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(i) rents v.·ould be frE:-ed from trie i:::.ffe.s~. ::ic:Jt j rH.:urr.E­
su:r·ch a.rg e; 

(~.ii) 

(iv) 

ta:x relief couJ d be cJ ai!!!ed on bur1·0""' i :iJSS ; 

\ 1 J. .. T incu.rred on re:pa:i rs 2-Dd r;-,e: iDt e::-;2JJ.C e couJ d be 
recJ ;:;j_u:ed; 

CGT roll-oY er relief and retire~1ent I·t·lief ..,,;o~;J d 
also be available. 

T!Jese :r;;E:asures -.,.;ou1d urJdoubtedly do a g.:::·eat de2.l to eIJCOt;J"·e::; e 

tbe 1 et ting of }a..nd a..nd I hope that tbey will f)Dd a place in 
the B.~ot,et :proposa] s . 

I ::.hc>.iJ.d also lD:e to ·urge a chc;nge in the J. .. gricult:u.ral R:l.ild.i:ug 
.AJ.Jc.·,..,-.=JJCC c,r:r-2.1:.2:.:,:l"l~ni.. s. These a.re out of l~.ne ,.,rjtb the T::dDstTial 
J:.uiJd j::.::r.:s -~.lJc.:::.IJ Ce 2.r1d a s!rnrter "-rjte ciff ue.!'iod -..:ould st:ii:·u12ie 
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BUDGET CONFIDENTIAL 

NOTE OF A MEETING ON THURSDAY '3 FEBRUARY 1983 AT 3.JOPM IN THE 

CHANCELLOR1 s· ROOM, HM TREASURY 

Present: Chancellor of the Exchequer 
Chief Secretary 
Financial Secretary 
Minister of State (C) 
Minister of State (R} 
Sir Douglas Wass 
Mr Burns 
Mr Middleton 
Mr Cassell 
Mr Kemp 
Mr Moore 
Mr Monger 
Mr Robson 
Mr Ke·rr 
Mr Ridley 
Mr French 

Sir Lawrence 
Mr Isaac 
Mr Blythe 
Mr Spence 

Airey) 
) 
). 
1 

Inland Revenue 

PERSONAL TAXATION AND CHILD BENEFIT 

Dependent :relat'iv:e ·a·11:owance· ahd ·othe:r · rnl:rro·r personal allowances 

Papers: Financial Secretary's minute of 24 January 

Mr Spence's minute of 18 January 

In a brief discussion the Cli:an·ce·l'l"or said that while he was attracted 

in principrle to the idea of abolishing the minor allowances when 

raising tax thresholds he felt that this was not a measure to be 

included in the Budget this year. He was not attracted to the idea 

of focussing on one of the minor personal allowances eg. the sons or 

daughters service allowance, and abolishing that. Nonetheless he 

would defer a final decision until the outcome of the discussion in 

the Family Policy Group on 9 February wa$ known. 

1 
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Child benefit 

P.apers : Mr Monger of 27 January 

Mr Monger of 2 February 

Ministerial cormnents 

2. In discussion the following points were made: 

(i) Although increases in child benefit had to be seen 

a1.ong.side increases in income tax allowances it would 

be wrong to give the impression that they were linked 

in some mechanical way. That could lead to the worst 

of all situations whereby child benefit was linked to 

the tax allowance increase or the general benefit increase 

whichever was the greater. 

(ii) Mr Walters said there could be a case for raising child benefit 

and bringing it into tax. That would mitigate the problem 

of the large amount of dead weight. It was pointed out 

that this would mean a significant shift from the wallet 

to the purse and would naise the tax burden. 

(iii) It was pointed out that the poverty trap could be 

ameliorated by raising the child dependency addition for 

those on supplementary benefit in line with other benefits, 

and not linking it to the rise in child benefit. 

(iv) It was agreed that claiming a higher uprating and then : 

adjusting for claw-back was not presentationally advantageous. 1 

3. There was a brief discussion of the options set out in Mr Monger's 

paper. The Chancellor thought it best to defer a final decision. 

2 
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Personal taxation 

Pape r s : Mr Blythe of 11 January 

Mr Blythe of 28 January 

4. After a brief discussion it was decided that the options of 

indexation plus 3 per cent and indexation plus 13 per cent could be 

dropped for future consideration. The Inland Revenue offered to 

work up a variant on indexation plus 8~ per cent which would for example 
offer an extra £100 a year in allowances to married men. 

'l'he investment income surcharge ·and higher r ·ates 

Paper: Mr Spence of 2 February 

5. The Financial Secretary said that he saw11some attraction in- a · 

package which would involve doing no more than index the higher rate 

bands but would also abolish the investment income surcharge. 

There was some discussion of the merits of act.ion on the investment 

. iI).come surcharge. The Chance11·or said he did not see many attractions 

in its abolition this year. Mr Ridley suggested that abolition could 

be considered for the over-65s, but the Minister· of s·tate (.C} pointed 

out that this could lead to presentational difficulties vis a vis the 

recovery of overshoot on retirement pensions. Mr' Burns suggested 

there could be a case for an across-the-board reduction in the rate of 

the investment income surcharge. Mr Isaac pointed out that manpower 

considerations pointed very definitely in the direction of a higher 

threshold rather than a reduced rate. Mr Walters and Mr Bu·rns saw 

merit in reducing the rate as a signal of the intention to abolish the 

investment income surcharge. It was an argument analogous to that 

used in justifying cuts in the national insurance surcharge. The 

Chancellor asked the Inland Revenue to look at the options of a 5 per 

cent cut in the rate of the investment income surcharge and a rise in 

the threshold. He did not think that the option of action on the 

investment income surcharge for the over-65s alone should be pursued. 
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6. In discussion of action on the higher rate bands, Sir Lawrence Airey 

argued that he would wish to see the higher rate bands increased in 

line with the basic rate threshold. The UK tax system was already 

very progressive in comparison with that of other countries. 

The Chief Secretary said he had reservations in principle on de-coupling 

the higher rate bands from the basic rate. The Minister of Snate (C) 

thought it worrying that the Inland Revenue diagrams indicated that with 

indexation plus 8~ per cent the highest gain was for those earning in 

excess of £30,000 a year. Mr Robson said that there was one problem. 

Indexation plus 8~ per cent was just sufficient to maintain or reduce 

the average rate of tax and national insurance contributions this year 

for all those contracted in, but because of the upper earnings limit on 

NIC contributions higher rate taxpayers would see a substantial cash 

gain from indexation plus 8~ per cent. Mr .Burns said that it would be 

pointed. out that it was difficult to justify tackling the unemployment 

trap by putting money into rich pockets. The Chancellor pointed out 

that for purposes of the speech it was presentationally easiest to 

raise the higher rates bands by the same amount as the basic rate. 

Nonetheless he would be grateful if the Inland Revenue would work up 

a variant to take account of Mr. Robson's point by restricting the 

percentage gain to higher rate taxpayers to the same as those taxpayers 

on the top of the basic rate scale. 

6. The meeting closed at 4.4Spm. 

J1ci2 
JILL RUTTER 
4 February 1983 

-------------------------------------------------------------------------
Distribution: 

Those Present 
PS/EST 
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CHANCELLOR'S MORNING MEETING 

Note for the Record 

Present: Chancellor 
Chief Secretary 
Economic Secretary 
Minister of State (R) 
Mr Renton MP 
Mr Goodlad MP 
Mr Ridley 
Mr French 
Mr Harris 

1. Mr Tony Jay's Film 

FROM: ROBIN HARRIS 
DATE: 3 February 1983 

261st Meeting 

\ 

The Chancellor asked that Ministers and advisers who had not yet 

seen Mr Jay's film should do so and he asked Mr French, in the 

light of comments received, to draft a letter for him to send to 
~ -- .._ ~ 

Sir Keith Joseph about it. l~ v-l ~ A/L. /v""-" ~ 
l~Ar~~wi-~ 

l ~ \M,... ...... 2. VAT on the Sale of Works of Art 
ii >rA-~ 

The Chancellor asked that, in the light of current controversy, 

officials should prepare for him a note setting out clearly and in 

detail the position as regards liability to VAT on sales of works 

of art. 

J. Comptroller and Auditor General 

The Chancellor and the Chief Secretary agreed that an internal 

Treasury meeting should be held to discuss the t erms in which the 

'!) Chief Secretary woul d minute colleagues about the C&AG. 



·. 



4. Pay Levels in British Telecom 

The Chancellor obse rved that the unsa tisfactory levels of pay 

revealed at BT revealed in Mr Burr 's minute of 31 January should be 

regarded by Ministers and official s as a continuing source of 

concern. 

5. Brussels Press Conference, 7 February: Chancellor's Statement 

The Chancellor aske d for urgent comments from the Financial Secretary 
L1. f I .1 ltor.~ r on the third·draft of his statement in Brussels - circulated under 

' ; 
• 1 cover of a minute from Mr Edwards of 2 February. 

Circulation: 

- · ·-€hancellor 
Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State (C) 
Minister of State (R) 
Sir D Wass 
Sir A Rawlinson 
Mr Burns 
Sir L Airey 
Sir'-D Lovelock 

' Mr Ridley 
Mr French 

··1·-., I' 
~- / 

) ) .. ; 
II: (I I I 
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ROBIN HARRIS 

3 February 1983 
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NOTE OF A MEETING ON FRIDAY 4 FEBRUARY 1983 AT 9.00AM IN NO 11 

DOWNING STREET 

Present: Chancellor of the Exchequer (in the Chair) 
Financial Secretary 
Economic Secretary 
Minister of State (Revenue) 
Mr Middleton 
Mr Moore 
Mr Robson 
Mr French 

Mr Isaac - Imland Revenue 
Mr Beighton - Inland Revenue 

Professor Walters - No 10 

CAPITAL TAXES 

CTT deemed domicile 

Paper: PST of 27 October 

1. The Fin·ancial S'ecreta·ry' s proposal that action should be taken to 

deal with the problem of the offshore islands but not on the other two 

fronts was endorsed. It was stressed that it was important that the 

lowest possible profile was taken on this measure which would come in 

for some Opposition criticism. 

CTT exemption for gifts 

Paper: FST to CST of 20 December 

2. The Chancellor noted this was an item for inclusion in the "caring" 

package. 

capital gal.ns t 'ax 

3. It was noted that indexation would run through on the exempt 

amounts for CGT. 

1 
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CGT retirement relief limit 

Papers: Mr Bryce of 6 January to the FST 

Mr Beighton of 7 January to the FST 

FST to the PS/CST of 12 January 

4. The Chancellor endorsed the Financial Secretary's proposal to 

raise the maximum limit on retirement relief for CGT from £50,000 

to £100,000. 

CGT annual exempt atnoUn't; ·upper mone·tary 'l'imits 

Papers: Mr B.ryce of 13 January to FST 

FST of 17 January 

5. The Chancellor endorsed the changes proposed by the Financial 

Secretary. 

Capital transfer ta:x: main: i'ssues 

Papers: FST of 18 January 

Ministerial comments 

Mr Isaac of 20 January 

Mr Beighton of 25 January 

6. The F'inancial se:cretary said that the crucial question was how 

much the Chancellor felt he wanted to devote to CTT reform in the 

Budget. Presentationally it could be argued that the burden of the 

tax would even under the more expensive of his options be considerably 

heavier than when it had been introduced by Mr Healey. Of the scales 

proposed his own preference was for scale H which would raise the 

starting threshold to E65,ooo which would have manpower advantages. 

The cost of scale H was £75 million in a full year. He had been 

initially attracted towards scale B and C but he thought those were too 

expensive. They had the political disadvantage of being seen to give a lot of"help 

to the largest i.'estat,es. That was why he had opted for cutting the top 

rate to 70 per cent rather than 60 per cent. Mr· rs:aac said that the 

2 
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Inland Revenue supported the FST's proposal of scale H. He thought 

that the starting threshold . was now at a reasonable point but what 

was important was to expand the width of the bands. 

hit small to middling estates very heavily indeed. 

The present scale 

7. In discussion it was pointed out that it was essential to look at 

the scales alongside the reliefs. Mr Isaac expressed a strong preference 

for action on rates and bands rather than on reliefs because of the dis-

.i:-nceriti ve ·· ef'fect o f · hi·gh · ne:rrti.nal'· -~x rates· It was pointed 

out that further relief for agriculture would put upward pressure on 

the price of land. In some ways there was a better case for action 

on business reliefs than on reliefs for land. The case for business 

relief was consta ntly being argued by representatives of the Unquoted 

Companies Group who argued that under the present system it was 

impossible for their businesses to survive intact. The Financial 

Secretary thought that a package which offered business relief as he 

proposed, concessions on puchase of own shares and the business expan­

sion scheme should go a substantial way towards meeting the UCG's 

worries. The idea of differentiat~ng between business relief and 

agricultural relief was floated but it was pointed out that this could 

lead to exceptional borderline problems where, for example, the live-

stock and equipment on a farm qualified for business relief but 

the land of the farm was treated at a different rate. 

81' . The Chan·c·e:11·or said that over the longer term, for a post-Elect ion 

Budget he was attracted to moving towards scales B and c which had a 

maximum rate of CT'l' of 60 per cent. He would like to see that done 

in the context of abolit~on of the investment income surcharge. He 

wondered about the possibility of buying out the business and agricultura 

relie~. Mr Beighton said that studies done last year suggested that 

buying out relief would lose three-quarters of the yield. The 

Financial Secretary thought that action on the business and agricultural 

reliefs offered a useful way in boday's political situation of 

alleviating the effects of CTT without being politically provocative. 

3 

BUDGET CONFIDENTIAL 



-
I 



BUDGET CONFIDENTIAL 

The Economic Secretary noted that his preference was for action on rates 

though he recognised the political difficulty. 

9. Sununing up this discussion the Chancellor said that for a post­

Election Budget he was attracted to a 60 per cent maximum rate combined 

with paralle l action on the investment income surcharge. He would be 

grateful if the Inland Revenue would re-examine the option of buying 

out relief>. In this context it was noted that raising the reliefs 

to 60 per cent and 40 per cent would substantially raise the cost of 

buying out . For the present he wished to leave the 4 packages outlined 

by the Financial Secretary in his minute on the table. He would wish 

to l ook again at the capital taxes package alongside action proposed 

on the investment income surcharge when the political flavour of the 

Budget became clearer. 

10. The Financial Secr:etary raised a separate point which was also 

an element of his package, the extension of the instalment period from 

8 to 10 years. This would fit in with 10 year ,; . . cumulation and the 

new 10 year charge to be introduced in the case of discretionary 

trusts. The move was not expensive but it would ease cash flow problems 

for businesses and agriculture. The Chan·ceTlor said that the move 

seemed sensible but he would like to leave final consideration until 

the major elements in the package were decided. 

