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THE BUDGET SPEECH : FOURTH DRAFT

T attach the latest version of the Budget Speech. It reflects
work done by the Chancellor and Special Advisers over the weekend
in the light of comments .received from Ministers and Permanent

Secretaries on the version which Mr. Kemp submitted on Friday.

2. Copies of relevant sections of this draft are being sent to

the responsible Under Secretaries and Divisions, with a request that
suggestions for drafting amendments should reach me by 3 p.m.
tomorrow. It would be helpful if any comments from recipients of
this minute could reach me.in the same time-scale. The fifth draft

will be circulated on 3 March.
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BUDGET SECRET

Section 1: INTRODUCTION : THE CONTEXT, THE STRATEGY

1. I propose this afternoon to depart somewhat from
tradition, by making plain at the cutset the character

and purpose of this, my fourth, Budget.

e It is designed to sustain the economic recovery
that began, as we foresaw, in the middle of last year.
It is a Budget which maintains the prudent financial
policies that are essential to a further fall in
inflation - and fuller employment. It is a Budget
whose main purpose is to bring real help to business
and industry. It is a Budget which will thus step

up the fight against the eﬁﬂ of unemployment. It is

a Budget which enables me to reduce public borrowing
but at the same time to propose significant tax

reductions.

3. It is now generally understood that many of the
problems which face this Government had been building

up over many years.

/Within the memory
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4. Within the memory of every Member of this House,

almost everyone in this country took it for granted
oY,

that they would travel on buses, cars,{motor cycles

wemdpamades that were made in Britain, from British

steel. Most of the world's finest ships were still

being built on the banks of the Mersey, the Tyne and

the Clyde.

5l It is only 11 years since the Erskine Bridge was
specially built high enough over the Clyde to let pass
a steady line of Cunarders from John Brown's worldbeating

yards at Clydebank.

5. In those days too we took for granted one of
the highest living standards in Europe, if not in the

world.

7. By 1979 all that had changed. We had experienced

inflation above 25 per cent; unemployment approaching

he British motorcycle industry hff“fiz:>

but disappeared Fewer than half the new cars bought

two million.

Lo x onnudt page ]
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in Britain were made here. We were making 3 out of
every 100 merchant ships bought in world markets,

Qntiy L o proiuns page ]
compared with 3 out oFLlD in 1955. Lum were producing
and selling less steel than [Belgium], less than [Brazill],
only [a quarter] as much as Western Germany. Our share
of world trade had been halved. And living standards

in several European countries had risen to almost twice

ours.

TAne 1~ )
8. Through all this, of course, many companies, many
individuals, continued to record outstanding successes.
But all too often they found themselves swimming against

the tide.

9. For our overall economic performance was among the
weakest and most inflation-prone of the major industrial
countries. This in turn led to steadily increasing

levels of unemployment. Inflation is not an alternative

to unemployment, but one of its principal causes.

: el L5000
- tn A
10. We have been paying ourselves to;H;:EFE_ over the

%,

/last decade
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\

\ last decade nominal incomes increased by 20 times as
\\“ much as real output. This is a sure recipe for lost

1 markets, and lost Jjobs.

#+tAction to restore competitiveness may initially

#

tend to reduce employment - or rather to revaﬁi the
true scale of un - and under-employment,_pfeviously
concealed by over-manning. No one welemes surgery,
but it can be unavoidable. The choice, after all,

is between higher productivity with fewer jobs in the
short-term, and continuing lew productivity with the
consequence of still fewer jobs in the longer term.
It is no accident that the countries with the fastest
rates of productivitg growth have also enjoyed high
levels of employment. We can beat them, but only if

we join-them.

12. And that means, of course, that sense about pay
is essential. Increased productivity won't create new

jo%é_iF it results only in higher earnings for those

/now in work.
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now in_worka...Excessiwe -pay risas price-pedple out of
4

of

o

jobs. You can take the available mgpay"BUt in wages,
or you can take it in profits and investment, more

jpbs., gd more output.  But you cannot take it -in-both.]

13. We knew, and had long made plain, that the reversal
of the long decline experienced by this country would
require a sustained effort, over the life of more than

one Parliament.

14. But the problems this Government has faced have not,
of course, been confined to the United Kingdom. Only
weeks after we took office, the whole world was hit by
the fresh surge of inflation and renewed recession that
followed the second huge increase in the price of oil.
The average price of a barrel of oil last year was 34
vwoy
dollars. That jLe 26 times as much as in 1970, when a

barrel of oil cost $1.30.

15. This shock made the task of restoring our economy

both more urgent and much more difficult. And it made

/still more
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still more damaging the momentum of higher public
spending - particularly on pay - which the outgoing
Government bequeathed to us. Much of this was the fruit
of the winter of discontent. In spite of North Sea

0il, Britain entered the recession in poor shape,

and somewhat earlier than other major countries. For
that reason, output has fallen much more sharply here

than elsewhere.

