mr Kemp
Mr Cassell
Mr Hal1
Mr Moore
Mr Allen
Mr Norgrove
Mr Ridley
Mr Harris
Mr French
Sir Lawrence AireY
Mr Fraser - C&E

IR

,,] k

I

14

uJ¡! 
"

l ?
r.\ä

recommended in Mr l{artrs minute of B March. He thinks also

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

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

of the savings that we have previously intended to secure by

adjustment for overshoot. This could t?ren be defended by

reference to other competing demands including - on ttre social

security side - child benefit and caring package as well as

ottrer aspects of tlre Budget. He has commented that the opposition

áre ,bound to present the c?range of uprating method as a devious

trick to deprive pensioners of their money and it is important

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

proposals and their effects.

It,

IFL .

c^f¡¡

* nì $tr .

JOHN GIEVE
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I'TR KERR

BTTDGET SPEECT{ - SIXTI{ DRAFT

The following are the few comments Ï

I think this Paragraph is
I'Control-tt implÍes keePing

the figures accompanYíng

cash planning is bet
than keeping it to t

TIROI,T: },T A HA],T,

9 March 19Bt

cnthis draft:-

Lose to target, whilst
Ís Budget suggest that

r keeping dorrn e:çenditure
d

C16 Tou night lÍke to the 1,li1l-iansburg.

Conference herer ê.8 by adding to the final
sentence ttwhich we to build on in a series

of international etings leading uP to the

tlfilliansburg. tin

Dt flhe balañce of ts current account figure
needs revising

î11 ÍÛre correct title is the nt for National
"-¿

Savings.

G9 I¡ast Line. I suggest t'showed il or ttillus trat.edt'

(avoids rePetition of "illu € tt).

stage to fortune.Ht

I -generallY- Iagree with ve much with the advice
Gieve rs minute offrom the Chief SecretarY in

Ç March.

RB First sentence (see also S2) am uneasY about

have been under thísthís. Some of those 7O Ye

Government, and it seems a b t tortuous to clain credit(in S

for fi:runess ín the 198"1'' t as ill¡¡etrativerestoratÍon
n anay in that Year.of only Part of what was t
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3 BUDGEI SECAST

MR KERR cc Mr Moore

Mr Griffiths
Mr Harrison

BUDGET SPEECH: SIXTH DRAI'I : SECTION Ii

I return my copy of Section M with suggesüed amendments.

May T d.raw your attention to two points'

Paragraph ã. tr{e should prefer to avoid the additíon proposed

at the end of the paragraph. It weakens the explanation of
the se 1e presumption earlier in the paragraph by drawing

atte on to the 1981 Bud.get, when despite an inflation rate

of in the previous calendar year it was necessary to
rease the main excise duties by amounts ranging from vo%

tobacco) to 78% (beey, petrol and, temporarily, d.erv). If
the Chancel-Lor would. nevertheless prefer to include a comparisont

we have suggested. a for"m of words based <ln the additional
revenue target in each Year.

Par . ly'e have suggested deletion of the passage

in uare brackets. Real prices are higher r'Low than in any

in the period 19rB-19'.7] inclusive. They are virtually
ical to post-Budget 19?4, but price controls v'tere then

operation. In more recent years real prices have been decidely

volatil-e.

T
! March 1987

CPS

Mr Knox

$r Freedman

Internals:

BUDGET SECNET

D J HOhIARD
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BLOCK M: INDIRECT TAXES

1. Which brings me, of courser to the indirect taxes.

z. 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

rg,}}

4. I start with the duties on alcoholic drinks. Ï

propose to increase the duties from midnight tonight by

amounts which represent, including VATr 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 tlryical pint of beer. On cider, which is increasingly

competing with beer, I propose a similar increase of one

penny a pint.





*L). .'5

1.À.J*
+
-\*"\

5. As for tobacco, I propose to increase the duty by the

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

packet of Z0 cigarettes. There will be consequential

increases for cigars and hand-rolling tobacco, but no

increase for pipe tou"""â These changes will take effect

from midnight, Thursday.

6. Next, the oil duties. f 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, [pa*tiederl]' es thc real price" of lr.'th

t?etre¡ anC C€r\Ê aJe ¡

+3gl1ean€€€€,.]-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 lor under 0.7p a lìtre]. 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.

+. \.s-rçsq.J1





8. I also propose a number of changes i4 the rates of

vehicle excise duty, For cars and tight vans the duty will

be increased by 85, from Ê80 to Ê85. 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 lony impose on the road system I propose to

increase the duty on some 1901000 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

3151000 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 8590 million in

1983-84 and 8600 million in a full year' But let me

emphasise again that this ímplies 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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BIIDGET SEC

FROM:

DATE:

PS/Minister of State (C)

9 March 1983

PS/CHANCELLOR OF TTIE cc PS/Chj-ef Secretary
PS/Financial Secretary
PS/Economic Secretarv
Ps/viinister of State" (n)
Sir D ïIass
Sír .A Rawlinson
Mr Norgrove
Mr Ridley
Mr Harris
Mr French

BÏIDGET SPEECH - SIXTH DRAFT

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 reductj-ons generated by the Budget is
quite smalI.

P-u Þn-,t t^

MRS R M DUNN

BÏ.TDGET SECRET
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E.t FROM: ADAI{ RTÐI,EÏ
9 March 19Bj

CHANCEIIOR

BUDGET SPEECTÍ - 6TH IIRAFT

I attacb some general conments on the speechr and a copy

of tbe text with a nunber of more detailed drafting proposalst

most of them rather snaIl. llo some extent tbese conments píck

up points which f drew to your attention earlier. But there
are one or two areas where the sequence of the argunent is
ilIogical or like1y not to be undelîstood by the nany laymen

in you¡ radío audience.

2. At the levef of detailed drafting, the inconprebensÍble
word frfiscal-" stílI occurs occasionally, and it can surely
always better be replaced with either rrtaxrr oI "publíc borrowingrr'

One also frequently fínds reference to "expenditure" where
ftspendingrt would be far better-

V. I shall offer some thoughts about Section I on SocÍa]

Securíty separatety and as soon as possÍble. r.I,w Íryü"

"i(
A N RTDT,EY





BnDoEt swRm
TBOM¡ E P I(ET.{P

9 !{arch 1983

PRTNSTPAI, PRIVATE SDCRETART

BUDGET SPEMIT . SÐ$E DR.AAT

Paragraph 3 of your nrÍnute of yeeterday asked if we could provide sone

paragraphe to foLlou the nai¡ tfneaeurestt sections sumarising the effect

of these and analogorx¡ meaeruree over the fíve Budgets of thie Governnent.