JILL RUTTER 
7 February 1983 

Distribution: 

Those present 

PS/CST 

PS/MST(C) 

Mr Hall o/r 

BUDGET CONFIDENTIAL 
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CHlE.F' SECHETARY 

FROM S A ROBSON 
DATE 9 J'EBRUARY ~983 

c.c. Principal Private Secretary 
PS/Financial Secretary 
PS/Economic Secretary 
PS/Minister of State (C) 
PS/Minister of State (R) 
Sir Douglas Wass 
Mr Middleton 
Mr Kemp 
Mr Moore 
Mr Griffiths 
Mr i'rench 

PS/IR 
PS/C&E 

BUDGET REPRESENTATIONS ROYAL INSTITUTE OF BRITISH ARCHITECTS 

Miss 0 1 Mara's minute of 7 February. 

2. You may lik·e a quick assessment of RIBA • s proposals. 

3. They start with some general .comments on the decline in public sector 

construction expenditure and on underspending. It is not clear they have really 

come to terms with the secular decline in public sector construction. On under­

spending, the likely outcome of your discussions with Mr King on capital allocationc 

will be some help • . 

4~ Turning to their specific proposals 

(a) raise VAT threshold to £20,000. Ministers have decided to 

revalorise the threshold present £17,000 threshold. Going 

further would be in breach of EC objections 

( b) VAT zero rating for repair and maintenance of buildings -

covered in my submission of 26 January. Rejected on grounds 

of cost and EC- restrictions. 

(c) VAT zero rating.Sor energy conservation -~ installation of 

double glazing and insulation is already zero rated. It is 

not clear that.RIBA want but it is prob~bly to extend zero 

rating to modification to existing systems (which unlike 

installation is 'i5 per cent rated) and to internal wall 

cladding. This is small beer. The problem would be to 

establish a new boundary line in what is already a difficult 

area. 
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(d) allo~ abortive expenditure againct schedule A income - the 

issue here is complex . It relates to abortive capital 

expenditure by property investment companies . The architects 

fees associated with a building are treated as part of the 

capital costs of a building . HIBA are proposing that abortive 

capital expenditure (in the form of architects fees) should be 

allowable . But the sort of buildinSJSusually involved are 

commercial ones on which there i s no allowance if the expenditure 

is not abortive (i.e. the buildingis built) . It would be 

paradoxical indeed to give an allowance only if the expenditure 

was abortive. The It'inancial Secretary recently considered 

whether any concessions were possible in this area (which has also 

featured in the representations of the British Property 

Federation) but concluded they were not . 

(e) increase permissible on office content of industria l buildings 

to 20 per cent . You are recommending an increase to 25 per cent. 

(f) increase capital allowance for industrial buildings, at least 

for conversion and improvement work, to 100 per cent. Covered 

in my submission of 26 January. Hejected. Industrial buildings 

allowance is already a generous 75 per cent allowance 

(100 per cent for small buildings). Not an effective way of 

stimulating the construction industry. 

(g) small workshops scheme. This scheme was introduced in 1980 

for a three year period to encourage the provision of industrial 

units of up to 25000 sq ft. It provided 100 per cent allowances. 

In last year's budget it was extended for a further two years 

but only in respect of buildings up t o 1250 sq ft . The success 

of the scheme has produced plenty of units between 12500-

2500 sq ft; the shortage now is only of the very small ones. 

RIBA 'f.'ant an extension to apply to units in the 1250-2500 sq ft 

range. This would mean reversing the very accurately targeted 

action last )~~L• 

- 2 -
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(h) stamp duty - RIBA want abolition for first time purchasers 

or at least an increase of £10,000 in the threshold. The latter 

would cost £75-100 million in 1983-84. Ministers are disinclined 

to act on stamp duty this year. 

(i) NIS - RIBA want abolition. You are aware of the state of decision 

on this. 

(j) Corporation tax - HIBA want a 20 per cent rate for companies with 

profits under £50,000. At present companies with profits under 

£90,000 pay 4o per cent. A number of options are being examined, 

but none for a substantial reduction in rate as proposed by RIBA. 

There would be structural problems with the imputation system if 

the rate of corporation tax were brought below the basic rate of 

income tax. RIBA's proposal would create a band of high marginal 

rates of tax to move from their 20 per cent rate to the 4o per cent 

rate. This is similar to the problem we already have in moving from 

the 4o per cent rate to the 52 per cent one. 

lk) new t~chnology - RIBA want grants for t~e pu~chase of micros and 

of the related software. There is an innovation package on the 

stocks. It does not include this proposal. Micros are not expensive · 

and, if they have anything to offer a firm, it should not need a 

grant to buy them. 

S A ROBSON 
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~CIPAL PRIVATE SECRETARY 

FROM; J OHN GIEVE 

DATE: 10 FEBRUARY 1983 

cc. PS/Financial Secretary 
PS/Economic Secretary 
PS/Minister of Stat e ( C ) 
PS/Minis t er of Stat e (R) 
Sir Douglas Wa ss 
Mr Mi ddl e t on 
Mr Kemp 
Mr Moore 
Mr Robson 
Mr Gr iffiths 
Mr Fr ench 

PS/ I R 
PS/ C&E 

BUDGET REPRESENTAT I ONS : ROYAL INSTITUTE OF BRITISH ARCHITECTS 

The Chief Secretary has read t he RIBA Budget r epr es entations and 

Mr Robson's minute of 9 Februar y, commenting on t hem. He does 

not think they call for any change in the present options for 

t he construction package. 

JOHN GIEVE 
10 February 1 983 
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1. FINAl~CIAL SECRETARY 

Fr c;n: I~ J G I :.; .~, d c 

THE BOARD ROOM 

JNl.AND RE\'E~UE 

SOMERSET HOUSE 

9 February 1983 

Separate copies 
2. MINISTER OF STATE {R) 

FAIRNESS IN TAXATION 

1. I understand that you have asked for a submission on 

the "fairness in taxation" package. 

2. In brief, we reconunend that this "package", as such, 

should be dropped. There is not a lot in common between 

the various elements and nothing much to be gained by 

grouping them together. On the contrary, there is, as 

always, the risk that by labelling the thing as a 11 package", 

it gets a life of its own, independent of the merits of what 

·it contains. 

3. On the substantive points, we suggest that action on 

group relief should be dealt with, where it belongs, as part 

of the company tax changes and the response to the Green Paper. 

4. Action on secondhand.bonds and (assuming the Chancellor 

goes ahead) employer's scholarships should be dealt with 

alongside the other measures particularly affecting the well-off 

(I am submitting a paper this week which tries to draw all 

these measures together in what - I hope - is a reasonably 

convenient way. 

5. Action on internationl businesses should probably stand on 
its own. 

c. Chancellor of the Exchequer 
Chief Secretary 
Economic Secretary 
Sir Douglas-Wass 
Mr Middleton 
Mr Moore 
Mr Kemp 
Mr Robson 
Mr French 

1 

Sir Lawrence Airey 
Mr Green 
Mr Isaac 
Mr Painter 
Mr Blythe 
Mr o•Leary 
Mr Beighton 
Mr Battishill 
Mr Taylor Thompson 
PS/IR 





6. Anything which the Chancellor may say about the taxation 

of husband and wife should, again, be dealt with quite 

indepenuently. 

c~-
A J G ISAAC 
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CHANCELLOR OF THE EXCHEQUER 

Board Room 
H M Customs and Excise 
King's Beam Hause 
Mark Lane London EC3A 7HE 

From: A M Fraser 

Date: ll February 1983 

cc: Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State(C) 
Minister of State(R) 
Sir Douglas Wass 
Mr Burns 
Mr Mi ddl eton 
Mr .Byatt 
Mr Moore 
Mr Kemp 
Mr Cassell 
Mr Griffiths 
Mr Hall 
Mr Norgrove 
Mr Ridley 
Mr French 
Mr Harris 
Sir L Airey 

PETROL AND DERV: REVENUE AND RPI EFFECTS 

At your meeting on excise duty options on 28 January you asked 

that a table should be produced showing the RPl impact effects 

of the alternatives p r oposed, and also t he effect of the variants 

in changing the RP I from the forecast path. 

It may be helpful to you to h ave two tables. Table 1 attached 

shows, subj ec t to sensible rounding, the RP I impact effect (identical 

to the assumption in the forecast ) of the revalorisation package 

originally proposed in Sir Douglas Lovelock' s submission of 

Internal circulation: 

Mr Freedman 
Mr Howard 

Mr Middleton 
Mr McGuigan 

BUDGET SECRET 

Mr Battle 
Mr de Berker 
CPS 

0r 
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24 January and the effect of decisions taken so far. The latter 

column assumes, by way of illustration, revalorisation for petrol 

and derv, but this can be modified by use of the footnotes. 

Table 2 is an extended table of both revenue and RPI effects for 

a wider range of petrol and derv options than were originally shown 

in the submission of 24 January. This includes some substantial 

real changes at the extremes. but the range reflects what could 

be done for an RPI variation of plus or minus 0.05 per cent. 

A M .FRASER 

BUDGET SECRET 
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TABLE 1 

EXCISE DUTY OPTIONS: RPI IMPACT EFFECT 

Customs and Excise ·_Eackage Decisions taken 

RPI RPI 
Price impact Price impact 
change effect (a) chanr~ effect (a) 

% % 
Beer 1p 0 . 1 1p 0.1 

Wine 5p ·neg 5P neg 

Spirits 25p 0.05 25p 0.05 

Tobacco 31 . 2P 0.15 3p 0.1 
Petrol 4-~p 0.1 ,l"l8-p 0.1J (b) 
Derv 3f p nil /~p nilJ 
VED £5 0.05 £5 0.05 
Cider 1p neg 1p neg 

0.4-5 0.4 

(a) To avoid spurious accuracy meaningful changes in the 

RPI are roundt:d to the nee.:cest 0 .. 05%. 

(b) (i) In rounded terms, the RPI impact effect of 0 ._ '1% 
is produced l~ any petrol price change in the range 

of 3p - 5p .. 

(ii) A price change in the range of 1-tp - 2~p would 
h ave an RPI impact effect of about 0.05%, reducing 

t he overall impact of the package accordingly. 

(iii) For 5~p - ?p the RPI impact effect would be 0.15%. 

BUDGE~~ SE:CRJ!:T 
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'.l.'ABLE 2 

PETROL DUTY 

Price 
change 
per Revenue Change 

galJ.on., 1981-84 from RPI 
incl and indexed impact 
VA'r . full ye~. base effect 

£m £m % 
1tP ?O -- 140 0 .05 
2p 95. - 115 0.05 

2Jp 120 90 0.05 

3p 140 70 0 ~ 1 

~p 165 - 4.5 0 .1 

'l·p 190 20 0 .1 

( Lj ~~p 210 0 0.1 
(revalor isation) 

5p 235 + 25 0.1 

5-tp 260 + 50 0.15 
6p 280 + 70 0.15 

7p 330 + 120 0. '15 

; 

DERV DUTY 

1~p 20 30 nil 
2p 25 25 nil 

2i .P 35 15 nil 
3p 4.0 10 nil 

3tP LJ.5 5 nil 
•. ( 3 . 7p 

(reval oris ation) 50 0 nil 
4p 50 0 nil 

BUDG}~'.l1 S:ECHET 



J .. 



BUDGET SECRET 

Board Room 
H M Customs and Excise 
King 's Beam House 
Mark Lane London EC3R 7HE 

From: A M Fraser 

Date: ll February 1983 

CHANCELLOR OF THE EXCHEQUER cc: Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State(C) 
Minister of State(R ) 
Sir Dougl as Wass 
Mr Bur ns 
Mr Middleton 
Mr Byatt 
Mr Moore 
Mr Kemp 
Mr Cassell 
Mr Griffiths 
Mr Hall 
Mr Norgrove 
Mr Ridl ey 
Mr Frenc h 
Mr Harris 
Sir L Airey 

INDIRECT TAXES : LETTER FROM SECRETARY OF STATE FOR ENERGY 

I attach a short note a n alysing t h e recommendations a b out i ndirect 

taxes in t he letter of 8 February from the Secretary of State for 

Energy. Sections 2 and 3 (petrol and derv) and the annexed tables 

of the latest international comparisons of road fuel prices and tax 

burdens will be particularly relevant to the discussion proposed 

for your next overview meeting on 15 February. 

Internal circulation: Mr Freedman 
Mr Howard 
Mr McGuigan 
Mr Battle 
CPS 
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INDIRECT TAXES: 1983 BUDGET: LETTER FROM SECRETARY OF STATE 

FOR ENERGY 

This note considers the recommendations about the indirect taxes 

contained in the letter of 8 February from the Secretary of State 

for Energy . 

1. CAR TAX 

Mr Lawson sees no merit whatever in any reduction in car tax -

which he considers should have a low priority this year - and 

recoupment of lost revenue via petrol duty. 