16. Britain suffered worse from the recession. But we
did not suffer alone. Its international effects are
still evident. In the United States, in Germany, in
France)and in many smaller economies unemployment is
still rising sharply. There are now about 28 million
people out of work in the industrial countries - more
than half as many again as in 1875. [Germany : 1981].
Even so, the great majority of countries have joined us
in the fight against inflation. And many of them are
making progress. But the battle is by no means won.

So the outlook for the growth of world trade remains

subdued.

/I cannot
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17. I cannot stress too strongly the need to understand

Britain's problems, and to frame British policy, in

the light of this international environment. The

competition will continue to be ferocious both in world

markets and at home. We have too often behaved as if

we could protect or subsidise ourselves against the

impact of our competitors or the decisions of their

governments. The House knows how important are the

economic policies of the OPEC countries, the United

States and Japan for us all.

[18. We can - and do - try to influence these policies,

in our frequent bilateral and multilateral contacts,

on our own and as part of the Eurcpean Community, on

our own behalf and on behalf of the Community and the

Commonwealth. But we can neither dictate to the Americanc

and Japanese, nor ignore what they do, for their actions

affect us directly. Hence the concern that we have

expressed to the US Administration that they should

succeed in their battle against inflation, and not at

/tooc high a cost






BUDGET SECRET

too high a cost in terms of interest rates. And hence
the concern that we have expressed to the Japanese

about restrictive trading practices.]

19. This does not mean that we have no freedom of
action. But we have to take account of policies
pursued elsewhere, and of their implications for us,

in making our own decisions.

20. And in the last two years we have made substantial

progress. l/‘\-L Hele hep hanaed .

21. This is due in no small measure to the fact that

we have established a firm financial framework, and have
gradually cut back public borrowing. [The cut-back has
been more gradual than we first envisaged, for we have
adjusted our plans to take account of the recession.

But it is nonsense to suggest, as The Opposition often
do, that a massive increase in borrowing would pull us
out of recession. The effect would be the opposite of

the one they intend: interest rates would soar, industry

/sink, and the
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sink, and the past problems of our economy, which I

have described, would be compounded rather than cured. ]

22. We can take pride in the fact that the Government
of the United Kingdom will be borrowing less this year
as a proportion of gross domestic product than the

average of our major competitors.

23. During 1980 our internal interest rates were 1l per
cent above th world average. During much of 1881,
short term interest rates, though far higher than we
liked, were on average some 2 per cent below world
levels - thanks to last year's Budget. And output

started rising from about the middle of the year.

24, We can also take pride in the fact that our official
overseas debt has been lowered to $133 billion, the

lowest level in relation to our imports since the war.

can tuke pron i Noduct Mat
25. Andbfe are continuing to get on top of inflation.

The growth in prices has almost halved since the spring

/of 1980.
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of 1980. It should be in single figures before the

end of this year, and lower still in 1983.

26. Productivity has been rising sharply. In
manufacturing industry last year output per man rose

by about 10 per cent.

27. We have seen major changes in attitudes to pay.
More and more people - though still not enough -
understand that safe jobs demand lower costs and greater

gfficiency.

28. More moderate pay increases, combined last year
with fast productivity growth, mean that unit labour
costs in manufacturing scarcely rose at all. For once

)
our performance was better than most of our competitors§,

29. So exports have continued to grow. [figuresl]
And this progress should be maintained [Forecast business

expectations]
30. With improving profitability and still lower

/inflation in the
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inflation in the year ahead, we now expect output to

grow by 1% per cent in 1982 and somewhat faster again

next year. The recovery of the economy is not a matter

of speculation; slowly but surely, and plain for all -

but the politically blinkered - to see, it is happening.

———

31. My aim in this Budget is to nurture and sustain

that recovery. With inflation expected to fall further,

and output to rise, we are clearly on the right road,

moving in the right direction.

32. I am determined not to throw away what we have

achieved, in dealing with our deep-rooted economic

problems and in changing attitudes to pay, productivity

and inflation, by a lurch into fiscal irresponsibility.

>

shatl Thean
gem I iﬂ$endLnaN_#a describe the path we propose to

follow in monetary policy, and our view of the appropriate

level of Government borrowing, in the next year.

34. I shall then turn to the fiscal measures which we

intend to take, for the benefit of industry. We help

/industry most
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industry most by holding down industry's costs,
primarily by restricting Government borrowing and so
exerting downward pressure on interest rates and
inflation. But there is this year room for substantial

fiscal action directly to benefit industry.
of‘?:nhmdii;: b cdeal wA'll
the central issue of

unemployment. Encouragement to industry to work for

greater competitiveness and productivity is obviously

the best way of creating stable and lasting future

employment. But there is a clear case for supplementary

direct action by Government, to—esunter—the sociait—evil,

- . o - -
t he_waste—ef—tatent—and—enthustasm,—wrITh unum}_}}_u}'mwnt,

particulaply—amongtHe VOUNE, TEPTESeREs+—~ARd-here—£00

\nﬁi_iiiil have proposals to make. B
__-.-—-—-—-—"'_'__-J-‘—u

36. The net cash value of the complete proposals which

I shall be announcing this afternoon is - in a full year -

some £3,500 million. As compared with the conventional

assumption that income tax thresholds and excise duties

/are increased



b

v
1



BUDGET SECRET

are increased in line with prices, the proposals have

a PSBR cost in 1982-83 of some §£1,500 million, and of

some §£2,000 million in a full year.
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Section 1 : INTRODUCTION
THE CONTEXT, THE STRATEGY