2. Sets of paragraphs are beLow in respect of;.' Innovation and lfechnoÌogyt

Constrlctíon, Bueiness laxation, Enterprise, Caring and Charítíes ar¡d

Ilneuployment neasures. tle coneidered whether tbere ehould bc paragraphe

oa the oíL taxation eíde, but l{r tCícks advíses, and I agreer that this ie
a slightþ different area where the thmst of policy hae not been quíte so

etraightfomard as in the other areasr and so re thought it best to leave

ít.

7. As you nilJ- see, the paragraphe are nore about what has been doae over

the past five Eudgets than about the treffectfr of where we have got to. ThÍe

is because it ie real3ry very dífficuLt to neasure effect, and alL one can dot

if one ie goi¡rg to do aüythíng at all, ie to einp\r add more words. Ïou wilL

wa¡rt to consider whether thÍs is tlre eort of thing you need, or, if nott what

further ie santed.

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

of yesterda¡r.

cc Ps/Ctrief Secretary
t6r/FÍnanc ial Se cret ary
P$,/Economic Secretary
Mr Middleton
Itr Bailey
!{r Moore
!{r AlLen
Ur Chivers
Mr Hart
Mr Robeon
MisE Seanmen
Mr l{ícks
l,[r Mercer
Mr Norgrove
!{r lÍarrís

ry(t(
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CTTANCETTOR

FROI{: ADAM RIDL¡EY
9 March 1981

cc CST
FST
EST
MST
MSî

c
R

(
(

)
)

Mr Burns
Mr ¡tiddleton
Mr l{onger
l{r Kenp
Mr Hall
l{r llarris

BUDGÞ[ SPEECH: SIXIH DRAI'T. SOCTAT, SECURITY

Like others, I an totally convinced that the erpositíon in
tbis sectíon nust be frank and totally immune fron any whiff
of deviousness. Indeed it is essentíal that you 'tlead w'ith your

chin", thereby disarn critícs in sone degree, and chalk up brownie

points for unusual frankness. I attacb a hurried re-working of
the section from 8, on to illustrate the kind of approacb which

seens to be required. {[he key poínts are:

(1) to separate very clearly the issue of dealing with
tbe oversboot fron the question of the uprating
netbod;

(2) to tackle the overshoot point ;[$[t so that the
change of nethod is logically no part of the overshoÖt

decision;

it as os ble for the very

?.\

#rtr"*'r';" 
to take as nuch
substantial f'bonus'2- g27}n on a full year basis -
whích would energe íf tbe Hay RPI fÍgure were to be

4%. |lhe sheer size of that figure is quite
ínpressive, and could help you a lot. unfortunately
it is uncertain. Provided the wording is suitably
qualified, tbe outlook is iust clear enough for you

to use the point vigorously nonetheless;

(+) to appeal openly to peoples' cotunonsense to get them

behind the change in nethod as far as possíble'

rt
A N RTDI,EY
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l/X There are two central issues hrÍth which I wish to deal noû¡.

t 3 lhe first Ís the treatnent of the so-called oversboot iaffi[*a.*-l:e.
yeal ' s . uprqling of social .Fecurity benefits. Because aæüW-

g"¿rr-#*îf"l#tffi; assumeoË;î!""" wourri by ir-oven-oer rise sowe zîio_:
more than they did, the present level of benefits is that anount

higher- It amounts to an unplanned ttbonustt to beneficÍaries of
some â[BOfu in a ful1 year.

À.,.nrl ot
4. P lce¡¡e--+Il this overpayment,Jæ) in future
yearsr¡woula be very costlyrand¿Ínvolve yet higher increases
and level-s in social security contributíons hereafter. Ttrese

corù+ribuf,i ons íff{ell
ilf ccnce¡n e'r-eeeed ùr bhts ïlouse and

e cf¿f o-

nurnber of snaLler but extrenely inportant irnprovements which need

to be made now in the social security systemo wboee4eåetls
I ftrere would be no noney left for
them.

f S.¡ D\c¡q
2t" '+#i*er--tåcç'e leavinE the wboJe of the' c"äåü fuT' "r¿. 

ä f --tÇ++i#arly not be rr-gbt to taKe
can be no q

t-

oversho
c
otq-
The

LIl
rÞ
rneasures

p1ace,
6era hrï o propose will Ínvolve

t-

a continuing rrbonust'rot excess of spending above tbe price-
protected levelsrto wbich u¡e are conmitted, which could anount to
some fËBOln a year or more. e

country at large will agree that e sum (and

generous in the cir es - all the more so in the ligbt
of the oc ial security improvements we intend to nake in

6. llhe second central issue is the nethod by which upratings of
social security are made.

2. As the House knows, since ß?fupratíngs have been

based on what is known as the forecast roethod of upratÍng.
lllrat is, they are based on a forecast made at Budget tine of
wbat the rate of inflation hrill be at the tine the uprating

takes place in the following Novernber.

-1-

uestion of
But q¡r.hcIt
t woultl c1e

lç¡*- .
añ about t

{ qn^l





B. But this nethod has not worked properly. I'orecasts of
i.nfl-atíon are by their nature uncertain. This leads to increases

larger or snaller than intended. In 1981 there ü¡as an under-
provision of 2 per cent. last year's upratÍng included the
over-pxovision of about 2.1 per cent because inflatíon fel1
faster than expected. {lhe result is confusÍng and uncertain
for all concernedo and will in all probability be a source of
continuing crÍtícisn and controversy even as inflation returns
to nore nodest leveIs.

g. There have been many representations from pensÍonersr IIils

and others that it would be better to return to the reliable
historic or actual nethod under onwbichfifis4\
actual

lrt
ast inflation

S¡,v( ar ô fi' Dr (E c C

we recreate the c ep oner o ber socíal secu ty
beneficiaries seek about future benefít levels, and banish the

controversy which now comes to surround every up-Iating.

/¡îrttL
t¡.*

trtfu,À l|.q6 c

I bard4lways preferre
that yÁ" yø"t lulE of
witt ffit." to Láí back

d e his cm nys and

the 1a - pen ers o s

to it.