Comment The inter-departmental report submitted by Mr Moore on 

31 January made it clear (paragraph 21) that officials saw no case 

for real increases in other motoring taxes simply in order to finance 

a reduction in car tax. You have decided (Mr Kerr's note of 

2 February) to await the expected letter from the Secretary of State 

for Industry before taking a fi f C dfcts!on on the rate of car tax. 

~~~:A-') 
2. PETROL DUTY 

Mr Lawson would resist Mr Howell' s proposal for a 6p increase in\ ~ 
petrol taxation in order to hold VED on cars at its present level. 

He remarks that our petrol prices are in line with those on the 

Continent, In his view any increase in petrol duty ought not, at 

most, to go beyond revalorisation . 
~ ---

Comment You have already ruled out Mr Howell ' s proposal. On 

the whole, we consider that our petrol prices are on the low side 

compared with most EC Member States (see table 1 attached). 

Mr Lawson' s view implies that the maximum increase in petrol 

taxation should be 4fp this year . 

3. DERV DUTY 

Mr Lawson suggests that our derv prices are the highest in the 

EC and argues that derv duty should not be revalorised at all this 

year . 

BUDGET SECRET 





I 
I 

BUDGET SECRET 

Comment This would forgo revenue of £45 mi ll ion compared with 

t he 3tp increase illustrated in our paper on excise d uty options . 

There woul d be no impact on the RPI. If, for illustration , petrol 

were to be fully r evalorised, the proposal woul d i ncrease the tax 

d ifferential from 12p t o 16!p . Previous discu ssion at official level 

s uggests t hatthis would probably b e a cceptable to the Departmen t 

of Industry, who a r e more concerned to reduce b usiness costs . 

It would al so, however, require higher VED increa ses on goods 

vehicles , if the transport policy objective of r equiring all clas ses 

of road u ser to cover t heir road track costs were to b e maintained . 

Mr Howell has a l ready registered t his thought in his letter of 

26 ] anuary which u r g es revalorisation . 

We agree that in nominal t erms ou r derv prices a re the h ighest 

in the EC apart from I re land . However, as s how n in t ab le 2 

a ttached, the effective price t o busine s s users i s less tha n in France 

and, at the worst, onl y slightly ahead of Germany . A number of 

other Member State s such as Ita l y have relatively low r ates of duty 

on derv, but higher rates of VED on d ie sel-drive n vehicles : reliable 

comparisons are very difficult in such cases. 

4. HFO DUTY 

Mr Lawson concl udes tha t we c a n offer no more t o i ndustry than 

a further erosion of t he duty i n r eal t erm s. 

Comment This i s also the r ecommendat ion in Mr Griffiths ' submission 

of 7 February to EST , and in EST' s n ote to you of 9 Febr uary . 

5. GAS OIL, AVTUR AND LUBRICATING OILS 

Mr Lawson recommends t ha t the d uties on t he se items shou ld remain 

unchanged . 

Comment These items , like heav y fue l oil , are currently char ged 

a t the " rebated" r a te of duty equivalent to 3tp a g allon. The 

recommendation a ccords with Mr Freedman 's submission of 1 February 

agreed "g enerally" by EST on 4 February . 

BUDGET SECRET 
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6. DOMESTIC PARAFFIN 

Mr Lawson recommends you to abolish the lp a gallon duty on 

domestic paraffin, which he says is now used largely by the elderly 

poor to heat their homes. 

Comment As Mr Lawson says, the revenue cost of abolition would 

be £5 million. However, the lp d uty rate applies to all kerosene 

other than aviation turbine fuel (3tp). Sales of premium paraffin 

(the type of kerosene usually associated with old age pensioners) 

have been declining rapidly in recent years, with the result that 

premium paraffin n ow account s for only 15% of the domes tic k erosene 

market. The rest is burning oil and is used mainly in central 

heating systems. 

The duty is insignificant in r elation to the price of paraffin, and 

abolition would be of minimal help to the elderly. The existing 

anomaly between those using kerosene for central heating (lp a 

gallon duty) a nd those using gas oil for the same p urpose ( 3tp 

a gallon duty) would be exacerbated. We recommend t hat this duty 

should remain unchanged, 

A M FRASER 





TABLE 1 

J!~C PETROJJ .AND DEHV J?RI GES 

(i) '+-STA11 PETH.OL (pence per gallon) 
Effective 

Factor( 1) Excise as % 
price to 

VAT( 2 ) 
Tax business 

cost dut_x RSP of RSP 

Belgj_um 90 63 38 191 53 
De run ark ·92 78 37 207 56 
France 94. 72 31 197 52 
G•~rman;y 90 62 20 172 48 

Ireland 113 87 36 236 52 
Italy 89 106 39 234 62 
Luxembourg 88 52 1ll· 151·1- 43 
Netherlands 91 ' 65 28 184 51 
UK 77 70-t 22 169~ 55 

(1) Source for factor costs (except UK): EC Oil Bulletin 

.No 180 - prices es at 17 /1/8.)., Exchar:igc .l'ut e~; :::1s at 

7/2/83. UK prices are based en latent Dept of Energy 

weekly esti1J1ates (7/2/83). Factor cost for Belgium 

users 

172 
207 

197 
152 

236 

2'15 

1'-~0 

156 
1ll-'l~-

is the maximum, otherwise the average . ]'ull information 
not available for Greece. 

(2) Deductible by most business users, but fully blocked in Denma..:ck~ 
France and Ireland and 50% blocked in Belgium and 

Italy. 





(ii) DERV (pence per gallon) 

Belgium 
Denmark 

France 

Germany 

Ireland 
Italy 
r.uxembourg 

Netherlands 

UK 

Factor( 1 )Excise 
cost duty 

86 26 

98 14< 3) 
94 38 
90 53 

109 62 

94 12< 3) 

88 17( :?) 

87 '22( 3) 
89(5) 60 

T.ABLE 2 

V.AT( 2 ) 
Tax as % 

RSP of RSP 

28 140 39 
25 137 28 

25 157 40 

19 162 4l~. 

31 202 46 

16 122 23 

11 146 21+ 

20 129 38 
22-t 171~ 48 

(1) Source for all countries except UK: EC Oil Bulletin No 

Effective 
price to 
business 
users 

126 

137 
~1 57 

143 

202 

114 

' 105 

109 
14·9 ( Lj.) 

~1ao -
prices as at 17/1/8,?. Hates o.f exchange 7/2/83. Factor cost 

latest Dept of Energy weekly estimates (7/2/83) ., Full information 

not available for Greece. 

(2) Deductible by most business users~ but fully blocked in Deruo ark and. 
Ireland , 80% blocked in ]'ranee and 51YtG blocked in Belgium and. 

Italy • . 

' ( 3) Duty on DF.RV is low, but there are higher ta.xes on diesel­

powercd vehicles than others. 

( 4) Pump prices . Most UK business users purchase derv under contrBct 

at prices up to 15p a gallon less than the pump price . Inform at ion 

as to any comparable disparities between pump and contract prices 

o.n the Continent is not available . 
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PS/ECONOMIC SECRETARY 

HEAVY FUEL Oll. DUTY 

BUDGET CONFIDENTIAL 

FROM: JILL RUTTER 
DATE: 14 February 1983 

cc Chief Secretary 
Financial Secretary 
Minister of State (R) 
Sir D Wass 
Mr Middleton 

. Mr Bailey 
Mr Cassell 
Mr Kemp 
Mr Moore 
Mr Wicks 
Mr Griffiths 
Mr Walton 
Mr Ridley 
Mr French 
PS/C&:E 

The Chancellor has seen the Economic Secretary's minute of 9 February. He is in agreement 

with the proposals contained in that minute. 

,~R 
JILL RUTTER 

\ 



I 



SECRET 

CHANCELLOR 

INDIRECT TAXES: PETROL 

FROM: AD.AM RIDLEY 
14- February 1983 

cc CST 
FST 
EST 
MST(C) 
MST(R) 
Sir Douglas Wass 
Mr Burns 
Mr Middleton 
Mr Byatt 
Mr Moore 
Mr Kemp 
Mr Griffiths 
Mr French 
Sir L Airey I/R 

Mr Fraser's minute of February 11 exhibits a lot of useful 
information about international differences on· petrol and 
derv prices. In thinking about how you will present any final 
decisiomon this front to the House of Commons, it may also be 
helpful to have to hand information about tow:p./country variations 
in petrol and other petroleum product prices, which are, as we 
know, a very major consideration for · many of the Government 
supporters both in the House and in the country. This is, 
doubtless, not an easy matter on which to collect statistics. 

~ j.But it might nonetheless be helpful if one could see some 
~~Qi-m.4Jl f figures showing how the relationship has changed in recent years. 

A N RIDLEY 
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CHANCELLOR OF THE EXCHEQUER 

FROMti I WALTON 
14 February 1983 

cc Chief Secretary 
Financial Secretary 
Economic Secretary 
Mi nister of State (C) 
Minister of State (R) 
Sir Douglas Wass 
Mr Burns 
Mr Middleton 
Mr Byatt 
.Mr Moore 
Mr Kemp 
.Mr Cassell 
Mr Griffiths 
Mr Hall 
Mr Norgrove 
Mr Ridley 
Mr French 
Mr Harris 
PS/C&E 
Mr Howard ( C&E ) 

VED AND DERV DUTY: LETTER FROM SECRETARY OF STATE FOR ENERGY 

You wished to know what would be the i mplications for VED of adopting 
the Secretary of State for Energy's proposal that there should 
be no increase in the duty on derv in this year's Budget. 

2. The major implication for VED is in relation to heavy lorries, 
and the Government's policy of ensuring that all classes of lorry 
at least cover their road costs through taxation (derv and VED). The 
Secretary of State for Transport, in hi s letter of 26 J anuary, stressed 
the importance which he attaches to full revalori sation of derv 
duty. Thi s is particularly the case in respect of the heavi est 
lorries currently permitted on the road (32.5 tonnes) which fall 
considerably short of meeti ng their road costs. 

3. On the assumption that derv duty is revalorised, Mr Howell has 
proposed an increase of 26 per cent in the VED rates for the 32. 5 tonne 
lorries (about 1 per cent of operating costs per vehicle). This will 
stil l leave such lorries wi th a revenue to road cost ratio of only 
0.87: 1, considerably short of full cost coverage. (Currently the 
revenue/cost ratio on these lorries s t ands at 0.82: 1.) Mr Howell 
also proposes a 23 per cent increase in VED for 30 tonne rigid lorries 

and increases of between 4.5 per cent and 12 per cent for 5 other 
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groups of lorries in order to bring them to full cost coverage. 

4. If there were to be no increase in derv duty this year, we under­
stand that Mr Howell would not wish to recommend VED increases of 
more than 26 per cent for any category of lorry. On t .his basis the 
32.5 tonne lorries would cover only 0.85 of their road costs, while 
30 tonne rigid lorries would fall margi nally short of meeting their 
full costs. There would have to be larger increases than previously 
proposed for the other categories of lorries which do not cover their 
costs> as well as increases for some categori es which would not 
other wise have suffered increases if derv duty had been revalorised. 

5. If there were no increase in derv duty, and VED rates on lorri es 
were increased so that lorries met thei r road costs (subject to 
a maximum increase of 26 per cent on any particular category), lorries 
as a whole would cover their road costs with a margin of about 
£10 million to spare. However, the most damaging lorries would be 
considerably short of meeting their costs, causing particular diffi culty 
for the Government's object i ve of ensuring that all lorries at least 
cover their road costs. This would undoubtedly raise criticism from 
the environmentalist lobby. Several other categories of lorry would 
suffer large increases in VED in order to meet full costs (and 
one category would still fall marginally short). 

I WALTON 
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CHANCELLOR OF THE EXCHEQUER 

PETROL AND DERV 

Board Room 
H M Customs and Excise 
King's Beam House 
Mark Lane London EC3R 7HE 

From: ] P Bone 

Date: 14 February 1983 

cc: Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State(C) 
Minister of State ( R) 
Sir Douglas Wass 
Mr Burns 
Mr Middleton 
Mr Byatt 
Mr Moore 
Mr Kemp 
Mr Cassell 
Mr Griffiths 
Mr Hall 
Mr Norgrove 
Mr Ridley 
Mr French 
Mr Harris 
Sir L Airey 

I attach two tables, which we understand you would like for 

tomorrow 1 s overview meeting, showing the duty, total tax burden 

and price for petrol and derv, in actual and real prices since 1970. 

We understand that you have also asked what would happen to the 

pump price of petrol if the price of crude oil were to be reduced. 

We find it difficult to express a view. At present, the pressures 

of competition are such that petrol is being sold at unrealistically 

low prices - perhaps 15p or so below the economic price. The major 

oil companies have made frequent attempts to raise prices over the 

Internal distribution: Mr Freedman 

Mr Howard 

Mr Middleton 

CONFIDENTIAL 

Mr McGuigan 

Mr Battle 

Mr Stark 

CPS 
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past year b ut , a part from some su ccess i n t h e early su mmer of 1982 , 

few p r ice rise s have held for long . It seems p robable t h at , if the 

price of crude oil we re to fall, the majors would seek to re-establish 

their margins; but it is a l so possible t hat smaller companies 

purchasing on t he Rotterdam spot market could again force t he price 

down . 

We understand tha t your query about the costs of inter-acting derv 

and VED options is b eing dealt with by the official Treasu r y (FP2). 

~ 
J P BONE 
PRIVATE SECRETARY 

CONFIDENTIAL 





PEl'ROL: POST BUDGE!' PRICES, DUTY AND TAX CONTENT 

(pence) 

Actual Prices 1970 Prices 
Price Duty Total tax Price Dut1 Total tax 

1970 32.7 22.5 22.5 32.7 22.5 22.5 

1971 34.5 22.5 22.5 31.5 20.6 20.6 

1972 35 .. 0 22.5 22.5 29.9 19.2 19.2 

1973 36.5 22.5 22.5 28.5 17.6 17 .. 6 

1974 55.0 22.5 27.5 37.1 15.2 18 .. 5 

1975 72.5 22.5 37.0 39.3 12.2 20.1 

1976 77.0 30.0 38.6 35.8 14.o 18.0 

1977<1> 78.0 30.0 38.7 31.3 12.0 15.5 

1978 80.0 30.0 38.9 29.7 11.1 14.4 

1979 110.0 36.8 51.1 36.0 12.0 16.7 

1980 132.0 45.5 62.7 36.6 12.6 17.4 

1981<1> 161.0 62.8 83.8 39.9 15.6 20.8 

1982 159.0 70.6 91.4 36.3 16.1 20.9 

(1) August 



•.I -- ,. 

.. 

.. c: 

' · ' "' • 

. "1' I\ 

. ,• ~ ,. ... . 
• r ~l r 

. . " . 



DERV: POST BUDGET PRICE , DUTY AND TAX CONTENT 

(pence) 
Actual 1970 prices 

Price Duty Total tax Price Duty Total tax 

1970 32 .0 22.5 22.S 32.0 22 .5 22.5 
1971 34.0 22.5 22.5 31. l 20.6 20.6 
1972 34.5 22.5 22.5 29.4 19.2 19 .2 

1973 37.0 22.5 22.5 28 .9 17.6 17 .6 
1974 54.5 22.5 27.5 36.7 15. 2 18.5 

1975 54.0 22.5 26.5 29,3 12.2 14.4 
1976 67.5 30.0 35.0 31.4 14.0 16.3 
1977(1) 83.5 35.0 41.2 33.5 14.l 16.S 
1978 84.1 35.0 41.2 31.2 13.0 15 .3 
1979 116.5 41.8 57.0 38 .l 13 .7 18 .7 
1980 134.9 45.5 63 .l 37 ,4 12.6 17 .5 
1981 (l) 151.0 54. l 73.8 37 .4 13.4 18.3 
1982 165.0 60.2 81.8 37 .7 13.7 18.7 

(1) August. 
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NOTE OF A MEETING HELD IN THE CHANCELLOR'S ROOM, HM TREASURY, 

AT ll.45AM ON WEDNESDAY 16 FEBRUARY 1983 

Those present: Chancellor of the Exchequer 
Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State (C) 
Minister of State (R) 
Mr Bailey 
Mr Middleton 
Mr Cassell 
Mr Kemp 
Mr Moore 
Mr Robson 
Mr Andren 
Mr French 
Mr Green ) 

Mr Isaac ) Inland Revenue 
Mr Battishill) 
Mr Blythe ) 

SMALL FIRMS, ENTERPRISE AND WIDER SHARE OWNERSHIP 

The meeting had before it the Financial Secretary's minute of 

14 February. 

(l} Business Expansion Scheme 

The Chancellor noted that Ministers had 

already endorsed the Scheme's broad approach 

.T4e Financial Sec,retary explain.ea 

that the Inland Revenue now estimated the 

full-year cost of the scheme to be in the 

range of £50-300 million. He himself 

regarded the £300m figure as very much an 

upper estimate. It was agreed that for the 

p~.pose::9f.tb.e. Budget the scheme should be 

costed at £75m, subject to further advice. 

It was also agreed that the scheme should 

/exclude 

BUDGET CONFIDENTIAL 
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exclude unquoted companies whose shares 

were quoted on the USM. Indeed, it was 

pointed out that the inclusion of such 

companies in the Scheme would be much 

more likely to provoke protest. It was 

decided that an investor who simply 

replaced an outstanding loan to a company 

with share capital should not be eligible 

for tax relief. However, it was suggested 

that this was a point which the Government 

might concede in Committee or in a subseq~ent 

Budget. 

The Chief Secretary commented that it had 

been suggested to him by City sources that 

an en:o.i:mo.·~.S. ;. amount of investment could be 

generated if there were an increase in the 

15 per cent limit currently ·im.posed on the 

proportion of investment trust funds which 

could be placed in unquoted companies. It 

was pointed out that this was a limit set by 

the Stock Exchange rather than by the 

Government .and it was.suggested that officials 

might take this point up with the Department 

of Trade, with a view to Ministers raising 

the issue with Sir Nicholas Goodison after 

the Budget. 

( 2) Loan Guarantee Scheme 

The Chancellor referred to Mr MacGregor's 

lett er of 11 February and Mr Gordon's 

submission of 14 February. He noted that 

there was general agreement that the Scheme 

should be extended for the full three year 

period at an additional cost of £240m. It 

was agreed that the coverage of the Scheme 

should be extended as the Department of 

/Industry had 

BUDGET CONFIDENTIAL 



( 



BUDGET CONFIDENTIAL 

Industry had reconunended, subject to a 

check by Treasury officials of the precise 

definitions. After some discussion, it 

was also agreed that the guaranteed 

proportion should remain at 80%. It was 

thought that it would be unhelpful to 

change the terms of the Scheme mid-way 

through its life and thus risk giving the 

wrong signal to industry. The extension 

of the Scheme should be announced in the 

Budget and should not be foreshadowed in 

any announcement by the Department of 

Industry. It was agreed that the draft 

letter attached to Mr Gordon's submission 

would be revised to take account of this 

point. 

( 3) Corporation Tax 

This had been discussed at the immediately 

p.t'eaedingmeeting. 

(4) Capital Transfer Tax 

A meeting was being arranged for the following 

week. 

(5) Wider Share Ownership 

It was noted that the Secretary of State for 

Industry would be pressing the Chancellor to 

make more concessions in this area when he 

met him at the end of the week. Summing up 

a brief discussion, the Chancel lor said that 

Treasury Ministers were not disposed to go 

beyond the package set out in paragraph 9 of 

the note attached to the Fin~n~ial Secretary's 

minute of 14 February. He would discuss the 

/proposal with 

BUDGET CONFIDENTIAL 
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proposal with the Secretary of State for 

Industry at the end of the week and it 

was agreed that if, in the light of that 

meeting, some fur t her concession was 

deemed necessary , the best course would 

be to continue the present income tax 

charge on the exercise of the option, but 

to scale it down by charging only a 

proportion of the gain. The Financial 

Secretary suggested a figure of 75 per cent. 

(6) Capital Gains Tax 

Decisions had already been taken 

( 7), Zero. and Deep Discounted Stock 

Proposals awaited the outcome of the recent 

consultations. 

(8) VAT 

A·n increase in VAT registration thresholds 

had been agreed. The Economic Secretary 

reported that he and the F~nancial Secretarx 

~ere not recommending the introduction of 

annual VAT accounting during 1983-84 nor 

large-scale consultations. Instead, they 

recommended that a questionnaire should be 

sent to a relatively small sample of traders, 

with one tightly-worded question . The 

introduction of annual accounting remained an 

option for the 1984 Budget. The Chancellor said 

he was favourably inclined towards the Economic 

Secretary 's propo·sa:Ls but wanted to reflect 

further. It was a grt:led no expenditure should b e 

scored against 1984-85 

( 9) "Net of Tax" pay tables 

The Financial Secretary said that he would 

/like the use of 

BUDGET CONFIDENTIAL 
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like the use of "net of tax" pay tables tQ be conunended 

in either the Budget Speech or during the 

Budget Debate, while acknowledging that they 

would not be of universal benefit. Mr Isaac 

stressed that their use should not be oversold 

The Chancellor said that he saw some immediate 

attractions in this proposal but would like an 

opportunity to look at it in more detail. He 

saw the use of such tables as an essential 

element in management style. 

(10) Schedule D/E 

The Financial Secre~ary would be putting up a 

paper on this subject for onward transmission 

to the Prime Minister. 

(li) Schedule D Case V tradi~g losses 

This proposal was rej·ected. 

(12) De minimis limit for assessment of apportioned 
Income 

A decision had already been taken. 

(1 3 ) Interest relief ~ employee buyouts 

The Inland Revenue would be submitting a note 

later in the week. 

(14) Close Companies - ACT limit on ~oans 

A decision on the change in the monetary limit 

awaited a decision on the mortgage interest 

relief ceiling. 

( 15) Tax 'treatment of ;i;nterest J?aid by companies to 
non-1tesidents 

Proposals awaited the outcome of consultation. 

(xvi) Discounts 

BUDGET CONFIDENTIAL 
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U'..6} Discounts on bills of exchange (acceptance credits) 

The Financial Secretary had agreed to legislate 

in the 1983 Finance Bill. 

The meeting closed at 12.45pm. 

MISS M o'MARA 
17 February 1983 

Circulation. 

Those Present 

Sir Douglas Wass 
Mr Burns 
Mr Martin 
Mr Ridley 
PS/IR 
PS/C&E 
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BUDGET SECRET 

FROM: D J L MOORE 

cc 

CHANCELLOR OF THE EXCHEQUER 

PETROL DERV AND VED 

18 February 1983 

Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State (R) 
Mini ster of State (C) 
Sir D Wass 
Mr Burns 
Mr Middleton 
Mr Cassell 
Mr Kemp 
Mr Griffiths 
Mr Hall 
Mr Ridley 
Mr French 
Mr Harris 
PS/Customs & Excise 
Mr Freedman (C&E) 
Mr Howard (C&E) 
Sir Lawrence Airey - IR 
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At your overview meeting on 15 February you provisionally decided 