il 5 T propose this afternoon to depart somewhat from
tradition, by making plain at the outset the character

and purpose of this Budget,

2. Tt is designed to sustain the economic recovery

that began, as we foresaw, in the mlddle of last

year, partly as a result of the actlon taken in my

last Budget, Tt is a Budget which maintains the

prudent financial policies that are essential to a

further fall In inflation, As a result of the

progress made over the last year, I am in a position

this afternoon to propose to the House significant

tax reductions, yet at the same time to reduce

somewhat further the demands we make upon the nation's

savings. Tn this way, we will bring effective help

to business and industry, while making further

progress on the road back to stable prices. This

is the precondition for that lasting recovery in
/employment
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employment for our people which has eluded us 8o long.

3 Tt is now generally understood that many of

the problems which face this Government had been

building up over many years.

h, Within the memory of every Member of this House,

almost everyone in this country took it for granted

that they would travel on buses, cars, or motor

cycles that were made in Britain, from British steel.

Most of the world's finest ships were still being

built on the banks of the Mersey, the Tyne and the

Clyde.

5. Tt is only eleven years since the Erskine Bridge

was specially built high enough over the Clyde to let

pass a steady line of Cunarders from John Brown's

world-beating yards at Clydebank.

6. Not long ago too we took for granted one of the

highest living standards in Europe, if not in the

world.
/7, By 1979 all
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T By 1979 all that had changed. We had

experienced inflation above 25 per cent; unemployment

approaching 1} million. Fewer than half the new

cars bought in Britain were made here, Instead of

building three out of every ten merchant ships

supplied to the markets of the world, as we did just

twenty-five years ago, we were building only three

out of every 100, The British motorcycle industry

had all but disappeared, Our share of world trade

had been halved. And living standards in several

European countries had risen to almost twice ours.

8. We had been paying ourselves too much and

producing, and selling, too little: over the last®

decade nominal incomes increased by twenty times as

much as real output, This is a sure recipe for

lost markets, and lost Jobs.

9. Through all this, of course, many companies,

many individuals, continued to record outstanding

successes. But all too often they had found

/themgelvyes
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themselves swimming against the tide,

10. For our overall economic performance was among

the weakest and most inflation-prone of the major

industrial countries. This in turn led to steadily

increasing levels of unemployment. We learned the

hard way that inflation is not an alternative to

unemployment, but one of its principal causes.

11. We knew, and indeed before the last Election

we had made it plain, that the reversal of the long

decline experienced by this country would require an

effort, sustained over the lifetime of more than

one Parliament.

/12. But the problems
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12. But the problems which thls Government has

faced have not, of course, heen confined to the

United Kingdom. Only weeks after we took office,

the whole world was hit by the fresh surge of

inflation and renewed recession that followed the

second huge increase in the price of oll, The

average price of a barrel of oll last year was

$34. That was twenty=six times as much as in 1970,

when a barrel of oil cost $1.30,

13, The 1979 oil shock made the task of restoring

our economy both more urgent and much more difficult.

And it made still more damaging the momentum of

higher public spending - which the outgolng

Government bequeathed to us, Thus in spilte of

North Sea oil, Britain entered the precession in poor

shape, and somewhat earlier than ether major

countries,

/b Britain has
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14. Britain has therefore suffered worse from the

recession. But we have not suffered alone. Its

international effects are still evident. 1In the

United States, in Germany, in France, and in many smaller

economies unemployment is still rising sharply.

There are now about 28 million people out of work

in the industrial countries - more than half as

many again as in 1975. [Germany: 1881]. Even

so, most industrial countries have been makin
Lies

progress in the fight against inflation, and

continue to give priority to that fight. But the

battle is by no means won. So the outlook for the

growth of world trade remains subdued.

15. I cannot stress too strongly the need to

understand Britain’s problems in the light of this

international environment, and to frame British

policy accordingly. We have too often behaved as

if British Government decisions were all that

mattered for the British economy, and as if we

/could protect
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could protect or subsidise ourselves against the
impact of our competitors or the decisians of

other governments.

16. The House knows how important for the United
Kingdom are the economic policies of the OPEC
countries in the field of o0il, of the United States
in relation to interest rates, and of Japan for
balanced world trade. We can - and do - try to
influence these policies, both in our frequent
‘bilateral contacts, and through the European
Community, the Commonwealth, and the International
Monetary Fund. But there are obvipusly limits to
our influence; and we could not expect to exert

any influence at all if our policies failed to

command respect abroad.

17. But in the last two years we have made substantial
progress in tackling our long-term problems. We
are still sailing in the choppiest of Seas, but

the tide has turned.

/This is
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18. This is due in no small measure to the fact

that we have established a firm financial framework,

and have ‘gradually cut back public borrowing.