I contitñitLexfstiüg-S5-et Sea* ]

lo âot.*o

e

-2-
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been many representations from p that it would

DS be better to return to the fíl tainl historic -or
-Ct'

ãctual method.r under whi tings were based onþ6t -&Ø
actual past inflatt"r:]

rÉ
5. We have efore t we shallr frorn this

,ô.
November

1983 upratins will¿fe

$ ttte year to May 1983,

on the figure tot inilffnþ
witt be available o"rfigr;ur".which

(¿

ùñ
l:\rv

That month has been chosen because it is the lates$kat
1f-1i&t/possiblet't4{ if the necessary Parliamentary and

administrative steps are to be completed in time for all

beneficiaries to receive the increase in November.

The

necessary legislation will be introduced immediately.

4. tt. Ctearly we cannot give precise figures for next

November's uprating until the May

published But it is expected to be 1n

cen

ÞS" )c..r-c.

) S."a no . less. ÉF-Þ

e

alå
b

will be
oS

increased in November by the same percent

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.

r14
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BUDGET CONFIDDNT]AL

txsre FROM: M E DONNELLY

DATE: 9 Marcn fg83

Jn
CHANCELLOR 

-2-
cc Mr Kemp

BUDGET sPEEcH - 6trr DRAFT

The Financial Secretary tras the foJ.J-owing comments ort this draft

of the Speech. He wishes to stress that tl.e list t¡f bad jokes

are very much suggestíons - but nothing ventured nottríng gained'

.$l_so attached separately are seve¡ral small detailed comments ort

Vtn" substance of the SPeech.

å f l Èr tj-1.¡ ii 'Å h¿ ritläi $ ¡

/7 q)
M E DONNELLY
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ANNEX I: JOKES

END OF D5

ttI have trestitated for a long time to say that the recovery
is dawníng - because last year there was a false dar+m.

But if I were to ignore the evídence novür I might be

accused of blindnessrf (tfren Mr Allenrs ftrays of hopetr).

SUBSTITUTE ÏN F2

ItThe red loook - always an alluring document - but now even ,luor(

gripping in its new spring format to mribn tl.e Autumn Staùnent*
takes the reader blow by blow through ttrese fasinating events.
I will leave the House to guess¡ who emerges in the
final clrapter as the villain, and who a;s,the trero.rf

FB L]NE 4

o/qz

Add rrMr Speaker, in many respects the party opposit.e
is a thíng 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 org currency. Indeed

the Shadow CLrancellor I s words do not refresh so muclr as

depress tkrose parts of the financial- markets that ottrert
more sensible . Chancellors cannot reach. ff

L4

7

Insert at end ff ïnn Keepers are one

whom this Government cannot extend
public trouse. So it seems fair to
house instead. f l

Substitute for ]-ast 3 1ines rrtl-ís il]-
the chi]-d of the Lj,b/Lab pact of L977.

unmarried parentsr so rv'e alJ- know what

tI^/11^^ rÂ* a^1 {W t L/\ \rûlt ,^¡L

of the few groups to
tl.e right to buy their
help the¡n buy their own

W¡^ ,h

begotten tax was

It was the child of
to call it. Although

nl,^ t ^-¡
rV\ -,
).114 -

.1lVrr-

h^ñl

ú





tlrere kras been some wife - sworyi-ng since tkren, tTre parties opposite

cannot deny their responsibility for itrr.
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FROM:
DATE:

D R NORGROVE
9 MARCH 1983

/ -kvrgrrOrt
erl-t"

1. MR cc Chief Secretary

Z. CHANCELLOR
Sir Douglas trVa
Sir Anthony linson
Mr Burns
MrM
Mr
MrM

BUDGET SPEECH. SIXTH DRAFT

Follo are Mr Kemp's and my comments on the draft.

z. Block D2, paragraph 9: note that the cost restoring the 5 per cent abatement
unemployment benefit is not mentioned To be covered in Block J, paragraph

3?

3 Block E, paragraph 2, line 1:

al than this.

o the words "retail price". The point is more

4. Block F, paragraph 6: i seems unwise to say ttthere is no reason to expect
sterling to fall further". I st:tt....there is no domestic reason ..." or ttno reason

ir ,,,, r-t |. arising from the course of

5. G, par 8, first sentence: this is an incomplete description of the
measures. : ttlast autumn, I announced. measures costing around

s llion on in 1983-84. Three-quarters of this was directed to reducing the
burden on va industry and commerce, including a reduction in the National

Block I, par ó: "In the region of 4 per cent" seems perhaps either too
vague or in som ys too precise. Suggest u4-41 per cent".

7 J, aragraph 3: is there a case here for mentioning the total cost of the
ch would amount to E7!-Z billion?

ck Kr paragraph 6: the word "Incid,entally" makes this a rather throw-away
ment. Suggest omit.

ttrurfRL

8.





9.

year).

In paragraph 10 of Block L you might like t ention the cost (85 mitlion in a full

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

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

11. Block

They really
them there.

O/Q, paragraphs 13 and 14: these o be in quite the wrong place.

belong in the income tax section but an see easons for not putting

1,2. Block S, paragraph ó, penultimate sentence slightly ambiguous: suggest:

"Including indexation, the total revenue fore

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.

D R NORGROVE

?^,-r- t'( d!Þß. *{{* t l^4

Þ*f r, *,;,

*^;**rLr- 7*þûtJa'
k \rr4 *tJ' í

vr!u& --<- "Î^-(U ''o&

AJ ) c^g*g'^\"{'4

v n.1^
rúu

d..^¡.9¡r1 t{¡çø *'Åo "$s-rLf Þ*{- é( t^¡..9

.,,.*-l , Q^rg 5'L-*c-o tqÁ **r Þ*+/*
ts-o-+.-,("'. A,l\*",,tJ t1

l-;'-¡rc*; .rTL.t{ üft.





4-?,8

Changes to fisures

-

Block

BUDGET SECRET

Cost of Ê30 m lna

Full year cost of t

year

+ lv\^r'PV

KZ

L3

L9

Pó

M9

Cost of [4 in a full year

Cost of some 13 year

Excise dut total of some fl595 miilio" al
E60s

These will be consistent with the FSBR.
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GOVERN}{ENT MOTÏON

The Prime Minister
Mr Secretary Whitelaw
Mr Chancellor oJ the Exchequer
Mr Secretary Pym
Secretary Sir Keith Joseph
Mr Leon Brittan

-? À {t*
,.. ¡lr",t ' 

j¡: 
f ,.'