that duty on petrol and derv should be increased either by 4ip and 
3iP (ie revalorisation for petrol with derv shaded down from 3.7p) 
or by 4p and 3p. For operational reasons Customs and Transport 
want final decisions on these duties and on VED by 25 February. To 
meet that, you will wish to look further at the options at the over­
view meeting on 22 February and then to sound out your colleagues 
most closely concerned on your proposals. 

2. In preparation for that meeting Customs are sending you a note 
comparing urban and rural petrol prices. This note looks at the 
conflicting views of the Secretary of State for Transport (letter of 
26 January) and Energy (8 February) and the relationship between 
derv duty and VED on lorries. 

PETROL AND VED ON CARS AND LIGHT VANS 

3. On petrol, Mr Lawson counsels caution and revalorisation as 
the maximum acceptable. Mr Howell wanted you to increase petrol by 
1fp over revalorisation so that VED on cars and light vans could be 
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held at £80. You have ruled that out by your decision to increase1 
VED on these vehicles to £85 and to set revalorisation of petrol duty 

as your upper option. 

DERV AND VED ON GOODS VEHICLES 

4. Mr Howell wants 3tP on derv so that he does not have to increase 
VED higher than otherwise for some heavy lorries. Mr Lawson wants no 
increase in derv duty for three reasons: adverse comparison between 
our derv prices and those in the European Community; to help with 
industrial costs; and on energy efficiency grounds. On Community 
comparisons, Customs have updated their tables for petrol and for 
derv and these are annexed to thi s note. Table 2 shows that in 
nominal terms our derv prices are the highest in the EC apart from 
Ireland. But the effective price to business users is less than in 
France and only slightly ahead of Germany. A number of EC 
countries such as Italy have relatively low rates of duty on derv, 
but higher rates of VED on diesel driven vehicles: reliable comparisons 
are very difficult in such cases. 

5. The industrial case is that derv is very largely used by 
business so that if there were no increase, rather than 3ip, the 
revenue foregone of £45 million would largely be to the benefit of 
business costs. But, as explained below, there would be an offset 
of around £7 million bearing on industries using hea~rtl1orries 
because of compensating increases in VED. If petrol/were fully 
revalorised the petrol/derv differential would increase from 12p to 
16ip. The Department of Industry are no longer worried that an 
increase of this order would be damaging to UK car manufacturers 
and would not oppose it on those grounds. 

6. The energy efficiency point is simply that d i esel engines are 
markedly more fuel efficient. In any event, under either of your 
present options, the differential would widen from 12p to 13p. Provided 
the differential were not narrowed I do not think that Mr Lawson 
would have grounds, in terms of his Department's policy objectives, 
for resisting this outcome. 
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j Mr Howell wants derv duty to be increased by 3~p, though I 
doubt whether he would quarrel with 3p. He fears that no increase 

would run him into trouble with his commitment to move as quickly as 
possible to a position in which taxation, through derv duty and 

VED, is sufficient to ensure that each lorry group covers it road 
costs. To that end he is alrea~y proposing, on the assumption of 

full derv revalorisation, i ncreases of up to 26 per cent on VED on 

some of the heavier and more damaging lorries which are still 
not covering their costs. 

8. If he lost income from derv duty he would have to make even 
higher increases on VED. Where he is already proposing 26 per cent 

he apparently does not think any more would be practicable and for 

these categories he would fall behind i n his move to full cost 
recovery. To the extent that he is seen to be doing so he will be 
in even more trouble with the environmental lobby and with the 

rail freight lobby who are eager to see the i r road competitors 
clobbered. 

9. The VED increases would be about the same whether derv duty 
goes up by 31 or 3p. But if it were not increased at all, the 

effect on the main categories would be:-

i. Either way about 315,000 lighter lorries (60 per cent of 

total) would have VED reduced by up to 10 per cent(aainly £20-40)airl 
would still cover their road costs. 

ii. Five other categories of lorry (about 20 per cent of total) 

would have increases of up to 12 per cent (£120) doubled in 
order to cover their road costs. 

iii. 30 tonne rigid lorries (3 per cent of total) would have an 

increase of 26 per cent rather than 23 per cent (£390) and there 

would be 98 per cent rather than full recovery of road costs. 
(~ 'foU/u) 

iv. 32.5 tonne lorries (about 15 per cent of total) would have 

a 26 per cent (£480) i ncrease either way, but there would be 

85 per cent rather than 87 per cent recovery of road costs. -
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v. The 38 tonne lorries allowed on the road from 1 May have 
to cover their road costs fully from the outset and with no 
increase in derv their VED would be £3100 rather than £2900. 

10. As the following table shows, whatever the outcome, road 
costs of goods vehicles overall will be more than recovered: 

Derv duty 
increase 

3tP 

3p 

Op 

Total road 
costs £m 

972 

972 

972 

Revenue from 
lorries 

VED 
£m 

375 

376 

383 

Derv 
£m 

631 

626 

600 

Margin of revenue 
over road costs 

f.m 

34 

30 

11 

11. If contrary to your present intention, derv duty were not 
increased the figures in paragraphs 8 show that Mr Howell 
would face some serious, though perhaps not impossible>problems. 
He would be marginally behind his aims for movi ng to full cost 
recovery. More worryingly, he would have to make even bigger VED 
increases for some categories than those he has already proposed. 

OTHER FUEL DUTIES 

12. You have agreed that there should be no change in the duty on 
heavy fuel oil. The Economic Secretary has also agreed that there 
should be no change in duties on gas oil, avtur and lubricat i ng 
oils. All these decisions are as Mr Lawson recommended. 

13. You decided at the overview meeting not to pursue MrLawson's 
suggestion of abolishing the 1p a gallon duty on domestic paraffin. 
Though advocated as a "compassionate lollipop" relatively little of 
this is now used by old aged pensioners. And in any event the duty 
is insignificant in relation to the price of paraffin. 

CONCLUSIONS 

14. You have already reached decisions on VED on cars and light 
vans and on the minor oil duties. 
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15. On derv duty and VED on goods vehicles, my judgement is that 
the problems which would confront Mr Howell if there were no derv 
increase are not insuperable but sufficient to reinforce your 
provisional decision to go for 3iP or 3p . Given that the petrol/derv 
differential would widen slightly, Mr Lawson may well be willing 
to accept it, and has no strong departmental reasons for not doing so. 

16. The next step is to decide what is the increase acceptable on 
petrol and then to fix on an increase for derv which ensures that 
the present differential is at least maintained. But the derv/VED 
problems reinforce the case for a petrol increase of 4tp or 4p. 

17. In· the light of the further discussion on 22 February I suggest 
that you, or the Economic Secretary, should then talk as quickly as 
possible to Mr Howell and, in particular, seek confirmation of the 
changes he will propose for VED on goods vehicles. Following that you 
will wish to let Mr Lawson know the outcome. 

16. Having dealt wit~ the two Ministers operationally most concerned, 
you may wish, in addi tion to sounding out the Prime Minister to speak 
to the Chief Whip and the Secretaries of State for Scotland and 
Wales who will be particularly concerned with the petrol duty increase. 
These discussions will need to be completed next week if Customs and 
Transport are to have their firm decision by 25 February. 

§tn. 
D J L MOORE 



" 

f 

I' 

r ' ., 

I I 



r 

TABLE 1 

EC PETROL AND DERV PRICES 

(i) 4-STAR PETROL (pence per gallon) 

Effective 

Factor('1)Excise Tax as % 
price to 

VAT( 2) 
business 

cost duty RSP of RSP users 
Belgium 92 64 39 195 53 
Denmark 87 79 37 203 57 
France 96 73 31 200 52 
Germany 90 62 20 172 48 

Ireland 114 88 36 238 52 
Italy 90 108 40 238 62 
Luxembourg 89 53 14 156 43 

Netherlands 92 66 28 186 51 
UK 76 71 22 169 55 

(1) Source for factor costs (except UK): EC Oil Bulletin 
No 180 - prices as at 24/1/83. Exchange rates as at 
15/2/83. UK prices are based on latest Dept of Energy 
weekly estimates (14/2/83). Factor cost for Belgium 

176 
203 

200 

152 
238 
218 

142 

158 
147 

is the maximum, otherwise the average. Full information 
not available for Greece. 

(2) Deductible by most business users, but fully blocked in 
Denmark , France and Ireland and 50% blocked in Belgium 
and Italy. 
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(ii) DERV (pence per gallon) 

Belgium 
Denmark 

France 
Germany 
Ireland 
Italy 
Luxembourg 
Netherlands 
UK 

Factor(1 )Excise 
cost duty 
86 27 
94 14 (3) 

95 39 
91 

110 

91 

86 
87 
a9C4 ) 

54 

63 
12(3) 

17< 3) 
22<3) 

60 

VAT( 2) RSP 
28 141 
24 132 

25 159 
19 164 

31 204 
15 118 

10 113 
20 129 
22 171 

UK 

TABLE 2 

Tax as % 
of RSP 

39 
29 
40 

45 

46 

23 
24 

33 
48 

Effective 
price to 
business 
users 

127 
1 32 

154 

145 

204 

111 

103 
109 
149(4 ) 

(1) Source for all countries except!: EC Oil Bulletin No 180 -

prices as at 24/1/83. Rates of exchange 15/2/83. Factor cost 
is the maximum for Belgium, otherwise average. UK prices are 
based on latest Dept of Energy weekly estimates 04/2/83). Full 
information not available for Greece. 

(2) Deductible by most business users, but fully blocked in Denmark 
and Ireland, 80% blocked in France and 5o% blocked in Belgium 
and Italy. 

(3) Duty on DERV is low, but there are higher taxes on diesel­
powered vehicles than others. 

(4) Pump prices. Most UK business users purchase derv under contract 

at prices up to 15p. a gallon less than the pump price. Information 
as to any comparable disparities between pump and contract prices 
on the Continent is not available. 
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cc 

CHANCELLOR OF THE EXCHEQUER 

PETROL DERV AND VED 

18 February 1983 

Chie f Secretary 
Financial Secretary 
Economic Secretary 
Minister of State (R) 
Mini ster of State (C) 
'Sir D Wass 
Mr Burns 
Mr Middleton 
Mr Cassell 

· .Mr Kemp 
Mr Griffiths 
Mr Rall 
Mr Ridley 
Mr French 
Mr Harris 
PS/Customs & Excise 
Mr Freedman (C&E) 
Mr Howard (C&E) 
Sir Lawrence Airey - IR · 
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At your overview meeting on 15 February you provisionally decided 
that duty on petrol and derv should be increa~~d either by 4ip and 
·3iP (ie revalo.risation for petrol with derv sha~ed down from ·3·.?p) 
or by 4p and 3p. For operational reasons Customs and Transport 
want final decisions on these duties and on VED by 25 February. " To 
meet that, you will wish to look further at the options at the over­
view meeting on 22 February and then to sound out your colleagues 
most closely concerned on your proposals. 

2. In preparation for that meeting Customs are sending you a note 
comparing urban and rural petrol prices. This note looks at the 
conflicting views of the Secretary of State for Transport (letter of 
26 January) and Energy (8 February) and the relationship between 
derv duty and VED on lorries. 

PETROL AND VED ON CARS AND LIGHT VANS 

3. On petrol 1 Mr Lawson counsels caution and revalorisation as 
the maximum acceptable. Mr Howell wanted you to increase petrol by 

1tp over revalorisat i on so that VED on cars and light vans could be 
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he~d at £80. You have ruled that out by your decision to increase 
VED on these vehicles to £85 and to set revalorisation of petrol duty 
as your apper option. 

DERV AND VED ON GOODS VEHICLES 

4. Mr Howell wants 3~P on derv so that he does not have to increase 

VED higher than otherwise for some heavy lorries. Mr Lawson wants no 
increase in derv duty for three reasons: adverse comparison between 
our derv prices and those in the European Community; to help with 

indus.t~ial costs; and on energy efficiency grounds. On Community 
comparisons, Customs have updated their tables for petrol and for 
derv and these are annexed to this note. Table 2 shows that in 
nominal terms our derv prices are the highest in the EC apart from 
Ireland. But the effective price to business users is less than in 

F~anc~ and only slightly ahead of Ge~any. A number of EC 
countries such as Italy have relatively-low rates of duty on derv, 

but-higher rates of VED on diesel driven vehicles: reliable comparisons .. 
are · very difficult in such cases .• 

5. The industrial case is that derv is very largely used by 
-

business so that if there were no increase, rather than 3ip, the 

r~venue foregone of £45 million would largely be to the benefit of 
business costs. But, as explained below, there would be an offset 

of around £? million bearing on industries using heaz~1yorries 
because of compensating increases in VED. If petrol/were fully 

revalorised the petrol/derv differential would increase from 12p to 
16~p. The Department of Industry are no longer worried that an 
increase of this order would be damaging to UK car manufacturers 
and would not oppose it on those grounds. 

6. The energy efficiency point is simply that diesel engines are 
markedly more fuel efficient. In any event, under either of your 

present options,the differential would widen from 12p to 13p . Provided 
the differential were not narrowed I do not think that Mr Lawson 
would have grounds, in terms of his Department's pol icy objectives, 
for resisting this outcome. 
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7. Mr Howell wants derv duty tq be increased by 3tp, though ·r 
doubt whether he would quarrel with 3p. He fears that no increase 
would run him into trouble with his commitment to move as quickly as 
po~sible to a position in which taxat ion, through derv duty and 
VED~ is sufficient to ensure that each lorry group covers it road 
costs. To that end he is already proposing, on the assumption of 
full derv revalorisation, increases of up to 26 per cent on VED on 
some of the heavier and more damaging lorries which are s till 
not covering their costs. 

B. If he lost income !rom derv duty he would have to make even 
. . -~ - .. 

higher increases on VED. Where he is already proposing 26 per cent 
he apparently does not think any more would be practicable and for 
these categories he would fall behind in his move to full cost 
recovery. To the extent that he is seen to be doing ~D he will be 
in even more trouble with the environmental lobby and with the 
rail freight lobby who are eager to ·see their road competitors 
clobbered. 

9. The VED increases would be about the same whether derv duty 
goes up by 3~ or 3p. But if it were not incr.e.ased at all, the 
effect on the main categories would be:-

i. Either way about 315,000 lighter lorries (60 per cent .of 

total) would have VED reduced by up to 10 per cent (mainly £20-40) am 
would still cover their road costs. 

ii. .F-ive other categories of lorry (about 20 per cent of total) 
would have increases of up to 12 per cent (£ 120) doubled in 
order to cover their road costs. 

iii. 30 tonne rigid lorries (3 per cent of total) would have an 
increase of 26 per cent rather than 23 per cent (£390) and there 
would be 98 per cent rather than full recovery of road costs. 
{~ 'foiT/o) 

iv. 32. 5 tonne lorries (about 15 per cent of total) would have 

a 26 per cent (£480) i ncrease either way, but there would be 
85 per cent rather than 87 per cent recovery of road costs. 
---------- --- ------- --- ----- ·- --
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v. The 38 tonne lorries allowed oo the road from 1 May have 
to cover their road costs fully from the outset and with no 
increase in derv their VED would be £3100 rather than £2900. 

10. As the following table shows, whatever the outcome, road 
costs of goods vehicles overall will be more than recovered: 

Derv duty 
increase 

3tp 

3P 

Op 

Total road 
costs £m 

972 

972 

972 

Revenue from 
lorries 

VED 
£m 

375 

376 

383 

Derv 
£m 

631 

626 

600 

Margin of revenue 
over road costs 

£m 

~ 

30 

11 

11. If contrary to your present intention, derv duty were not 
increased the figures in paragraphs 8 show that Mr Howell 
would face some serious, thoug~ perhaps not impossible>problems. 
He would be marginally behind· his aims for moving to full cost 
recovery. More worryingly, he would have to make even bigger VED 
increases for some categories than those he has already proposed. 

OTHER FUEL DUTIES 

12. You have agreed that there should be no change in the duty on 
heavy fuel oil. The Economic Secretary has also agreed that there 
should be no change in duties on gas oil, avtur and lubricating - . 
oils. All these decisions are as Mr Lawson recommended. 

1;. You decided at the overview meeting not to pursue MrLawson's 
suggest.ion of abolishing the 1p a gallon duty on domestic paraffin. 
Though advocated as a "compassionate lollipop'' relatively little of 
this is now used by old aged pensioners. And in any event the duty 
is insignificant in relation to the price of paraffin. 

CONCLUSIONS 

14. You have already reached decisions on VED on cars and light 
vans and on the minor oil duties. 

I I 
I I 
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15. On derv duty and VED on goods vehicles, my judgement is that 
the problems which would confront Mr Howell if there were no derv 
increase are not insuperable but sufficient to reinforce your 
provisional decision to go for 3ip or 3p. Given that the petrol/derv 
differential would widen slightly, Mr Lawson may well be willing 
to accept it, and bas no strong departmental reasons for not doing so. 

16. The next step is to decide what is the increase acceptable on 
petrol. and then to fix on an increase for derv which ensures that 
the present differential is at least maintained. But the derv/VED 

-~ ~ _·pr~[)lems reinforce tbe case for a petrol increase of 4ip or 4p. 

I 
: I 

. I 
I I 

j 

..~ ... 

17. In the light of the further discussion on 22 February I suggest !'. -

.. , that you, or the Economic Secretary, should then talk as quickly as 
- possible to Mr Howell and, in particular, seek contirmation of the 

change$ he will propose for VED on goods vehicles. Following that you 
will wish to let Mr Lawson know the outcome-. - __ 

18. Having dealt with the two Ministers operationally most conceroed, 

you may wish, in addition to sounding out the Prime Minister to speak 
· · / to the Chief Whip and the Secretaries of State for Scotland and 

~/ . -

r;,,~1. 
~ . ' . 

. - -

15 . ' tl . . ·· 
' 

· -Wales who will be particularly concerned with the petrol duty increase. 
These discussions will need to be completed next week if Customs and 
Transport are to have their firm decision by 25 February. 

I'- • -
....,, ':t.. ., (\ "" • • ,.. . .. 

~Ul . 
D J L MOORE 
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TABLE 1 

EC PETROL AND DERV PRICES 

(i) 4-STAR PETROL (pence per gallon) 

Effective 

Factor( 1)Excise Tax as % 
price to 

VAT( 2 ) 
business 

cost dut~ RSP of RSP users 
Belgium 92 64 39 195 53 
Denmark 87 79 37 203 57 
France 96 73 31 200 52 

Germany 90 62 20 172 48 

Ireland 114 88 36 238 52 
Italy 90 108 40 238 62 

Luxembourg 89 53 14 156 43 
Netherlands 92 66 28. 186 51 
UK 76 71 22 169 55 

(1) Source for factor costs (except UK): EC Oil Bulletin 
No 180 - prices as at 24/1/83. Exchange rates as at 
15/2/83. UK prices are based on latest Dept of Energy 
weekly estimates (14/2/83). Factor cost for Belgium 

176 

203 

200 

152 
238 
218 

142 

158 

147 

is the maximum, otherwise·the average. Full information 
not available for Greece. 

(2) Deductible by most business users, but fully blocked in 
. Denmark, France and Ireland and 50% blocked in Belgium 

and Italy. 
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(ii) DERV (pence per gallon) 

Belgium 
Denmark 

France 

Germany 
Ire.land 

Italy 

Luxembourg 
Netherlands 

UK 

Factor(1)Excise 
cost duty 

86 27 
94 14 ( 3) 

95 39 
91 

110 

91 
86 
87 
89(4 ) 

54 

63 
12(3) 

17( ;) 

22<3) 
60 

VAT( 2 ) RSP . · 

28 141 

24 132 

25 159 . 
19 164 

31 204 
15 118 

10 113 

20 129 

22 171 

UK 

TABLE 2 

Tax as % 
of RSP 

39 
29 
40 

45 
46 

23 
24 

33 
48 

Effective 
price to 
business 
users 

127 
132 

154 

145 

204 
111 

103 

109 
149(4 ) 

(1) Source for all countries except!: EC Oii Bulletin No 180 -
prices as at 24/1/83. Rates of exchange 15/2/83. Factor cost 
is the maximum for Belgium, otherwise average. UK prices are 
based on latest Dept of Energy weekly estimates 04/2/83). Full 
information not available for Greece. 

(2) Deductible by most business users, but fully blocked in Denmark 
and Ireland, 80°~ blocked in France and 500~ blocked in Belgium 
and Italy. 

( 3) Duty on DERV is low, but there are higher taxes on diesel­
powered vehicles than others. 

. . 
• • I 

I 
I 
! 

I l . 
(4) Pump pr~ces. Most UK business users purchase derv under contract i' 

at prices up to 15p a gallon less than the pump price. Information 

as to any comparable disparities between pump and contract prices 
.on the Continent is not available. 
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COH.FIDENTI.AL 

ECOKOMIC SECRE~ARl 

Boerd Room 
H M Custom' and Excise 
King·s Bum House 
Marie Lene London EC3R 7HE 

FROM: C FREEDMAN 

18 February 1983 

cc Chancellor 

{ lv 'h.~ '..,{r 