19. Thanks to last year's budget public borrowing

as a percentage of gross domestic product has gone

down, with major benefits for British industry and

for personal borrowers in lower interest rates.

Though short term interest rates were far higher

than we liked in 1981, they were on average 3 per

cent below American levels, over 13 per cent below

French levels and only 1% per cent above German

levels, in spite of the difference hetween German

and British inflation rates. And output started

rising from the middle of the year.

20. THe growth in prices has almost halved since

the spring of 1980. It should be in single figures

before the end of this year, and lower still in

1983.

/Productivity
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21. Productivity has been rising sharply. In
manufacturing industry last year output per man

rose by about 10 per cent

22. More moderate pay increases, combined last year
with fast productivity growth, mean that unit

labour costs in manufacturing scarcely rose at

all. For once our performance was better than most

of our competitors’.

23. So exports were rising again by the end of
1981, and in the last four months their value was
17 per cent up on a year earlier, including a
sizeable increase hy volume. Business surveys,
and most economic forecasts, point for further

rises over the next year.

24. We now expect output to grow hy 13 per cent
in 1982 and somewhat faster again next year. The
recovery of the economy is not a matter of
speculation. It is already Dgggghiﬂg.

/My aim in



-




BUDGET SECRET

25. My aim in this Budget is to nurture and

sustain that recovery.

26. In putting forward my proposals today I intend

just to discuss the central issue of unemployment.

Encouragement to industry to work for greater

competitiveness and productivity is obviously

the best way of creating stable and lasting future

employment. But there is a clear case for

supplementary direct action by Gavernment. I shall

have proposals to make.

27. I shall then describe the path we propose to

follow in monetary policy, and our view of the

appropriate level af Government borrowing, in the

next year.

28. T shall then turn to the fiscal measures which

we intend to take, for the benefit of industry. We

help industry most by helping industries hold down its

costs. Above all that means restricting Government

/borrowing and
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borrowing and so exerting downward pressure on
interest rates and inflation. But there is also
room this year for substantial tax cuts directly

to benefit industry.

29. The net cost in revenue or expenditure terms
of all the proposals which I shall be announcing
this afternoon is some £3,500 million - in a full
year. Ag compared with the conventional assumption
that income tax thresholds and excise duties are
increasdd in line with prices, the proposals add
[s1,400] million to the PSBR in 1982-83, and some

E1,500) million in a full year.

/Section 2 3 JOBS AND PAY
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Section 1 : INTRODUCTION

THE CONTEXT, THE STRATEGY

1. This afternocon, Mr. Speaker, I propose to put my cards on
the table straight-away. It is a good hand, and I see no

purpose in keeping the House In unnecessary suspense.

2. In this Budget T shall he proposing reductions in both
taxes and borrowing. It is a Budget for industry - and so a
Budget for jobs. But it is a Budget for people as well. It
is a Budget that will strengthen the foundations of economic

recovery.

3. To set these changes in context, it is necessary to start
with a word about the past. Within the memory of every

Member of this House, almost everyone in this country took it
for granted, for example, that our buses, cars, or motor cycles
were made in Britain, from British steel. Most of the world's

finest ships were still being built in our yards.

4, It is only eleven years since the Erskine Bridge over the
Clyde was completed - to a design which would allow to pass below
it a steady line of Cunarders from John Brown's world-beating

vards at Clydebank.

Bl ¢ Not long ago too we took for granted one of the highest

living standards in Europe, if not in the world.

BUDGET SECRET /6, By 1879
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6. By 1979 all that had changed. We had experienced inflation
above 25 per cent; unemployment approaching 1% million. Fewer
than half the new cars bought in Britain were made here. Instead
of building three out of every ten merchant ships supplied to

the markets of the world, as we did just twenty-five years ago,
we were building only three out of every 100. Our share of

world trade had been halved. And living standards in several

European countries were half as high again as ours.

7 We had long been paying ourselves too much and producing,
and selling, too little. During the 1870s money incomes had
increased by twenty times as much as real output. That was

a sure recipe for inflation, lest markets, and lost Jjobs.

8. Through all this, of ceourse, many companies, many individuals,
continued to record outstanding successes. But all too often

they were swimming against the tide.

9. For our overall economic performance had become aone of the
weakest and most inflation-prone of all the major industrial
countries. At the last Election we made all this very clear.
We made plain toeo that reversing this decline would require a
major effort, that would need to be sustained over the lifetime

of mere than one Parliament. And so it will be.

10. But this country's problems are not its alone. In the
summer of 1979, the whole world was hit by the fresh surge of
inflation and renewed recession that followed the second huge

increase in the price of oil. The average price of a barrel

BUDGET SECRET /of oil
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of o0il last year was $34. That was twenty-six times as much

as in 1970, when a barrel of oil coest $1.30.

11. The 1979 0il shock made the task of restoring our economy
both more urgent and much more difficult. And it coincided with
the surge in pay, and public spending, which the outgoing

Government bequeathed to us.