þ i,i s^ 
'Å)

1 tlt. i r , ¡i :

Cìi r;trrltret .ii^i
'\ì¡]-, ,,: i.:, ¡ '{ rì . ¡ il r.1 i rr:''

on the Government

(-r -"iJt'tí

Lrtr.¿-l

That this House takes not of Vühite Paper
Expenditure Plans 1983-84 to I 5-86 (Cmnd 8789).
(The Treasury and Civj.I Servi
Governmentrs Expenditure Pl
Report, HC 2O4 of 1982-83)

Committee have reported on the
1983-84 to 1984-85 in their Third

OPPOSITTON AMENDMENT

l,fr Michael Foot
Mr Denis Healy
Mr Peter Shore
Mr Robert Sheldon
Mr Robln Cooke
Mr Jack Straw
Leave o

I
"declin

uÈ all aft
estoa

("çt {'. re

[(r') ]

f-¿l
C!þ-1 L''\

ðuD 
- *p

\^Â h,,n, 'W
ltlo.
Is
L

!'House!l and add

the White Paper, Government Expenditure

4År^

Plans (Cmnd 8789 , which, while increasing defence expend.iture
imposes furth er cuts on social and communÍty services; attacks
the standard o living of ::et.irement pensioners; and which, far
from using
its further

Iic expenditure to help reduce unemployment' allows
towards the four míIlion mårk."
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FROM:
DATE:

nD R NORGROVE
9 MAÉ.CH 1933

cc

SPEECH ON THE SECOND DAY OF THE BUDGET DEBATES

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.

Z, The usual rvarnings apply. The material attached will need further work after
you have looked at it, in order to bring it into line with the final version of the Budget

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.

CHIEF SECRETARY 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

èl<.f*1^,* (
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1-26

Section 1: Obiectives of the Brrdset

Budget proposals described by the Chancellor yesterday include measures -

substantial measures - to help people and to help business. Come to those

later.

Z. 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 di¡ection. The two objectives:

- first, the defeat of inflation and inflationary expectations;

- secondly, creating the framework and the conditions for sound

recovery.

3. The trvo objectives cannot be separated. Have consistently

emphasised that clefeat 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

\





I

I

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 Z a¡d 3: Criticisms of the Budget, and. opposition a¡guments

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.

Z. 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 cutsr higher spending, higher

borrowing, the lot. If there are pre-election give-au'ays 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

framervork was maintained. This is coming through in lower inflation and

lower interest rates and in the past two Budgets in a lorver tax burden as

well.

ó. Government set its priorities a¡d has stuck to them. Clarity of its

purpose contrasts with confusion opposite.

\
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Sections 4 and 5: The moneta¡y and fiscal framerrork

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.

Z. Connecting thread is political. The need for changes in attitudes an¿

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.)

3. But the political purpose is expressed in the economic framervork.

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 ability 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 poiicy which have taken place.

5- All policies operate in a wo¡ld. of imperfect information. often

policy changes affect the margin of huge financial flows. with the psBR

the flows eìther side approach t200 billion. we have to try to look through

these uncertainties to come to the key decisions.

\





6. Ajm has been to keep the growth of money and public borrorving 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.

7. PSBR ,v\¡as set in 1980 on its downward trend.

maintained. There is no pre-Election easing up.

This 1S being
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Sections 6 a¡rd 7: RoIe of Governmeut

So Government is setting a strategy, a framework.

Z. Results are comìng through.

Inflation. RPI peaked at 2Z 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 outr 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

arithnretic more difficult to continue at same rate this year;

(ii) some ternporary, once for all factors in fall ìn RPI - seasonal

food prices, mortgage interest.

5. This second factor of course is not ¡eflected in GDP deflator - a

measure of prices across the u,hole economy. There expecting a fall from

7 þer cent this financial year to 5å 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.
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7. Continued success on inflation, money and boruowing cannot

guarantee propsects for interest rates. Cannot isolate ourselves from the

rest of the world. But can be certain that interest rates will be hiþher

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 I

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 good.s 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 unsubstantiaterl 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 ma¡kets have been

weak, domestic demand has been growing quite strongly -
by over Z per cent a year - most recently because of

rising consulrer spending. Now that world inflation -is

much lower, rve shoultl 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

a¡d stocks. Other indicators - for example, increased

housing starts a¡rd new construction orders, the improved

outlook for ma¡ufacturing indicated by the latest CB{

Trends Enquiry - aléo point in the direction of mode-st

recovery.





Section 9: Tbe 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 ¡eal 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.

Z. 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 rvho finally benefits. Tax burdens are shifted through prices and

in other ways.

4. In very practical rvays 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;

- orr 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) Increasing incentives. All businessmen would agree that

motivation of the people in a business is probably the single

most important factor in business success. 'üith that other

problems begin to look manageable. Without it they look

insuperable.

It is - or should be - a help ín promoting lower pay settlernents.

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.

(ii )

(iii)





r -z6b

Section l0: and Business

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

business which is considerable.

Z. Look back.

(i) Business protected in 1981 Budget. Burden of holding dorvn

borrowing and thus interest rates fell on persons.

(ii) 1982 Budget cut NIS. Part of measures for business costing

soûre Ê1 billion.

(iii) Autumn another cut in NIS. Measures for busir:ess costing

Ê ? billion.

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

around tå billion.

4. NIS r.l'ill have been reduced from 3 å per cent to 1 per cent. Tax on

jobs and on exports. IDon't overdo the evil of the tax - otherrvise why not

abolish it now?] Aim is to abolish it. Making substantial progress rvithin

the lirnits 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 ¡ina

ways to help business. Actions include:

reductions in corporation tax costing Ê?0 million in a full year

action to help technology and innovation costing EZ40 million

over three years





action to help small firms and enterprise costing Ê165 million in

a full year, which includes the greatly improved Business Start-

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

PIus the changes rvhich will further promote recovery in the construction

inrlustry:

raising the rrrortgage interest relief

enveloping and repairs grants

action on DLT.

IDetails of rneasures could be given to taste. ]
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Section lI: Busines-s 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 lorver inflation and lorver interest rates.

Z. 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 rnajor help in planning for the

future, particularly investm ent.

4. Assurance about government policy is one thing - important,

but only part of the story. Lower inflation and lower interest rates

have helped trusiness. On top of that have had lower oil prices and a

lower exchange rate.