~~~~ 

Chief Secretary 
Financial Secretary 
Minister of State (C) 

&-.~~ O-;t~t/l-0 Minister of State (R) 
_ Sir Douglas Waes 

((./~-:, t'k~ Cv..~~t~" Mr Middleton 
r ~ Mr Moore 

( Vtv'~l~\. ry 
{'k...(;c, .l~ 

,.. <L.fl . 
c ~v....i~\.. ; r;., L ~~ (.;--~"-" v.i,\.,:·\.-' , ~ <1~"~ _Mr Griffiths 

Mr Ridley 
Mr French 

l~ ~"" ,;v.,a,;,leJ.;~ 
PETROL PRICES lN R~ .AREAS ~'v' ··1 

~y'"Clvv v--J\. ~ v\-J 

Viv7 '~tl. . 
1. There was some discussion about high petrol prices in ruraiareas at the 

Chancellor's overvi~w meeting on 1~ February. You may like to know that we 

have ·just co~pleted a survey, using our outfield staff in the course of their . 

. other duties, of prices in certain rural areas of England and, especially, 

Scotland and .Wales. 

2. · Xhe highest retail price f~r - petrol found in the second half of January 

was £2.17 per gallon on Coll {Scottish Islands) and in the Isles of Scilly. 

As shown in the annex to this note, there vere three other instances in 

Scotland of petrol in excess of f.2 a gallon, and two of derv. There were 

sev.eral "near misses" in each case. Prices elsewhere were much lover. The 

highest prices found in Wales were £1.73 per gallon for petrol and £1.84 per 

gallon for derv. In mid-Dartmoor the petrol price was £1.72 per gallon. The 

highest price for petrol found in £aet . .Anglia was £1.79 per gallon and thi s . 

price was found also at Newport, Isle of Wight. 

3. The DepartCDent of Energy's latest 11modal1' price both for the UK as a 

whole and major conurbations is about 169p per gallon, and the Department 

estimates the typical price in remote rural areas to be about 180p (it has 

Internal circulation:- CPS 
Mr McGui gan 
Mr Howard 

..-

.. 
' 

-
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recently fallen from 185p because of a 5p "temporary sales 11.llowance11 
- see 

5(d) below). 

4. Jou may like to be reminded of our calculations, originally used in 

Mr Walton's submission of 15 February to the Financial Secretary, that for 

small cars each iP per gallon on the price of petrol add.e £1.25 to the annual 

costs incurred by the typical urban motorist and £1.35 to the annual costs of 

the rural motorist. (This assumes an annual mileage of 7,500 miles at an 

a•erage for a smaller car of 30 cpg for the urban motorist and 9,500 miles at 

an average 35 mpg for the rural motiriet.) 

5. There are in practice a number of important reasons for the disparity of 

petrol prices between urban and rural areas: 

(a) Retail mark-ups are larger at rural garages compared 

to uroan 'garages. This ie because higher-retail =a~gins 

a.re needed in rural- outle~s to compensate for .: their - - . ,,. 

lover volume of sales. 

(b) The oil companies add "small load" and "zonal" premium 

charges (typica1ly amounting to 1p-2p a gallon) to their 

basic wholesale prices for most rura1 deliveries. There 

is a barrellage surcharge of 21p a ga1lon on supplies by 

barrel to certain Scottish Islands (in place of the small 

load premium). Even Bo the oil companies say that they 

do not fully recover the extra costs involved and 

·Department of Energy accept that this is the case. 

(c) "Selective price support", by vhich sales at certain 

• outlets are subsidised to the extent of about 9p, is 

being used to defend sales volume at competitive high­

volume urban sites. 

(d) "Temporary sales allowance" is given by the oil companies 

aa an across-the-board discount to all garages buying their 

petrol. Such discounts now total about 5p. Whether this 
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is passed on to the motorist is a matter for the retailer. 