12. So in spite of North Sea oil, Britain entered the recession

in poor shape, and rather earlier than other major countries.

13. So Britain has suffered worse than many froem the recession.
But we have not suffered alone. In the United States, in
France, and in many smaller economies, unemployment has been
rising sharply. In Bermany last year the number rose by over
half a million, and there are now about 26 millien people out of

work in the industrial countries.

14. Even so, most industrial countries have reacted by continuing
to give priority to the fight against inflation; and they have
been making progress in that fight. But the battle is by no

means won. So the outlook for the growth of world trade remains

subdued.

15. T cannot stress too strongly the need for us to fashion
British policy in the light of this international environment.
All too often we talk - and behave - as if British Government
decisions alone were all that mattered for the British econaomy,
and as if we could protect er subsidise ourselves against the

/impact of
BUDGET SECRET
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impact of our competitors or the decisions of other governments.

16. The House knows how important for the United Kingdom are
the economic policies of the OPEC countries in the field of oil,
of the United States in relation to interest rates, and of Japan
for the balance of world trade. 0f course we can bring our
influence to bear on these policies, both directly and through
the European Community, the Commeonwealth, OECD and the
International Monetary Fund. And we do. But we could not
expect to exert any influence at all if our own policies failed

to command respect abroad,

17. In the last two years we have made substantial progress in

tackling our long-term preblems.

18. Thanks to last year's Budget, public borrewing has gone
down as a percentage of gross domestic product, with consequent
benefits in interest rates lower than they would otherwise have
been. In the six months folleowing the Budget, our rates were

on average 4 points below American and French levels, and on a
par with German rates, in spite of the difference between German
and British levels of inflation. Tt is no coincidence that

output started rising from the middle of the year.

19. Tnflation has been almost halved since the spring of 1380.
It should be in single figures during this year, and lower

still in 1983.

20. Productivity has been rising sharply. In manufacturing

/industry last year,
BUDGET SECRET
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industry last year, output per man rose by about 10 per cent.

21. More moderate pay increases, combined last year with fast
productivity growth, meant that unit labour costs in manufacturing
rase hardly at all. Our performance was comparable with Germany

and Japan, and better than all our other major competitors’.

22. And exports were rising again by the end of 198l1. In the
last four months, their value and volume was well up on a year
earlier. Business surveys, and most ecenomic forecasts, point

to a further rise over the next year.

23. In the economy as a whole, we now expect output to grow by

11 per cent in 1982 and rather more in 1983.

24, My aim in this Budget is to nurture and help sustain that

rECOVETrY.

25. I shall start by discussing the central issue of unemployment.
Helping industry to become more competitive is the best way of
creating future employment. But there is a clear case for

direct action by Government as well. I shall have proposals to

make.

26. T shall then have something to say about our approach in
monetary policy, and the level of Government borrowing, in the

vear ahead.

27. Finally T shall come to the tax and other measures which we

/intend to take
BUDGET SECRET
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intend to take, primarily for the bhenefit of industry and Jobs.

28. The net cost te the Exchequer of all the preposals which

T shall be announcing this afternoon is - in a full year -

some £3,400 million., But I repeat, while proposing these

tax reductions I am planning alse teo secure a further reduction

in public borrowing.

/Section 2 J0oBS AND PAY
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BUDGET SPEECH : FINAL DRAFT

I attach a copy of part of the sixth draft of the Budget speech,
incorporating the Chancellor’s reactions to comments made on
Wednesday's fifth draft.

2. All comments on this draft must reach me by tonight.

3. All points raised on Wednesday's draft have been considered
by the Chancellor. Where they have not been taken, please
re-open them now only if the issue is clearly important.

4, In the interests of shortening the overall text, various

Sections have been slimmed. Please suggest re-expansion only

if this strikes you as essential.

J.0. KERR

BUDGET SECRET
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Section 1 : INTRODUCTION

THE CONTEXT, THE STRATEGY

1. I propese, Mr. Speaker, to put my cards on the
table straight-away. It is a gosd hand, and I see
no point in éaving up the trumps until later.
Needless te say, I would not wish to keep you, and
the House, in avoidable suspense. That is a

temptation which all Chancellers always resist..

28 The fact is that I am in a positien teo propose
this afterneon reductions in both taxes and borrowing.
This will help business and industry, while also
making further pregress against &nflation, which is
the preconditien for that lasting recevery in
employment which has eluded successive British

gevernments for so many years.

3. Within the memery of every Member of this House,
almost everyone in this country took it for granted,
for example, that our buses, cars, or motor cycles
were made in Britain, from British steel. Most of
the world's finest ships were still being built

;in our yards,Ega%he-beﬂkﬁaeﬁ—%he-ﬂe?SﬁyjﬁthEHTyﬁe,

b, Tt is only eleven years since the Erskine Bridge

/over the
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over the Clyde was completed -~ to a design which
would allow to pass below it a steady line of
Cunarders from John Brown's world-beating yards at

Clydebank.

B, Not long ago too we took for granted one of the
highest living standards in Europe, if not in the

world.