5. All of these things shift the balance betrveen persons and

business. In 1981 the higher exchange rate q'as putting pressure on

business and helping the personal sector. Norv 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.

7. The balance of the Budget is right.





CO¡\¡-IDLNTIAL

SECTiOI.¡ 1X,, ! ?*q-l.utl ¿Þ.

A major concern of this Government has been to irnprove

incentives - incentives to create wealth, incentives to take
risks, incentives to develop skilIs, incentives to r^'ork.

We have rnade considerable progress. Ue ¡educed 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 take equity stakes in the companies they work for.
l{e have introduced a range of measures to encourage smaLl

businesses.

?. I'ie have done all this despite the very difficult fiscal
constraints i.mposed on uc 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. I arn particularly conscious of the disincentives created
by the unernployment trap and the poverty trap. The urernployment

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 littl-e increase in spending powÊro

4. As is r+eII known, these problems are not urrique 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 2) or JO year6 levels of entitlement
to the mai¡ social security benefits have groh¡n in line r^'ith

earnings. Over the same period income tax thresholds have.
broadl-v

been increased/in linä with prices and, as a reeult, have.

fallen sharply in relation to average earnings. This has

compressed the gap between benefits and thresholds for tax.

5. In 1t)O a mamied man starting paying tax if he was earning
6J per cent of average earnings; iOO per cent if he trad two

children. By ttBO he star.ted to pay at J4 per cent of average

earnings.
\
\
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6. This fall in tax thresholds has reflected the needs of
successive Governnents to raise the revenue needed to pay for
ever rising levels of public spending. Pub1ic expenditure rose

from J2 per cent of GDP in the late 'l!)Os to 44 per cent in
1 g8o.

7. The social- security programme account for a substantial
part of this increâse. In atternpts to contai¡ this expenditure

and to concentrate help where need was greatest, successive
Governments used means tested social security benefits. But,

the cornpression of the gap between benefit leveIs and tax
thresholds means that people can be paying tax at the same

receivins
time aqln¡eans te"sted benefitsr+hich are withdraìdn as income rises.

,/result a person can lose /O per cent, 80 per cent or even

1OO per cent of an extra å1 of earnings through taxation and

through loss of benefits.

B. Thi.s plays havoc uith work incentives for those involved.
The affect spreads rnore wiclely into attitudes and r'age

bargaining.

9. It is one thing to identify the problen. It is another
to remove it. There are no easy ansliers. Those who claim
there are can only be foolirrg themselves or seeking to fool
others.

'iO. VJe need to open up ã gap between income levels at which

benefits are received and income levels at v¡hich 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 puo*Iic

spending in GÐP.This is the Governmentrs policy. hle are

restraining public spending. lJe are layíng the foundation for
sustainable long tern growth.

f i. The increases in income tax thresholds announced by the
Chancellor are the fruits of our succes6. They represent
a step in the direction of opening up the gap between tax
and social security. 1f r',rilIion people uill as a resul-t not
be payinþ tax in 1983-84. f million people vrho paid tax in
1982-83 will not be paying in r98l-84.





CON¡ IUENTIAL

12. I arn well aware that the real increases in thresholds in
this budget and in last yearrs budget do not fully compensate

for the fact that thresholds !,ere not increased at aII two years

ago.

i3. That decision v;as not easy but it reflected our deter-
mination that fiscal and monetary discipline had to take priority.
The proposals in this budget were dravrn up on an equally
prudent ba-sis. Now that the benefits of our prudence are

coming though it is right that they should be enjoyed in
particular by those v¡ho need to make the sacrifices in i!81.

14. The Rt Hon Gentlernan tried to argue that this was a rich
man's budget. This is so far from the truth that I assume

Ìre r+rote the speech before the Chancellorrs statement,

'ir. The facts are as follov¡s.

.Tn percentage thers,
the reductjons in income tax are grea.test

for tliose at the lov,er end of the incorne scale and for those

at the upper end. These are the people who did least well in
i981. The same pattern ernerges 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. ft is instructive to look at likely charrges in real net
disposable income - take home pay. Iluch depends on earnings and

prices and the details of the expenditure of particular individuals
Taking for illustrative purposes a 6$ per cent rise in earnings an(

" fg Ber' cent rise in prices, everyone v¡ou1d. have higher
real net earnings in l9B]-84 t,han in r!82-83. The 1ow paid
would be amongst those gaining most.

-t-
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Section 1] : P*,[.{.,¡c S y.*J,¡q^^J.'(-"..-.iÂ1r;,

I have emphasised the prime importance we attach to fiscal- and

monetary prudence. It is the conlbination of this prudence

and of ttie impact of the recession on public spending that
has prevented us from sutting taxes further. I Ì¡.ave no doubt

that furtÌ¡er cuts are needed.

2. 'fhs Opposition will- no doubt seek to highlight the overall
increase in the tax burden since 1978-79. I do not seek to
disguise it. Total taxation as a percentage of GDP rose from

J4.4 per cent in 't9?8-79 to 4o.4 per cent in 1981-82. lJe had

to finance., public spending. We had to be prudent.

3" l{hat v¡ould the Opposition have do¡¡e? I need no tell-ing.
They wou1d indulge in a Êakers Progress. Soaring expenditure.
Huge finaricial deficits. They woul.d have learnt again the

lessons of 1974 to't979 - at great cost to the nation,,

4. þ/e are now making steedy progress in the right direction.
Frorn the figure of 4o.4 per cent in i981-82, totaL l,axation

is estiuiated to have been 4O.i per cent of GÐP in 19BZ-83 and

is forec¡.rst to be )9.5 per cent in 'r9tir-84.

5. Within this total there are two points to emphasise.

First, ;-e have sought to mc'derate the burden on industry.
Employers national insurance contributions and NfS have fallen
from over 14 per cent of to.tal taxation ín 1978-7t to an

expected 1O] per cent in 1983-84. Corporation bx, outside the

North Sea, has also faIlen fron over 6 per cent in 1978-?9'

to a forecast of under 5 per cent in 198r-84.

6. Second, income tax has fallen from almolt 33 per cent of
;total taxatÍon j:n, 19?8-79 to a forecast of under '2l per cent

in t98f-84. The combined share of income tax and employees

national insurance contributions has also fallen significantly.





CONT'IDTII'¡TIAL

7. The point is this. lhe overall burden of tax has risen
for inescapable reâsons. lJe are now starting to rnake prudent

progreas 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. ReaI take home pay will be higher in
1981-84 than in 1978-79 at all levels of earnings. This fact
will not escape the el.ectorate.