Tough competition forces retailers in urban areas to pass 

on most of the discount quickly. In rural areaa, the 

indications are that, although it is nov passed on by the 

retailer, it ta.kee a longer time. 

6. As we explained before last year 1s Budget, there is little that the 

Government can do about {a) and (b). They reflect the economics of the market. 

On (c) and (d) however, Department of Energy officials are continuing to 

encou~age oil companies to make across-the-board price reductions to meet 

competition rather than rely on selective price support. This appears to have 

led to the recent fall in typical remote rural prices referred to in paragraph 

3 1 but at 9p tbe level of selective price support in urban areas remains high. 

·~ 

C nu:EDMAN 
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.ANNEX 

PETROL AND DERV: EXCEPTIONALLY HIGH PRICES 

4 star petrol Derv 
(£ per gallon) (£ per gallon) 

.Coll 2.17 

Isles of Scilly 2.17 1.96 

Colinsay 2.13 1.89 

Tyree 2.04 1.99 

Westray (North Orkneys) 2.01 1.99 

Strontian (nr Fort Wil!iam) 1.98 1.96 

Islay 1.98 1.93 

Jura .1.98 2.18 

Kirkwall. (Orkneys) 1.97 . 1.94 

Unst (Shetland) 1.92 2.05 
. ~ 
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Board Room 
H M Customs ar.d Excise 
King·s Beam House 
Mark Lane London EC3A 7HE 

Fr.om: J P Bone 

Date: 21 February 1983 

CHANCELLOR OF THE EXCHEQUER cc: Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State(C) 
Minister of State( R) 
Sir Douglas Wass 
Mr Burns 

PETROL AND DERV: REVENUE AND RPI EFFECTS 

Mr Middleton 
Mr Byatt 
Mr Moore 
Mr Kemp 
Mr Cassell 
Mr Griffiths 
Mr Hall 
Mr Ridley 
Mr French 
Mr Harris 
Sir L Airey 

You may like to have a reminder before tornorrow 1 s overview _meeting · 

of the revenue and RPI effects of the options still under con-

sideration for petrol and derv. The figures are as follows:-

• 
Option l 

Petrol + L.!p 

Derv + 31P 

Option 2 

Petrol + 4p 

Der-v + 3p 

and 

Revenue Change 
1983-84 from 

full year indexed base 

.Cm 

210 

45 

190 

40 

BUDGET SECRET 

£.m 

0 

-5 

-20 

e 

RPI 
impact 
effect 

% 

0.1 

nil 

0.1 

nil 

[_ 
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As y ou will se~ , the differenc e in .RPI im p ac t effect o f the t wo options 

for petrol is within the margin s of error of rounding. Whichever 

option yo~ choose, the total RP l impact effect of the excise duty 

package is e s timated as slightly mon: than 0.4%, but marginally 

less than the 0.45% assumed in the forecast. 

/1 nO_)) 

] er BONE 

PRIVATE SECRETARY 

- -
Internal distribution: Mr Battle Mr Freedman 

Mr Howard 
Mr Middleton 
Mr McGuigan Mr de Barker 
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PRINCIPAL PRIVATE SECRETARY 

FROM: C D HARRISON 
DATE: 22 FEBRUARY 1983 

cc PS/Chief Secretary 
PS/Minister of State (R) 
PS/Financial Secretary 
Sir D Wass 
Mr Middleton 
Mr Moore 
Mr Cassell 
Mr Kemp 
Mr Gri:f:fiths 
PS/C&E 

PETROL, DERV AND ~ED: MR MOORE'S MINUTE OF 18 FEBRUARY 

Your minute of 22 February refers. 

2. This evenin~ the Economic Secretary discussed with the 

Secretary of State for Transport the decisions on the petrol 

and derv duties, and VED. Mrs Chalker was also present. While 

the s~cretary of State would have preferred a 6p increase in the 

petrol duty, and no increase in VED on cars, he did not give 

any impression of wanting to take this any further and so we 

can assume that he has accepted the verdict reached. 

J. On VED on lorries, the Secretary of State con£irmed that 

he would wish to stick with the proposals made in his letter o:f 

26 January. Brie:fly, these were: 

Lorry weight1 tonnes 

Light lorries 

Intermediate ~roups 

JO (rip:id) 

32.5 (artic) 

-10 

up iD +12 

+23 

+26 
4. He also wished to stick with the proposals made in that letter 

on Farmer's and Showmens• Vehicles and Buses and Coaches. 

C D HARRISON 
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PS/MINISTER OF STATE (R) 

BUDGET SECRET 

FROM; J 0 KERR 

DATE: 22 February 1983 

_CH/EX REF NO ~a '5/10 
COPY NO -1/=-. OF .if2_ COPIES 

cc PS/Chief Secretary 
PS/Financial Secretary 
Sir Douglas Wass 
Mr Middleton 
Mr Moore 
Mr Cassell 
Mr Kemp 
Mr Griffiths 
PS/C&E 
Mr Freedman - C&E 
Mr Howard - C&E 

PETROL, D.ERV AND VED: MR MOORE'S MINUTE OF 18 FEBRUARY 

This is to confirm that the Chancellor would be grateful if, 

following this morning's "overview• meeting, and the decision 

that increases of 4p and 3p for petrol and derv• should be the 

preferred option, the Economic Secretary and the Minister of 

State could conduct the soundings mentioned in paragraph 17 of 

Mr Moore•s minute. He hopes that the Economic Secretary could 

see Mr Howell either today or· early tomorrow morning, and that 

the Minister of State could brief Mr Lawson in the margins of 

their meeting' tomorrow afternoon. The Chancellor would then plan 

to talk to the Chief Whip and the Secretaries of State for Scotland 

1 and Wales, on Thursday, and to inform the Prime Minister of the 

position in a minute on Thursday night. 

BUDGET SECRET 
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NOTE OF A MEETING ON TUESDAY ZZ FEBRUARY AT 

9.00 A.M. IN THE CHANCELLOR'S ROOM, H.M. TREASURY 

Present: 

CAPITAL TAXES 

Chancellor of the Exchequer 
Financial Secretary 
Economic Secretary 
Minister of State (R) 
Mr Middleton 
Mr Moore 
Mr Robson 

Mr Isaac - IR 
Mr Beighton - IR 

Tax Exemption for Housing Associations and Se lf Build Societies in Northern Ireland 

The meeting had before it Lord Gowrie's letter of 3 February, Mr Bryce's minute of 10 

February and Miss Swift's minute of 11 February. 

2. It was agreed that this item should not be purused this year. (Could Mr Bryce provide 

a suitable draft for the Chancellor to send to Lord Gowrie?) {:R~~ ~P..J · 

Capital Gains Tax 

The meeting had before it Mr French1s minute of 10 February. 

3. There was a brief discussion of the state of play on capital gains tax. The Financial 

Secr etary said he was not attracted to the idea of the sort of Green Paper Mr French was 

suggesting at this juncture . This was agreed. 

4. There was a brief discussion of parallel pooling. Mr Beighton explained that from the 

Revenue's point of view it would be highly desirable if this could be restricted to companies. 

It was agreed that the Government would initially draft a clause to restrict parallel pooling 
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to companies, but would give way in Committee if this proved necessary. Mr 

Isaac would speak to the Accountancy Bodies tax committee to warn them of the proposed 

change. 

Capital Transfer Tax 

The meeting had before it Mr Beighton's minute of 10 February, the note of a meeting on 4 

February, and the Financial Secretary's minute of 18 January. 

5. The Chancellor confirmed his provisional decision at the 4th February meeting to 

extend the instalment period from 8 to 10 years. 

6. On rates and scales it was agreed that in light of the overall shape of the Buget and 

the size of the fiscal adjustment scale G would be sensible. It could be presented as being 

an increase broadly in line with that on personal income tax allowances. 

7. There was some discussion of the case for increasing the business and agricultural 

reliefs to 60 and 40 per cent as proposed by the Financial Secretary in his minute of 18 

January. The Financial Secretary and the Minister of State (R)felt there was considerable 

pressure from the groups affected for this move. The Financial Secretary felt that without 

an extension of the reliefs there would be nothing for agriculture in the Budget and the 

Government will be open to political attack for that. The Economic Secretary argued that 

to extend the reliefs would further erode the tax base and would run directly counter to the 

aim of consolidating the tax. base at lower rates. It was pointed out that tax was not the 

only factor affecting the relative attractiveness of let land. 

8. The Chancellor, summing up, said he felt that the politics were not very attractive. 

He was not inclined to increase the relief to 60 and 40 per cent. The Financial Secretary 

pointed out that many of the advantages could be gained by increasing the ZO per cent relief 

to 30 per cent. The Chancellor asked for this option to be included in a package including 

the other items agreed at the meeting. He would also be grateful for a paper summarising 

the degree of pressure on the varying points from outside bodies. He would then take a final 

decision on the package as a whole. 

vt.R 
JILL RUTTER 

22. February 1983 





.... 

( 

BUDGET SECRET 

CH/EX REF NO /5 (83) !2 
COPY NO i'l- OF (.2_ COPIES 

TrcclS\tr'Y Ch<1111l.>e1·s, Parlia1nent Street, 8\~·1p 3~-\G 
01- :]:j:.) 3000 

PRIME MINISTER 

PETROL, DERV AND VED 

We spoke last night about the duty increases I have in mind for 

petrol and derv. This note sets out my proposals in a little 

more detail for these duties and for Vehicle Excise Duty. I need 

to settle this now, so that Customs and Transport can go ahead 

with printing the detailed tables. 

2. As I told you, I plan to increase the duty on petrol by 4p, 

which will yield £190 million in the coming year. This is slightly · 

less than full revalorisation, which would have meant an increase 

of 4~p and an increased yield of £20 million. I propose that derv · 

should go up by 3p, yielding £40 million. Full revalorisation wpuld 

have meant an increase of 3.7p yielding £10 million more. 

3. In both cases, the increases are relatively modest, but the 

revenue yield important. I am sure that this is the right course 

to take, particularly at a time when oil prices are falling. 

4. · If VED on cars and light vans were revalorised exactly this would 

mean an increase from the present £80 to £84.32. I propose to 

round this up to £85 which will yield £90 million. In deciding about 

VED on goods vehicles we have to bear in mind our conunitment to move 

as quickly as possible to a position in which taxation, through derv 

duty and VED, is sufficient to ensure that each lorry group covers its 

road costs. To this end, and assuming 3p on derv, I am accepting 

proposals from David Howell to increase VED on the heavier and more 

damaging lorries by up to 26 per cent, which would still leave them short 

BUDGET SECRET 
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of fully covering their road costs, and to fulfil our commitment to 

charge sufficient VED to ensure that road costs will be fully covered 

from the outset for the 38 tonne lorries which will be allowed on the 

road from 1 May. But we also plan to reduce VED by up to 10 per cent 

on over 300,000 lighter lorries, which is about 60 per cent of total 

goods vehicles~ Even with this reduction~ which will be a useful 

bonus to the operators concerned, road costs will still be covered for 

these particular lorry groups. 

5. All these proposals have been discussed with David Howell and 

Nigel Lawson; and I have discussed the proposals for petrol and derv 

with George Younger, Nick Edwards and Michael Jopling. All are content. 

I should be most grateful if you could let me know, by Monday morning, 

whether you too are happy with them. 

(G.H.) 

24 February 1983 
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BUDGE F-SECRE~ROM: D J;L MOORE 
lnATE: 24 February 1983 

~.dINCIPAL PRIVATE SECRETARY cc PS/Economic Secretary 
Mr Kemp 
Mr Griffiths 

PETROL, DERV AND VED 

As agreed this morning, I attach a draft minute which the 
Chancellor might send to the Prime Minister tonight. I leave 
to you to decide whether she is required to reply tomorrow or 
Monday morning - see the last paragraph. 

2. I am not sure whether the Chancellor wants to mention the 
other main indirect taxes but if so you might add: 

it 
on 

°For drink and tobacco I propose to increase duties. bro.adly in 
line with revalorisation and, taking all the indirect 

~~ taxes together, the overall effect would be to add about 
L' \· 0.4 to the RPI compared with the 0.45 in the forecast." 

~ 
D J L MOORE 

BUDGE ~·.SECRET 





MHft~ FROM THE CHANCELLOR OF THE EXCHEQUER 

TO: THE PRIME MINISTER 

PETROL, DERV AND VED 

/~f h ral-.i 
We spoke 89 Wedfte~de;, e reei-Bg about the duty 

increases I have in mind fo r petrol and derv. This 

note sets out my proposals in a little more detail 

for these duties and for Vehicle Excise Duty, \"'f'~I ·- -· ) 

As.~ fi))I ~c>J , 
·) .p fun. 

2. l I we:rrt to increase the duty on petrol by 

4p)which will yield £190 million in the coming year. 

This is slightly less than full revalorisation > 

which would have meant an increase of 4iP and an 

increased yield of £20 million. I propose that 

derv should go up by 3p, yielding £40 million. 

Full revalorisation would have meant an increase of 

3.?p yielding £10 million more • 
. ~. th ~ .. ~' ! t. ~-:!\ 

~ If VED on cars and light vans were revalorised 

exactly this would mean an increase from the 

present £80 to £84.32. I propose to round this up 

to £85 which will yield £90 million. In deciding Qb<M f 

VED on goods vehicles we have to bear in mind our 

commitment to move as quickly as possible to a 

position in which taxation, through derv duty and 

VED, is sufficient to ensure that each lorry group 

covers its road costs. To this end, and assuming 
~&.f~ ("{ \\•. et,.ft ~~)!\~ f f '\ \~ ,\f'\( 1 f.:{~ 

3i> on derv, I -agre.~thLDavid Howell~ 

1 





to increase VED on the heavier and more damaging 

lorries by up to 26%, which would still leave them 

short of fully covering their road costs, and to 

fulfil our commitment to charge sufficient VED to 

ensure that road costs will be fully covered from 

the outset for the 38 tonne lorries which will be 

allowed on the road from 1 May. But a'*' t8e eeme ~:time 
~f(~foo 

we ~educe VED by up to 10% on over 300,000 

lighter lorries, which is about 60% of total goods 

vehicles. Even with this reduction, which will be 

a useful bonus to the operators concerned, road 

costs will still be covered for these particular 

lorry groups • 

.s A ( ( i';, ~'~ II ~ ~ 0.\\.Q l:At - cl t~ tvMD J 
..,k:. ,,.. I~e d:i;.$e:ttsstJu::<Jf'rutA} proposals I with David , 

1 ~1,..f} ~ O.....~ J) f.ouW-~ J.-.<;;t, ~c.v.A~d ii.A fl\lj\f ' . 1 
i! ' 

Howell~ .. Nigel Lawso1 [George Younger , Nick Edwards l !"' ;ft1l 
Au tWw 

and Michael Jopling . ftl.ew are ~ content. 'l:he 

'ft..,l increases are relatively modest jbut the 

yield tJ important. I am sure that this is the 

right course to take, particularly at a time when 

oil prices are falling. 