6. By 1979 all that had changed. We haok experienced
inflation above 25 per cent; unemployment approaching
1} million. Fewer than half the new cars bought in
Britain were made here. Instead of building three

out of every ten merchant ships supplied to the

markets of the world, as we did just twesty-five years
ago, we were building only three out of every 100.

Our share of world trade had been halved. And

living standards in several European countries were

half as high again as ours.

7. We had long been paying ourselves too much and
producing, and selling, too 1little: over the last
decade money incomes had increased by twenty times

as much as real output . A sure recipe for inflation,

lost markets, and lost jobs.

8. Through all this, of course, many companies,

many individuals, continued to record outstanding

/successes,
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successes. Bubt all too often they were swimming

against the tide.

9. For our overall economic performance was among
the weakest and most inflation-prone of the major
industrial countries. This led to steadily
increasing peaks of unemployment. By now we should
all have learned the hard way that inflation is not
an alternative to unemployment, but one of its

principal causes.

10. We long knew, and had indeed made plans before
the last Election, that reversing all this would
require a major effort, sustained over the lifetime

of more than one Parliament.

11. But the problems which this Government has
faced have not, of course, been confined to the
United Kingdom. In the summer of 1979, the whole
world was hit by the fresh surge of inflation and
renewed recession that followed the second huge
increase in the price of oil. The average price
of a barrel of oil last year was $34. That was
twenty-six times as much as in 1970, when a barrel

of oil cost $1.30.

12. The 1979 oil shock made the task of restoring
our economy both more urgent and much more difficult.
And it coincided with the surge in pay, and public

/ spending, which the
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spending, which the outgoing Government bequeathed

to us.

1%3. So in spite of North Sea oil, Britain entered
the recession in poor shape, and rather earlier

than other major countries.

14. Britain has therefore suffered worse than many
from the recession. But we have not suffered alone.
Tn the United States, in Germany, in France, and in
many smaller economies, unemployment has been rising
sharply. There are now about 26 million people out
of work in the industrial countries. In Germany the
number last year rose by over half a milliop, and
there and elsewhere the increase is accelerating,

whereas here it has slowed down.

15. Even so, most industrial countries have been
making progress in the fight against inflation, and
continue to give priority to that fight. But the
battle is by no means won. So the outlook for the

growth of world trade remains subdued.

16. T cannot stress too strongly the need for us to
fashion British policy in the light of this inter-
national environment. A1l too often we talk - and
behave - as if British Government decisions alone were
all that mattered for the British economy, and as if

/we could protect
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we could protect or subsidise ourselves against the
impact of our competitors or the decisions of other

governments.

17. The House knows how important for the United
Kingdom are the economic policies of the OPEC
countries in the field of oil, of the United States
in relation to interest rates, and of Japan for the
balance of world trade. Of course we can bring our
influence to bear on these policies, both in our
frequent bilateral contacts, and through the European
Community, the Commonwealth, OECD and the Inter-
national Monetary Fund. And we do. But we could
not expect to exert any influence at all if our own

policies failed to command respect abroad.

18, TIn the last two years we have made substantial
progress in tackling our long-term problems.

Shoals abound, but for us the tide has fturned.

19. Thanks to last year's budget’public borrowing
has gone down as a percentage of gross domestic
product, with consequent benefits in interest rates
lower than they would otherwise have been. In the
six months following the Budget, our rates were on
average 4 points below American and French levels,
and on a par with German rates, in spite of the
difference between German and British levels of
inflation. Tt is no coincidence that output started

/rising from the
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rising from the middle of the year.

20. TInflation has almost halved since the spring of
1980. Tt should be in single figures during this

year, and lower still in 1983.

21. Productivity has been rising sharply. In
manufacturing industry last year, output per man

rose by about 10 per cent.

22. More moderate pay increases, combined last year
with fast productivity growth, meant that unit

labour costs in manufacturing rose hardly at all.

Our performance was comparable with Germany and Japan,

and better than all our other major competitors'.

2%. And as a result exports were rising again by
the end of 1981. In the last four months their
value and volume was well up on a year earlier.
Business surveys, and most economic forecasts, point

to a further rise over the next year.

240, Tn the economy as a whole, we now expect output
to grow by 11 per cent in 1982 and rather more next

year.

25. My aim in this Budget is %to nurture and help

sustain that recovery.

/26, 1In explaining
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26. Tn explaining how I propose to do that, I
shall start by discussing the central issue of
unemployment. Encouraging industry to work for
greater competitiveness is the best way of creating
future employment. But there is a clear case for
supplementary direct action by Government. I

shall have proposals to make.

27. I shall then describe the path we propose to
follow in monetary policy, and our view of the
appropriate level of Government borrowing, in the

coming year.

28, Thereafter T shall describe the tax and other
measures which we intend to take, primarily for the
benefit of industry and jobs. We help industry most
by helping businesses to hold their costs down.

Above all that means restricting Government borrowing,
and so exerting downward pressure on interest rates
and inflation. But there is also room this year for

measures directly to benefit industry.