I





7-Z6a

Sectíon 14: Social Security

Child Benefit. In my experience, this is a universally popular benefit

Shortly before the Budget, received a deputation frrrm 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 ar¡ not one of them. Child benefit alone, or with the

additional one*parent benefit, is paid in respect of over iZ rnillion children.

In this way, tl-re state contributes about t4 billion a year to family income

vja benefit paid directly to the mother.

Z. This Governrrent has a goocl record on child t-¡enefit and even more so

on one-parent beirefit. Since \¡re car¡e into office, child benefit has been

increased froi¡ [4 to t5.85 and one-parent benefit frorn fZ to t3.65. The

increases which we now propose rvill more than restore child benefit to its

real value at April 7979, r¡¡hen the switch frorn family allowances and child

tax allorvances 'was fully operational, while one-parent benefit n'ill have

increased in real terms by no less ihan 30 per cent. I should perhaps

emphasise that the increases in the next uprating to tó.50 for child benefit

and Ê4.05 for one-pa¡ent benefit, n'hich represent increases of over 11 per

cent, rvill not be affected in any tvay by the change to the uprating method

for benefits generally rvhich \¡ras announced yesterday by the Chancellor.

3. The necessary legislation has been introduction today, and the Hous.e

will have an opportunity to debate it shortly. The House is well arvare 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 yearrs uprating combined the two: it made provision for





previous sho¡tfall of Zper 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 .,r,hich

benefit recipients look for. The historic method by contrast is sirnple and

straightforrvard. Pensioners and others will knorv exactly u'here they

stand. The uprating will be based on the outturn for inflation in the month

as near as is operationally possi ble to the uprating date. Current

operational constraints mean tl'rat the uprating rvill be basecl on the \4ay

RPI figure, which is known in the midrlle of June. Consequently, the

Secretary of State's uprating statement ivill be delayed until then.

4. Effect on pensioners and others. Stress that the change to the

uprating nrethod in no r,vay detracts from our pteclge to full price protection

of the pension and liirked long terrn beneiits. Over tl¡e life tirne of this

Government, up to the l;rst upratings, pensions have gone 1rp by 6s per cent

in cornparison with the rise in the retail ¡rrice inclex of 61 per cent. In

other worrls, pensioners have seen a significant increase in their living

stanrlards. There is no question of clau'ing back any of this. The pension

increase this Novernber will be baserl on the full 1Z 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 u'ith 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

courser just the same situation can arise under the forecast method. But

unlike the Labour Government in 7975, who deliberatôy deprived pensioners

and others t500 million - equivalent today to more than [1 billion - we are

ensuring full price protection of the pension. There wilt be no missing





rronths in our calculation. Inflation betrveen Ì\day 1983 anct November 1983

will be reflected in the 1984 uprating.

6. Defensive -still saving 1180 million? We cannot yet tell rvhat the

uprating will be so that it is not possible to put a fi¡m figure on its cost.

IJacl we used the old method and made full adjustment for the overshoot,

the saving would have been over lZ50 million. Under our new rnethocì.,

pensioners rvill be substantially better off than rvith full a<ljustment. In

addition, we have found room for important benefit improvements, notably

restoration of the 5 per cent abater¡ent of unemployment and ending of the

invaìirìity trap, as rvell as the significant real increase in child benefits to

rvhich I just refer.recl. Altogether these arld up to about 1100 million. The

Government has alrvays t¡ade clear that the balance betrveen the general

upra'ring and specific benefit improvernents wor-rlcl reed to be decided at

the time of the Budget. This we l-¡ave done, and. the cost of the

improvements will be met out of the Contingency Reserve.

7. If pressed. If, for illustration, the general uprating rvere about 4* per

cent as cornparecl r¡,ith our November RPI forecast of 6 per ieot, then this

rvor:ld produce a saving on the social security progra:nrne of about

Ê180 r¡illion. On this basis, there would haver been no roor¡ within the

plogramllle for benefit improvements. But as I have said, rve are proposing

very significant improvements costing about Ê100 million. If the uprating

were about 4 per cent, then some of the cost of these improvelnents 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 4l per cent. But the eventual

cost depends entirely on the May RPI figure.
\





9. Of course we all rvant 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. I{on Gentlemen opposite seemed to think that rnoney

for benefits can be conjured out of thjn air. The pensioners of this country

recognise hon gentleman's bribes for rvhat they are - the irresponsible

prorrrises of a party li'hich knows it rvill never be in Of fice to have to carry

thern out.

10. If pressed. on future pledges - not about hç reveal manifesto for next

election to hon rnember - wait and see.
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CC]}TSTRUCTION }.IrI) INNOVATION. CAPITAI, SPE}{''INO

The Sudget also ineluded new &easuresi on inclustrial lnnnovation and. housing
Lrrprovenent, both bu:ilding further on initiatives last year.

2. Ad.ditíonal expenditure to encourage innovation and advancedtechnology

will a¡¡ou¡t to Ð1Bl million over tl¡e next three years, €,]! noillion in 19BJ-84,
The main eo;nponent l-s the revlval of the S¡:all Engineering Fírms Investment
Scheme. The first allo{ration of fl20 nillion (subsequ.ently increased t,o ä.JO riillion)
a¡inounced in the 1!82 Sudget uas quickly er".hausted. The :.e-opening of the scheoe

is expected to be of partieular benefit to the West I'iidlands.

t. two of the other aeäsures announced. yeatcr:day trad imp1ie.at-i-ons for housi-ng

irproveroent a¡d eonst¡r¡etíon. First, the's:x;'e:n¡tes 1:l¡-nl-ts for r*paJ-rs
gi;-its is to be raised f::oro â)1000 to Ê5500 -in London e"rrd il{00 to Ð4500 elsewhere

¿¿t a cost of fl10 r¡ijl.lion per å.r'rirum. Fhis Ís en top of tk¡e inc::ea.se in the
rates of ::eri¿rí.¡:s gJ.'a.rit ¿:nr:.cunced last year, u'h:i-ch has proved extrer,rcly successfu:!".

Lc,ca: ¡¡.i:ihor-iti,es hp-ve a1:'eady been told that they rsitl be pe:'rmtted to increase
exnendi,ture on tliese g:'arrts as neoessary.