( . ~ ..... ~.;. ~t ~'o .tfJ(.f((: -p,,~ r :_,,) } ~o r:.._~) \ 
~· -~LCustoms and Transport need s f~F~~n 

. l:f ~ c • I 
t.hese du.tj es noW-..S.o...,tbat tb.ey can ~e.tr-&R with 

printing the detailed tables~~er petro1:, d~rv-a:nd 
Ml.)(l t° -- ----- -,_f ~'!'J ( ~''v\!(I j.l)f 

~::::&11¥6':~~.:"5" I should. be Lgrateful 'l':e aeTe--8;y -1J.8e 
l{ni,w > ~ 

weekend [firs~ th~n Monday morning, ns Febrtte~J 
• ., 1,J'1'.Q.'IJ..~ ! 'k:Jti l\~p~ ").;,,('•I·\ 

~ttr eonfirma ~i:oR--~h~ you/ are oo.Qtefi'"t with taeae 
r-

-f'!l!O ~osals. 

(G.H.] 
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From the Private Secretary 25 February 1983 

PETROL , DERV AND VED 

The Prime Minister was grateful for the 

Chancellor 1 s minute of 24 February. 

She agrees with his proposals. 

John Kerr, Esq., 
HM Treasury. 
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Treasury Chambers, Parliament Street, SWlP 3AG 
01-233 3 0 00 

Angus Fraser, Esq, CB 
Chairman, 
Board of Customs and Excise 

PETROL, DERV AND VED 

25 February 1983 

Please see the enclosed copy of ~ minute of 24 February 
from the Chancellor to the· Prime Minister. The Prime 
Minister is content with the plans described in it, and 
they can now be taken as firm Budget decisions. 

J 0 KERR 
Principal Private Secretary 
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BUDGE!' SECREr TABLE A. . 

£ million 

1984-85 1983-84 
PSBR REVENUE PSBR REVENUE 

Individuals 

Personal Allowances 

Housing and Home Ownership 
(Table B1) 

1010 1170 1o60 

Social Security (Table B2) 

Unemployment (Table B3) 

Businesses and In du at rz. 

Corporation Tax 

National Insurance Surcharge 

Small Firms and Enterprise 
(Table B4) 

Technology and Innovation 
(Table B5) 

North Sea Oil 

Specific Duties 

Miscellaneous (Table B6) 

GRAND TO!AL 

of which Public Expenditure 

80 

75 

25 

1190 

35 
200 

50 

30 

315 

105 

( 10) 

1600 

115 

125 

4o 

1450 

4o 

215 

60 

40 

355 

120 

( 10) 

1910 

239 -

65 
190 

4o 

1355 

60 

300 

120 

50 

530 

( 10) 

( 35) 

1915 . 

Note 1: The measures include both tax and public expenditure elements. For 
tax the costs shown are the excess over indexation: for public 
eXpenditure the excess over what is already provided in the PDrlP. 

2: The specific PSBR costs shown for each group of measures is 
necessarily approximate. 

BUDGEr SECREI' 

105 

320 

55 

1970 

70 

390 

13.5 

80 

675 

100 

( 10) 

( ·40) 

2685 

418 -





BUDGEr SECRE.r 

HOUSING AND HOME OWNERSHIP 

• 
1. Enveloping 

2. Mortgage Interest Relief ceiling -
increase to £30,000 

• 
3. Improvement grants 

4. Stock relief: householders part 
exchange simple scheme 

5. Self-employed second home mortgage 
interest relief 

Revenue costs 

Public expenditure costs 

GRAND TOFAL 

Taken as 

Note: Items marked • are public expenditure 

1983-84 

50 

50 

10 

under 1 

2 

52 

60 

112 

115 

BUDJEr SECRm.' 

TABLE B1 

£ million 

1984-85 P\111 Year 

nil 

85 60 

10 

5 5 

5 5 

95 70 

10 

105 70 

105 





BUDGET SECRm' 

SOCIAL SECURITY 

1. Abolition of £250,000 limit on CTT 
exemption on gifts to Charities 

2. Deeds of Covenant - increase in 
ceiling for higher rate 

3. Tax relief for staff seconded by 
companies to voluntary bodies 

4. Extension of widow's bereavement 
allowance 

5. Raise cut-off for SB resources to 
£3,000* (plus Life Assurance disregard 
£1,500) 

6. Raise cut-off for SB single payments to 
£500 • 

7. Real increase in therapeutic earnings 
limit • 

8. New mobility supplement for War 
Pensioners • 

~ housing benefit savings 

9. Restoration of 5 per cent abatement 
in UB • 

10. Increase child benefit to £6.50 per 
week, plus corresponding rise in one 
parent benefit • 

11. Removal of invalidity trap • 

Revenue costs 

Public expenditure costs 

GRAND TO?AL 

Taken as 

• Public expenditure items. Costs are those over and 
above amounts provided for in the White Paper 

BUDGET SEC:REr 

TABLE B2 

1983-84 

under 1 

under 1 

25 

2 

1 

( 2 ) 

22 

?5 

4 

25 

102 

12? 

125 

£ million 

1984-85 

1 

3 

under 1 

30 

? 

3 

( 6 ) 

59 

212 

14 

34 

290 

324 

320 





BUOOEr SECE.r 

UNEMPLOYMENr 

DHSS early retirement (autom~tic 
credits 2, long-term SB 23) . 

Enterprise allowance: cash limited 
nationwide scheme, plus spill 

• over 

Part-time JRS from 62* 

Public expenditure 

Tax 

GRAND TCJrAL 

~.1 

Note: Items marked • are public expenditure. 

BUDGET SECRm 

TABLE B3 

1983-84 

23 
2 

£ million 

1984-85 

27 
2 

17 net 19 net 
( 25 gross] [ 29 gross) 

(2)net 4 net 
[ 4 gross] [ 39 groes] 

38 

2 

4o 

51 

2 

53 





BUDGEr SECRE:r 

TECHNOLOGY AND INNOVATION 

1. Extension of transitional period 
for capital allowances - films 

2. Extension of transitional period 
for capital allowances - teletext TVs 

3. SEFIS* 

4. Inf orma.tion Technology• 

s. Innovation linked investment• 

6. Advisory services• 

?. Science Parks• (included above) 

Revenue costs 

Public expenditure costs 

GRAND TCYrAL 

Taken as 

Note: Items marked * are public expenditure 

1983-84 

nil 

nil 

20 

5 

5 

9 

nil 

39 

39 

40 

TABLE B5 

£ million 

1984-85 

nil 

8 

40 

8 

15 

6 

8 

67 

?? 

80 

1985-86 

30 

10 

4o 

11 

20 

6 

72 

117 

The cost of the whole package over three years is ~ million 

BUDGm1 SECRET 





BU!>ra.T SECRET 

SMALL FIRMS, ENTERPRISE AND WIDER SHARE OWNERSHIP 

1. Business Expansion Scheme 

2. Loan Guarantee Scheme• 

3. Wider share ownership 

4. Capital Gains Tax (see note 1) 

a. monetary limits 
b. retirement relief 

5. VAT registration thresholds 

6. De minimis limit for assessment 
o! apportioned income 

?. Acceptance credits 

8. Capital Transfer Tax (see note 2) 

9. Zero/deep-discounted stock 

10. Relief for interest, employee 
buy-outs 

11. Tax treatment of interest paid by 
companies to non-residents 

12. Increase in proportion of office 
space qualifying for industrial 
building allowance 

13. DI.:r - extension of own-use deferment 

14. Small Workshop Scheme - averaging 
for converted premises 

GRAND TorAL 

Taken as 

Note: Items marked * are public e:xpenditure 

1983-84 

25 

ni l 

20 

nil 
nil 

5 

under 1 

neg 

? 

neg 

1 

under 1 

nil 

nil 

under 1 

59 

60 

TABLE B4 

1984-85 

50 

nil 

30 

1 
1 

5 

under 1 

1 

18 

15 

1 

under 1 

10 

under 1 

under 1 

133· 

135 

1. The cost of these CGT measures when statutory indexation is 
added is nil, 5 and 15 million. 

£ million 

Full year 

?5 

35 

1 
4 

5 

under 1 

1 

20 

15 

2 

2 

25 

4 

under 1 

190 

2. Indexation of CTT costs 15 , 30 and 35 r espectively. The additional 
costs shown for item 8 are for rounding up the i ndexed thresholds, for 
extending the instalment period from 8 to 10 years, and for increasing 
reliefs on let land and unquoted companies to 30 per cent. 





BUDGE!' SECRET 

MISCELLANEOUS 

1. Car and car fuel scales -
15 per cent average increase 

2. Cheap housing !or directors 

3. Life assurance: chargeable events: 
secondhand bonds 

4. CGT: non-resident trusts 

5. CTT: remove special deemed domicile 
rule for Isle of Man etc 

6. Group . relief: avoidance (BL) 

7. DLT: disposals by non-residents 

8. Taxation of international business. 
Offset by Double Taxation Relief 
against Corporation Tax 

9. Beneficial mortgage loans from 
employers 

10. Directors PAYE tax 

11. TSBs to be treated as bodies 
corporate 

12. Scholarships 

13. Extended carry-back of Surplus ACT 

GRAND TCY.rAL 

Taken as 

BUDGE!' SECREr 

1983-84 

nil 

nil 

under (1) 

nil 

1 

neg 

( 1 ) 

nil 

nil 

nil 

3 

nil 

nil 

2 

TABLE B6 

1984- 85 

( 30 ) 

nil 

under (1) 

under (1) 

2 

( 10 ) 

( 2 ) 

nil 

under (1) 

( 10 ) 

10 

neg 

1 

( 4o ) 

( 40 ) 

£ million (yields) 

full Year 

( 30 ) 

( neg ) 

under (1) 

under (1) 

2 

( 10 ) 

( 2 ) 

nil 

under (1) 

( 10 ) 

10 

neg 

1 

( 45 ) 
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GREENHAM COMMON "PEACE C.A!1P 11 

Line to Take 

The Government recognises the sincerity of the vast majority of 

those involved in such protests, and their genuine concern over 

nuclear weapons. Their protests serve to remind Governments all 

over the world of the importance of maintaining peace and reducing 

the level of armaments. But these people have no monopoly of 

a desire for peace or of moral concern. The overriding aim of this 

Government and our NATO Allies is to preserve the peace. We have 

successfully preserved the peace in Europe for nearly 40 years • 

.And we are more likely to maintain that peace through the 

continuation of our policy of deterrence coupled with efforts to 

reach balanced and verifiable arms reduction agreement, than by 

abandoning our guarantee of security. One-sided disarmament on our 

part would increase rather than decrease the risk of war. 

It is also worth remembering that it is only in democracies 

such as ours that peace movements and peace camps are allowed to 

exist at all; there is no peace camp outside the Kremlin or Murmansk 

naval base. But democratic rights need defending; to throw awa:y 

NAT0 1 s well-tried system of defence would be highly irresponsible. 
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BUDGET SECRET 

1. Available Fiscal Adjustment 
(on basis of provisional Post-Budget Forecast) 
PSBR of Zi% of GDP in 1983-84 
and 21% in 1984-85, rounded to 
£8 billion and £7 .5 billion 

2. Provisional Budget Plan 
PSBR costs 

Persons: 
Income Tax Thresholds up 

Specific Duties: 
Full r evalorisation except for:-

Industry: 

Packages: 

Total costs 

3. Approximate Revenue Costs Split 
(including i% NIS cut from 1 April 
announced in Autumn Statement.) 

Persons 
Businesses 

Totals 

81% over R/W (ie 14% in all) 
CB (Public Expenditure) 

Cigarettes and Cider 
Petrol and Derv, less VED 

Further NIS i% cut from 
August 

Oil 
Corporation Tax 
ACT 
DTR 

1983-84 

1500 

1010 
[ 90] 

10 
10 

2.00 
80 
35 

200-300 

1545[1645 

1330-1405 
890-915 

ZZZ0-232.0 

1984-85 

1750-2.250 

1060 
[ 250] 

10 
10 

300 
12.0 
60 

0-60 
0-35 

280-400 

1840-2055 

1810-1910 
1320-1455 

3130-3365 
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I could have presented a very different Budget . last 

Tuesday afternoon. It would have been the easiest 

thing in the world to slash billions more off taxes, 

and splash out with billions more on Government spending. 

Labour's Peter Shore says I should have done jus t that. 

And that the result would have been economic take off. 

Now if that's what I had done, and if he were right about 

the results, he might not have been best pleased. 

Because I would have got all the credit for launching his 

instant, painless economic miracle . [ The gr~L~~ 

of Darlington , an~the General Election 

So why did I reject this tempting alternative? Because 

·we all know that the Shore plan is nonsense. Within a 

very few months the bonanza would come to an end. Price 

inflation and interest rates would soon be soaring towards 

the strat.Osphere , the E sinking out of sight. Some new 

Chancellor would have to slam on the brakes. And all the 

hard-won gains of the last four years would have been 

thrown away. 

Gains against inflation -
d ~ ~ {' ~ 04.\,t- • 
l!ower t1'ta11 for 13 years ... .___ _____ _ 

Gains on productivity - up over 14 per cent in manufacturing 

industry since the end of 1980. Gains against over-

/manning 



\ 



~what about joa&? Governments can't create jobs 

which last: higher profits, lower inflation, and lower 

rate~ ~re the key to that,. . But Governments 

help people and businesses create them. That's why, 

the third time in a year, we're cutting Labour's tax 

on jobs, the National Insurance Surcharge - which the 

Liberals supported too. It stood at 3~ per cent when 

we came into office. It's coming down to l per cent. 

It's on the way out. That's good news for business -

and jobs. 

The tax help for business and industry we've provided 

since last spring is worth more than £2 billion in a full 

year. And we're also concentrating help on the small 

/and medium 





I 

•.;. 

manning and bloody-mindedness on the shop floor. 

Gains against our competitors, reversing the decline 

in our share of world trade. 

In five Budgets I ' ve resisted calls to spend, borrow, 

and devalue our money . Government will spend a s maller 

share of Britain's wealth next year. 
hre IS MA"~ '<tftJ.. et~ 
smaller 9U3r~. And that 's right. 

And borrowi' \ 

Plans like Peter Shore 's have in the past been the cause 

of the problems which have p ut 3 mil.lion out of work: 

they can 't be their~· Today's unemployment is the 

price of too much government spending and borrowing, and -
resulting high inflation, in the past. 

So my first aim in planning this Budget was to make sure 

we go on keeping inflation down, and interest rates down. 

For that 's the way to turn the gains we've made into more 

growth and new jobs. 

.. 
t 
I 
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and medium companies which will be tomorrow's 
.. 

household names, and will create tomorrow's jobs; 

on the building industry; on thrusting high technology 

pace-setters; on engineering firms; on people starting 

their own businesses; and much more. It's a Budget 

for opportunity. 

But it's also a Budget for people. To the extent we 

responsibly can, we have cut taxes. The allowances a r e 

being raised by 14 per cent, that's more than 2~ times the 

rate of inflation - worth about El.25 more a week for the 

average single person, and over £2 for the average married 

man. And ::-onsiderably more for those who are retired. l 
The Budget li~~a~be mean that about one and a quarter 

/million 

mil lion people, who 
would have had to pay tax; won't 

pay any next year. ,. 