29, The net cost Ito the Exchequerz of all the
proposals which T shall be announcing this afternoon
is = in a full year - some £3,400 million. And,

T repeat, T am able to make these proposals while

also proposing a further reduction in public borrowing.

/Section 2 ¢ JOBS AND PAY
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BUDGET SPEECH: FIFTH DRAFT

I attach a copy of part of the latest draft of the Budget Speech,

incorporating the Chancellor's reactions to commentsmade on

Monday's fourth draft.

2. I should be grateful if your comments on this draft could

reach me by noon on 4 March. Suggestions for substantial amendments -

as distinct from factual corrections or minor changes of emphasis -

should be submitted via the relevant Permanent Secretary.

3. I should be grateful if co-ordinators would indicate where
sections of the draft still have to be cleared with other Departments,
and how it is proposed that this should be done. It would be
helpful if they could also ensure that new language to fill existing

gaps, indicated by square brackets, is included.
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Seet'w 3:
JE. THE MONETARY FRAMEWGORK

[1. Since the collapse in [1971] of the Bretton
Woods system of fixed exchange rates, the need

for control of the money supply to replace the
earlier external discipline has been recognised
throughout the developed world. The high and
unpredictable inflation since 1971, which followed
the 2% decades of post-war recovery, brought that
need home sharply both to national governments and

to international bodies.

1A. In this country targets for monetary growth were
initiated by my predecessor in 1976, after he had

to seek help from the IMF. Then as now monetary
control called for progressively lower public
borrowing. I am sure that he was right to see a

need for a credible prospect of monetary and
financial restraint, to demonstrate to individuals
and companies alike that inflation would come down
and provide the basis on which they could act on

that belief. The Medium Term Financial Strategy

/which the
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which the Government launched two years ago

embodies the same philosopy.]

7 We have reduced inflation and we shall continue

to do so. Inflationary expectations have now been

curbed. So we now have a real prospect of

sustainable recovery. It is clearly right to

maintain the strategy. Equally clearly, it is

right to adjust the way we pursue it in the light

of experience.

3. The Medium Term Strategy establishes the

financial framewark within which day to day policy

decisions are taken. As I explained in last

year's Budget speech, no single measure of money

(such as Sterling M3) can fully describe monetary

conditions. They must be assessed in the light of

additional measures, and of all the other evidence

available, including the behaviour of the exchange

rate and the inflation outleok. This appreach lay

/behind the
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behind the decisions to reduce MLR in November 13980

and in the 1981 Budget. It was also one reason

for the upward movement in short-term interest rates

early last autumn.

4. As intended, the overall effect of policy in

1981-82 has been to restrain the growth of domestic

costs and prices. It is, of course, true that §M3

has grown faster than was predicted a year ago. So toh
Eo a lesser extenta have other wide measures like

PSL2. This was due partly to the Civil Service

strike and partly to changes such as the abolition

of exchange control and of the supplementary special

deposit scheme. But the growth of what one could term
“broad money"also seems to reflect greater use of
bank deposits, which are counted as money, as a
medium for saving rather than for spending, in
preference to other savings media, which fall outside
the normal measures of money. If this change feflects,

as is probable, worldwide uncertainty about inflation

and interest rates, it is likely to persist. Cekrtainly

/this interpretatic
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this interpretation helps to reconcile the relatively
rapid growth of broad money with the extensive

evidence that policy has restrained inflation.

Fev

5. Lﬁhe other signs do not suggest that monetary
conditions are lo®se. As in several other countries,
the narrow aggregates (such as M1) have again grown
more slowly than the wider ones, (such as M3 or
PSL2). The price of some important assets, for
example houses, had; been flat or falling. The
effective exchange rate has been relatively steady
since the autumn. Over the last six months interest
rates have been higher than we had hoped‘both in
nominal and real terms. This and other evidence

leads me to expect that the fall in inflation will

now resume and continue.

6. The continued deceleration of money growth is
central to the Medium Term Financial Strategy, as
a means of achieving a slower rise in prices. The

objective remains. But in setting the target range

/for 1982-83,
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for 1982-83, it is right to make two changes in
the light of our experience over the last three

years.

VA The first is to make &aad more explicit how
we have been operating our policy in practice,

and to explain the growing need (already discussed)
to study a range of monetary indicators of both
narrow and broad aggregates. The range I shall be
announcing as the monetary target for next year is,
therefore, for the growth not of one but several
of the principal monetary aggregates - narrow as

well as broad.

8. Second, it is now clear that we cannot hold to
the 5-39 per cent range for §£M3 suggested in last
year's Budget Red Book for 1982-83. That would mean
an unrealistic and undesirable slowing down from
§M3's recorded growth rate of about [15] per cent
over the last 12 months. I have therefore decided
to raise the target range{&hich will make it a mere

/realistic, and
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realistic, and so more effective, guide to monetary
decisions during the yeaﬁ;] The ranges suggested
for later years in this year's MTPS are also somewhat

higher.

9. [}n glement of judgement and thus of risk is
therefore inevitablé] To have a larger stock of
broad money than we originally expected could of
course lead to an excessive level of spending.