4. Second., local ar:.thoritÍes are to be given a.dd.itional capital spetirìing

a.11;;¿.-i;-i-ons for use ün the i,ir:pr:ol"ei'¡rent of run*,1or,r pr:ivate sector housÍng tl-irç'¿g¡
approved 'renvelcpirigrr r:cl:¡e¡;Les. Unrler these sche:;,es J.c.,ea.1 e.u.thoritj.es ta],:e

conce¡ied ect.j.on io re1:aj-r the el>:f,e¡:r:al f¿.rb:"ic of in'irole t.el:-r-aces or s"i-'re=cts

of houses orr bei:alf of tbe ohn-ìers antì at rio c:ost to tl:em.

5. Ä11 the public e4penditure measurles included in the budget r+il1
be ..,i,,;igi3d to ihe Contir:genry fieser.'e. [};'.:;".¡1 11 ::crtt,l;*::sfo::e aod to p1"enned"

eü)ei::ìiture.

Capital expenditure

6. fn totaI, ptanned public Bector capital erpenditure j.n 1981-e4, aL shown

Ín the White Paper emounts to about €11 f tittion, an increase of 12 per cent
over the estirnated outturn for 1)82-8). ExpendÍture on fixed assets by nationalísed
industries in 19Bt-94 as pLanned a.nounþto f6.B billion.
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SUCCESS TN PIIBLIC SPEN¡ING CONTROI,

[¡" ry right Eon. Friend saíd yesterday], our success ln bringíng public
e:ipenditu.re under control has been an essential factor n:aking possible the
tax reductions announced yesterday. The ratLo of publlc expenditure to GDP

has been reduced lron 44* per cent in 1981-82 to a plannecl 47b per cent j.n
19eyÙ4 and 41 per cent Ín 1985-86.

Note

fhe n:¡ of figures as as follows: Those up to 1981-84 wer:e pnblished in the
lrtrite Paper. That for 199r-.e6 is in the FSBR. lhe figure for 1!B{-B! was

deliberately not given in the FSBR, but is inp}i-cit Ín it.
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Mr Burns
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l{r Bailey
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ilr Kenp
Mr Hall
Ilr Moore
MrRIGAllen
Mr Norgrove
Mr Harrís

h4//| 4^f

BUDGET SPEECH: RAYS OF HOPE ETC.

cIn B, of I'Ir Kerrrs rninute of Harch I coveling the Sixth
d¡aft of the speech there was a reference to the need for more

naterial aboutrrlays of hope[ etc. for Section D. It Ís worth

noting, possibly for this section and, if not, for use on otber
occasions, that industríal intentions suxveys here and in the
EC sbow up our performance ån an'unexpectly good ligbt. Ílhe

EC produce nonthly reports on their standarised Conmunity-wide

surveys, which inctude averaged-out estirnates for changes in
sentinent in the Connunity as a whole, which can be conpared

with identical indicators for the IJK. 19$/r was' pace wbat

sone say and wrÍten the trough of the recession for just about

every nember. The chanEes in balances recorded between the
average levels for that year and 1982 Q.IV consistently show

either a lesser deteríoriatíon for the IIK than the Cornmunity or,
for order books, a positíve UK trend where the Cornnuníty has

shown a negative one. [he contrast is a quote striking
phenonenon, as the following figures show:

EC

ON SURVEY: ChanEe in Balan ces 1981 to '82 8..I\
All industries Investment

Production
Errpectation

EClO T]K

-10,7

EC 10EC ro
-14

iJK
+2.

Intermediate
Goods

Consumer
Goods Go s

-10.1

+7.8 7 +4.V +6.5 -10.5+1O. ,,lOrderBooks,-4.1
-4.6

UK

5 -v.2 -14.V

+ 8.9





(

RESTRTCTED

Source: EURO SIAÎISIICS: Iþta for short-term economic

analys!,s 198V No 1 PP.||'4O.

2. Thís is not only good neÌ"s, but further evidence, however

tentative, that tbe last few years have seen some reversal of
the factors naking for ourr long-te:rn econouíc decl-Íne.
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BIJDGET SECRBT

PRINCIPAL PRTVAîE SECRETARY

FROM:
DATE:

C D HARRISON
10 March, 1983

cc PS/Ctrief Secretary
PSr/Financial Secretary
Mr Middleton
Mr Bailey
Mr Moore
Mr Kemp
Mr Allen
Mr Chivers
Mr Hart
Mr Robson
Ms Seammen
Mr l{iclcs
Mr Mercer
Mr Norgrove
Mr Harris
PS/Customs and Excise

BUDGT)T SPEECH SÏXTH DRAFT

The Dconomic Secretary has seen Mr Kemprs minute
were attaclred some paragraphs on various measures
the Government in past budgets.

of 9 March to whích
implemented by

In his opinion¡
half of them at
And on paragraph

årrrraìtlhat 
the final 2

îtû.^t in charge?' ).
'|#o to

The Economíc Secretary would also like to put in a plea for st.icking
lþhüú'to the phrase t2 or 3t free ports rather than ra fewr in P33. f

mentioned this to Miss OfMara yesterday. !g¡ form of

these should be used only ra r sparingly; perhaps
the most (perhaps construction, and unemployment.
2 of the runemploymentt section, he would have thought
sentences would mereJ-y invíte the riposte rbut whor s

T
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selection of freeports ís bound to be invidious. It is not going
to be any easier to choose ra fewr than 12 or 3'. Nor will the
unsuccessful applicants go quietly if Scotland, lfales¡ Northern
Ireland and England are al-l granted one freeport. If the words
t a fe¡¡f are used rather than | 2 or 3' , people will notice the
contrast with the working grouprs report, and conclude that anything
will go if the Government is pushed hard enough.

çt(+
C D HARRISON

BUDGET SDCRET
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AL PRIVATE SECRETARY

BUDGET SPEECH - SIXTH DRAFI-

The Chief Secretary has seen Mr Kempts

out sections summarising the effect of
five Budgets.

cc Financial SecretarY
Economic SecretarY
Mr Middleton
Mr Bailey
Mr Moore Mr KemP

Mr Allen
Mr Chivers
Mr Hart
Mr Robson
Miss Seammen
Mr hlicks
Mr Mercer
Mr Norgrove
Mr Harris

m,,FROM:

DATE: 10 March 1983

minute of P March setting
the measures over the last

y'2. He has some reservations about this approach. Logically, he

thinks all public expenditure and tax measures since L979 should

be put into the reckoning. He can see anl"f.åt. for collecting
up innovations - such as Business Start-up - but feels that the

//"
se of a selective collection of tax and spending measures could

rebound on lts.