And it's a Budget for fam1·1· ies. 

doubt about the importance of the 
Our Party is in no 

family, and in this 
Budget we've put up child 

to E6.so from November. 
benefit, paid to mothers, 

It will then be worth more -
after taking account of i 

pr ce rises - than it has ever 
before. -

J 
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. ..J B\:lt it: eoesn' t 

mean LhaL these whe've given much £or their-country 
~ 

in-pa•~ ye~rs shottld be £oigotten 
~4f 

now. L-~ 'wk 've . 

continued to protect the retirement pension's value. · 

Indeed its real value will be higher than it ever was 

under Labour . AR-G , As in:~arlier budgets, there are 

special ·measures to help widows, the sick, the disabled 

and the charities which care for them. 

~ £A1' ... ,..., .fr. ~ ~ 

f:::::;:::;~..-c:~~~=-~ -- ... ~d ~ ~ 

I 

-~--------------~- ~~a...~~ ~ -~ ~ 

:E--Legan by saying how easily false expectations buihl 

up.. But there 1 s one other expec+ati on tl:!:at:: is everr 

it' o wieeopre•'1.:: 

or package, or programme, or e"v"en o~ 

I PM'liaMel"l:'bo, can change the real world we live in. \ '· 
" 

Only people, not Governments, can do that. And our 

people have a real chance to do so. 

/For things 

.. 
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For things ~ getting better. And they're 9oing 

to get better still. The world economy is recovering. 

And though people don't realise it, our econo~y is 

recovering faster than the world's. People are 

spending and buying more than they were. They're 

investing more. And our industry is starting to 

produce more too. 

Britain's economy will grow faster this year and next. 
) 

That's the· result of persistence, 

of sticking to policies designed to win back the ground 
~,,~,a 

we'd lost over the ye~~~ 'rt•.s the result of voters 

seeing, four years ago, that the determination of 

Margaret Thatcher provided t!t.key to recovery. 

The count~y rejected then the "soft options"-like 

Peter Shore's - that don't work, that only speed economic 

decline. They wanted a Government with guts - the guts 

to revers~ that decline. And it has been reversed • . 

We now have a chance to build' on our achievements, and 

win back markets and ~ That means higher producti,ity 

still. And continued good sense about pay, pricing 

people back into jobs. 

We've all come a long way together over these last few 
S~ltt.W 1 

years. As recov~ry ?Segh1s,t I'm convinced that the nation 

is determined to make it a recovery which 

that's what I've worked for, in five 

lasts. And 
~J 

Budgets. ~Why I stuck 

to the same course last Tuesday. 
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----------
Sensible, responsible Governments act with an eye to \ 

the future. Not just their future, but Britain's 
14-1. -. 

future. 
/ . ") 

That is what we're doing. 

l 



CHANCELLOR OF THE EXCHEQUER'S OFFICE: MEETING 

SUBJECT 

DATE AND TIME 

VENUE 

PAPERS 

.. 

THOSE ATTENDING 

1. Budget 1983: Excise Duty Options 
z. VAT Annual Accounting {nSmall Firms/ Enterprise" package: item 4) 
3. Betting Duty, Casinos {"Betting and Breeding" package: items (b} and (c0 
4. VAT Relief for Tourism ("Tol.1.?'ism" package: item (a)) 

2.8 January 
11.00 p.m. 

Chancellor's Room, Treasury 

Item 1. Sir D Lovelock: Z4/ l; EST ZS/l; CST 25/ l 
Item 2. Mr Fraser: ZO/l; EST Z4/l; FST 24/l 
Item 3. a} Mr Fi-eedman: 11/l; EST 18/1 

b) Mr Freedman: Zl/1; EST 25/1 
Item 4. Mr Robson: 13/1 (Paras Z0/2.4 only); CST 17 /l; FST 17 /1; 
EST 19/l; MST{R) 2.1/1 

FST 
EST 
MST(R) 
Sir D Wass 
Mr Burns 
Mr Middlet 

s·LockC&E 
r Howard C&E 

Mr Freedman C&E 

Mr Ridley 
Mr French 

.,. 
J 0 KERR 
26 January 1982. 
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PERSONAL AND BUDGET SECRET 

13(o~) 17 
CH/EX REF 1'P - . 

COPY 1'P ·D OF 0 COPIES 

Treasury Chambers, Parliament Street, S\V''lP 3AG 
01-233 3000 

PRIME MINISTER 

INCOME TAX THRESHOLDS 

You asked me to think about the possibility of increasing the 

thresholds by 10 per cent. 

2. In recent weeks I have, as you know, been planning a 8~ per 

cent increase, largely because:-

·. 

a. we need to demonstrate our determination to go on 

reducing borrowing, even if only at a moderate rate; 

this means a 1983-84 PSBR which can be shown (after 

some "rounding down") as no more than £8 billion; 

b. which in turn means that our scope for total net tax 

reductions (after indexation and valorisation) · is, 

on the latest forecast, limited - in terms of PSBR 

impact -to some £1. 5 billion (and even that is pushing 

it a bit); and 

c. to target more than three quarters of these reductions 

on individuals, rather than business and industry - and 

more than two thirds on the single area of income tax 

thresholds - would be open to sharp criticism. (Frankly, 

I think we would be accused of electioneering.) 

3. There is no particular magic about the 8~ per cent figure: 

the £1 billion relief (in PSBR terms) which it represents, on top 

of indexation, is more important. But 8~ per cent does meet, or 

/beat 
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beat, a number of important targets, viz:-

a. taking the Government Actuary's assumption of earnings 

growth of 6~ per cent between 1982-83 and 1983-84; it 

reduces or matches average rates of tax and NIC for 

1982-83 for all people who are contracted-in; 

b •. it reduces average rates of tax compared to 1978-79 

for married men on at least three quarters of average 

earnings - ie two thirds of married men; and 

c. because I have rounded up the married man's allowance, 

it gives all married men a tax reduction of just over 

£2 a week. 

4. As I told you, there is a huge choice of figures on which to 

base alternative calculations. They are all complicated by two 

things: the increases in NIC which we have had to make (including 

this year's special addition to the contracted out rate): a total 

of 2. :5 per cent for those contracted in, and of 2 •. 85 per cent for 

those contracted out; and the very large increase in average 

e~;nings that has taken place. 

5.. With this in mind one can· ·make a variety of comparisons with 

1978/79, Labour's last year. A reduction in the average percentage 

rate of tax and NIC combined to the levels in that year would require 

an increase of more than 30 per cent over indexation. On average 

rates of tax alone, indexation plus 8~ per cent improves the position 

for most married men, but indexation plus 15 per cent would be 

needed to match 1978/79 for a majority of the single (and earning 

wives). 

6. The figure of indexation plus 10 per cent (which I mentioned) 

would, as it happens, restore allowances to their 1978/79 level as 

/a percentage 
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a percentage of earnings. But it would take no particular tricks, 

since that milestone is seldom mentioned. Reference is more 

of ten made to the real value of the allowances expressed (as 11 Rooker­

Wise11 requires) in terms of prices; and by that yardstick .indexation 

plus 3 per cent is sufficient to restore the 1978/79 level. (I see 

that the ITN Budget Factbook, for example, suggests that to 

"provide complete indexation during Lhi§./ti.me as Chancellor" would 

require me to make an overall increase this year of 12 per cent and 

we shall be doing better than that.) Average earnings, of course, 

have increased more than prices - which means that all the options, 

including bare indexation, show real net earnings in 1983/84 after 

tax and NIC as higher than in 1978/79. 

7. There is one other thing which may have been obscured by the 

way in which we are obliged to do our initial arithmetic in terms 

of the first year net PSBR cost of any measure. The income tax 

cuts which I now propose cost, on that basis, "only" £1 billion. 

But the full year revenue cost of such income tax cuts, including 

indexation, is about £2.5 billion, and that is the figure which 

will hit the headlines. 

s·. I believe it would be unwise to go beyond that, not least 
·, 

because it would make the PSBR up to £8.5 billion. To announce an 
i_nt~n~iC?.n:.P.£. bpr,J;"9W:iJ')g :qiµch1JOC:)re , :in nominal terms and as a proportion 

of GDP, next year than in the current year would cause considerable 

surprise, since it would be inconsistent with the strategy we have 

been following over the years. And it would reduce still further 

our very limited room for manoeuvre in face of a sharp fall in 

oil prices. 

9. So I really do think that 8~ per cent makes sense, and that 

more would be a mistake. 

{G. H.) 
·s March 1983 
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RECORD OF A MEETING ON BUDGET CONTINGENCY PLANNINGFORA LOWER OIL 

PRICE: 4.15PM, 9 MARCH, RM TREASURY 

PRESENT: 

Chancellor 
Financial Secretary 
Economic Secretary 
Minister of State (R) 
Sir Douglas Wass 
Sir Anthony Rawlinson 

PAPERS: 

Mr Burns 
Sir Lawrence Airey (IR) 
Mr Fraser (C&E) 
Professor Walters (No 10) 
Mr Middleton 
Mr Bailey 

Sir Anthony Rawlinson's minute of 4 March; 

Mr Cassell's minutes of 4, 8 and 9 March; 

Sir L Airey's minute of 8 March. 

Mr Moore 
Mr Cassell 
Mr Kemp 
Mr Ridley 
Mr Kerr 

The meeting considered whether any action would be necessary in the 

event of a fall in the oil price, before 15 March, to $27. It was 

agreed that it would be right to hold to the Budget measures as now 

proposed; and the forecast 1983-84 PSBR of £8.2 billion to be 

published; but that changes in the Budget speech would be required. 

2. It was argued that the factors listed in paragraph 7 of 

Mr Cassell's minute of 8 March amounted to a strong case for changes 

to the proposed Budget measures which might reduce the PSBR by up to 

£0.5 billion in the event that the oil price fell to $25 before 

15 March. It would be reasonable to expect a fairly substantial 

consequent fall in the exchange rate below the levels assumed in the 

FSBR forecast (not least because the present levels were below those 

assumed), but it would take a very large fall to maintain North Sea 

revenue with oil at $25. And it was suggested that any oil price 

fixed by OPEC in the immediate future would not stick for long, and 

that the price might be well below $25 before the end of the year. 

1 
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3. It was a~gued, on the other hand, that it would be a mistake to 

make major Budget changes on the basis of a snapshot of oil prices 

in mid-March, and that this would entail giving excessive weight to 

one, admittedly important, variable. It was also argued that the 

regulator provided a means of mid-year correction, which would be 

widely understood, if the PSBR were in fact to show signs of over­

shooting substantially, because of reduced oil revenue. 

4. The Chancellor however thought it right to prepare a contingency 

plan providing for possible changes in the Budget measures saving up 

to £0.Sb on the 1983-84 PSBR. In considering candidate changes, he 

thought that:-

a. reversal of the decision to raise the mortgage interest 

relief ceiling would, if attainable, be an obvious 

starter. 

b. Among public expenditure measures,"enveloping"could be 

sacrificed relatively easily, together with £10 million 

on improvement grants. 

A reduced uprating of child benefit was another possibility, 

but one which he would be reluctant to contemplate. 

c. The NIS cut would be a logical casualty. 

d. The proposals to advance the date of repayments under the 

Business Expansion Scheme, and to extend the Widow's 

Bereavement Allowance, could also be dropped (but he would 

be reluctant to drop any of the other measures mentioned 

in Sir L Airey's minute). 

e. A modest increase - 2p a gallon - in the proposed new duty 

on petrol and derv might cause some political difficulties, 

but would be less disadvantageous than increases in the 

other excise duties, given the substantial RPI effect of 

2 
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increases which would bring a relatively small yield. 

(A small - lp - additional increase in the duty on 

cigarettes could however be considered, for the increase 

previously proposed did not amount to full revalorisation.) 

5 • (I attach a note of the £0.49bn package thus provisionally 

agreed,on a contingency basis.:} 

6. It was also agreed that no further consideration need be given to 

an additional increase in VED; and that all or any of the measures 

listed would be less damaging than a cut in the proposed increase in 

income tax allowances. 

J 0 KERR 

Distribution: 

Those present 
Chief Secretary 
Minister of State {C) 
Mr Littler 
Mr Evans 
Mr Green {IR) 
Mr Isaac (IR) 
Mr Painter (IR) 
Mr Hall 
Mr Harris 
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CHANGES TO PRF.sENr PLANS TO SAVE UP TO ABOUT £500 MILLION ON 1983-84 PSBR 

PROPOSED CHANGES 

1. MIRC -hold at £25,000 

2. Enveloping and Improvement Grants 
- do not proceed 

3. NIS - hold at 1~ 

4. BES - later start 

5. Widow's bereavement extension - No 

• 6. Petrol - + 2p (becomes + 6p) 

7. Derv •• - + 2p {becomes + 5p) 

8. Cigarettes • •• - + 1p (becomes + 4p) 

<1rHER 

9. 

10. 

11. 

• 
•• 
••• ·-·. 

Petrol and Derv - another 1p 

Cigarettes - another 1p 

Child Benefit - £6.25 instead or 
£6.50 

RPI effect of + 2p - under 0.1 per cent 
" + 2p - negligible 
" + 1p - under 0.1 per cent 

Approximate 

1983-84 

Revenue 
Saving 

50 

60 

220 

25 

25 

95 

25 

35 

535 
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1984-85 
• * •• • ••• 

PSBR PSBR 
Saving Saving 

4.5 70 

55 10 

200 300 

25 ( 25) 

25 30 

105 105 

35 35 

490 525 

50 50 

35 35 

45 120 





' 

Lv<W ~(', l't p "W\ . 1 1 ~~ 
OJ' °t;)f~ -<gll q_.~ • 



,. 
; .. 



~ "· JOftl ) OM.£(..,,, QJJ le if 
C"41d c~ . Y~t- ~ ""'~~ -r.ctk 
<. ~cl:'hk.1 ~vl'f- ..... C.U...l • ~J . 

@)I~ wtl<fd. 

~~et -. 8 eott lb ~t Wllf1d 

~""' ill\ e..J:i tA1 (, ,) ; ~ 
~t-fJe~s. pt~J. up Ct4)4 

J Md ~U~ M4'1144tJjn:wl\.. 

'~ { p G )J Q.S p a.It- ~ n_. .'f: 4f c.ct 
~d·~ ( ... ill t\Mch f'o ~ ~r:'+(~~ 

{a) c~~ . ba"t "t> ! ) 

fi.tt- a..,. ~J "" b.ctf ) i/. .,, l.c. 
,·_...-1).~f "J)- 6'(,.. lb i"tlv&Aa. <c. r-·u u ~ ........ . _ ~ 
td>- ~ C<Lh~ C.: f\At ~"·- ~ 
fl.oaa "-·A lo • Wc:nafd ~f t.. "'''r' 
Q~o ~ ~ ~ ~ e.a.J\.!l ~ Cl &~1 

_,_ ~M- ~ CfAt~ .fb l.tfp 11.e.\e, 

~ "o.'lf .. t;.l O:.s lU.. 
~\~~ ~ ~·'-/ 'ftu.~,l,·cM. ? ' 
P...Ae1A't: tM p ~ ? 