J r.,

JOHN GIEVE

BUDGET SECRET
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FROM:

DATE:

JOHN GIEVE

10 MARCH I9B3

ATE SECRETARY cc. Fínancial SecretarY
Economic Secretary
Miníster of State (C)
Míníster of State (R)
Mr Burns
Mr Middleton
Mr Monger
Mr Kemp
Mr HaI1
Mr Rídtey
Mr Harris

BUDGET SPEECH: SIXTH DRAFT. SOCIAL SECURTTY

The Chief Seeretary has seen Mr Rídleyts minutes of 9 March.

He very much prefers the presentation that Mr Rídl-ey proposes

and agrees with the reasonilg behind it. He notes that the

/r,bonurn referyed to at para 3 in Mr Ridleyts minute might be

'/ even higher if the measures in the caring package were included
Lt 3[r - as he thinks thev should be.
Lø S,lPf,
qU nu ùt5'r^u I

årr¡R *t'*J 
,(

.l t,

JOHN GIEVE
10 March L9B3
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FROM: ADAM RIDT,EY
9 March 198V

BUDGET SPEECH: 6TH DRATI: DETAIT,ED COMIIMNTS

BTOCK A: Oneninq Daragraohs 9 and 10. llh ey are neither clear
nor logÍcally ordered. Part of tbe argunent is too inplicit.
I would suggest redraftíng then on the following lines:

rrHowever we cannot now expect years of trouble-free progress.
llhere are bound to be pítfalls as we emerge fron a period
of crisis and high infJ.ation, not all of which can be

foreseen novr. It is always easy to irnag"ine that tbere is
soae panacaq sorne new systen or instítution wbich will be

bhe answer to all these problems. In truth the need is not
for blueprints and panceas but for increased "od fgËgitutÍons
effective com¡nitnent - political and financial - to those /
r^re already have. Given the support they deserver indeed

lliïlli :i :": ï: " ï":i, :: ï:ï: i:':::":i:ff i';Ï:':i:T""
franework secured.tt

Paragraph 11.. The point about accel-erating the
Interin Conmittee rneetings won't strike home unless one nakes it

¿! "..clear by just how nuch the neetings were advanced - 18 months or

- few weeksl

Gene:ral- Cornment on Sections B and C.LÍketheEST' I
look in this section for a nore ercplicit response to the 'rgrosser'l
arguments for new institutions, grand initiativesr etc. {Ihe

redraft suggested above is the nínímun needed to at least show

recognition of tbeir argunents. In addition nore couLd be done

to draw attention to Your own role-

BIOCK D.2: Paragraph 2 renains unclear and analytÍcaIly $rrong.

llhe reflationists need to be identified; it nust be argued

explicitly that getting the econony right is a slow process.

llhe fact that reflation does not create jobs does not of itself
inply that there nay not be other poli.cies which can do so.

Very few people will
.Éaragaoh - 7

, know what
rhÍs is an

Unenp loyment.
enterprise alfowances are, outside the House of Comnons.

exanpÌe of a place where one needs to erçì-ain what the
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problen is so that one can take proper credit for the soLution.

Inflation. Paragraph 1. {Ihe last sentence contínuesBIOCIÇ E:

YÑ" se the lev 1 of prices with their rate of change'

Para B. The significance of cash

planning s 11 inconprehensible as d¡rafted.

Monetary Policy. Paragraph 6. lÛle renark about not

elcp ting sterling to fall further províded monetary and fiscal
tives are net is odd, and contradicts the widespread

tation that sterling will continue to be vulnerable to oil
o ec

ec

price changes, particularly downwar¡ds.

BLOCK lic Sector Bo ParaEraph s 1-5. I continuea

these very obscure, particularly the last sentence of
v.

BIOCK I: Se . Íû¡e presentatíon bere still woruies.

In a nut 1, I think one bas to be frankrnot disingenuous'
I 1 to offer suggestions seParatelY.

BLOCK K: Otber benefits and charitíes. Paragrapb 4. The

invalidity trap is a nysterious concept to nearly everyonef

and a brief e:rplanation is called for. Otherwise how r¡rilI
people ow that dealing with it is a virtuous thing?

Paragrapb 5. lll¡e

ã7 savings limit for sB and the ôlr5o0 disregard for
e assurance and the increase in síngle payments to SB

ecípients, are all inportant. tsut to announce only tbe new

Ievels rather than to indicate by how rnucb they are beíng

íncreased or fro¡n what lower figure is to throw away nuch of
the virtue of wbat is being done. No one will know what the

previous position htasr so how can they gauge bow significant
is the move nohr Proposed?

l: Home Ownership. etc. ph 1. {fhe argunent is
conplete without a reference to the fact that no all the money

rovided for construction is being spent as it should be'

-2-

Paragraph 4. A terrible
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nouthful to speak, surely. It could easily be divided into three
short sinple sentences.

Paragraph 9. DL,T on

ttdeveloprnents for the otllnerrs ol,{n usett. I stil1 find this
nystifying and ínconprehensiblej Can't one say a bit about what

this is about?

BIOCK M: Indirect Taxes. SSISg3|f.. In looking at the

historÍcal record of the inpact of indirect tax and other
changes Ín budgets which put up pricesr oDe night v¡Ísb to recalI
rather earlier years, such as 197, $+% up).

BIOCK N: North Sea Oil ReEine. I continue to be worried by

the order of paras.2-4. îhe treatnent of existing fields in
paxa. V Ls sandwiched awkwardly between then, and putting it
before .2 would improve tbe flow of exposition.

CK Conpani es etc. 17. More than doubling

the er linit for tbe snall company corporation tax rate is
rathe! a substantial change, and sonething which ought to
a warm glow - but it would need noxe highlÍghting in

ftíng to achieve that.

TE

ce

he dra

BL,OCK P : Enterpri se and Business. Paragraph 9. The reason

gÍven for doubting the present retirernent relief to åIOOrOOO

renains pretty odd. ft is supposed to encourage entreprenEurs

to þggp rnoney in tbeir businessf. On the face of it the ordinary

e# wiII assune that it would in fact do the exact opposÍte, and

K"orr""ge the ageing entrepre!€ur to take hís money out w:ith

less hesitation when he retiresi

-t-