Our present judgement is that it will not. But if
it were about to do so, this would show up in money
held for transactions rather than savings. That

is a further reason why it is necessary, in current
circumstances, to pay close attention to a narrow

aggregate like MI.

10. Taking all of this into acceount a target range
of 8-12 per cent is appropriate for the growth of

the principal monetary aggregates during 1882-83.
This is likely to maintain the steady pressure needed

to achieve a further fall in the rate of inflation.

/11. While the
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11. While the Government does not set a target for
the exchange rate, its influence on the economy
should not be ignored. Interpretation of monetary
conditions will continue to take account of this

and of ad=l theLévailable evidence. Policy decisions
will be aimed at keeping monetary conditions

firmly directed at the objective of reducing the
rate of inflation. This financial framework is
consistent with money GDP growth of 10 per cent a
year [and a strengthening recovery of the real

economy .

12. For the years after 1982-83 monetary targets
will be set nearer the time. We intend to achieve
a further reduction in the rate of monetary growth
from year to year. Such a path is illustrated in

the new projections published in the Budget Red Book.

13. During the past year several changes have been
made in the techniques of monetary controcl. In
particular, Minimum Lending Rate ceased to:be

/announced last
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announced last August. The main purpose of these

changes was to allow market forces a greater

influence on the structure of interest rates and

to allow rates to be adjusted more promptly in

response to changing economic conditions. These

objectives have been met. The new arrangements have

also coped successfully with some severe swings

both in the international markets and the money

market at home.

14. We have also been seeking to even out the flow

of revenue over the year, in order to ease the problems

for money market operations and monetary control

generally. Over the last six months, Customs and

Excise have taken steps, with the agreement of the

companies concerned, to secure a more even monthly

flow of VAT into the Exchequer, by adjusting the

quarterly dates on which certain trades are required

to account for VAT. Secondly, as part of the new

arrangements (from 1983-84) for giving mortgage

interest relief by deduction rather than through

/the PAYE 1t
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the PAYE it should be possible to get a smoother
payment of the building societies composite rate.
Finally, and most important, the proposals for oil
taxation, which I shall describe later, will spread
the payment of petroleum revenue tax more evenly

over the year.

15. A central element in the Government's financial
policy is that the gap between public sector spending
and revenue should be financed by savings and not

by creating meney. We have greatly improved the

way in which a steady flow of savings is secured.

16. Fh&sgan 1973-80 the PSBR was about the same as

the current year - around §£10 billion. But it was

not financed in a balanced way. Sales of gilteedged
stock were more than 8 times larger than the contributior
from National Savings. This year we have greatly
improved the balance. National Savings mes have
exceeded the target which was raised to £3% billion

last autumn. We sheuld congratulate the Department

/on achieving
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on achieving this through increased eFFiciency’
while continuing its programme of staff reductions.
As a result, sales of gilts to the public have been
cut back to around §£6% billion. Moreover the issue
of conventional long dated high coupon stocks is

now much lower than it was.

17. Last year T announced,"as one part of our policy
of diversified funding, the introduction of new
indexed gilt-edged stock, so demonstrating our
confiddnce in our policies for bringing inflation
down. In 1981 sales of this indexed stock amounted

to §£23% billian.

18. The right to buy this indesed gilt was restricted
to pension funds and certain other institutions in
respect of their UK pension business. I have now
decided also to introduce a derestricted indexed
stock. I believe this broadening of the market

will increase the usefulness of indexed gilts as

a funding instrument. jﬁﬁe existing indexed gilts

/will also
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will also be made generally availablelfoda%JW he
prospectus 94 these stocks already providaﬁ?or

the possibility of removing the restrictionsﬁr

19. I intend to continue our policy of diversified
funding next year, with contributions coming from
indexed gilts, conventional gilts and National
Savings. In the case of National Savings, the
target for 1962-83 will be §£3 billion, rather

less than the figure for last year.
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Section 3 : THE MONETARY FRAMEWORK

1 e T think it right now to set out for the House

how monetary policy will operate in the year ahead.

T make no apology for doing so at this early stage,

for since the collapse in [1971] of the Bretton Woods

system of fixed exchange rates, the value of

controlling the money supply as a form of financial

discipline has increasingly been recognised.

2% Tn this country published targets for monetary

growth were initiated by my predecessor in 1976

when he had to seek help from the IMF. Then as now

monetary control was supported by progressively lower

public borrowing, T am sure that he was right to

see a need for monetary and financial restraint, to

persuade individuals and companies alike that inflation

would come down.,.

3. The Medium Term Financial Strategy which the

Government launched two years ago is an extension of

this approach, It has served its purpose well.

/4, We havye
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I, We have reduced inflation and we shall continue
to do so. We now have a real prospect of sustainable
recovery. Tt is clearly right to maintain the
strategy. Equally clearly, it is right to adjust

the way we pursue it in the light of experience,

5. The Medium Term Strategy establishes the

financial framework within which day to day policy

decisions are taken, In last year's Budget speech

T emphasised that no single measure of money can

fully describe monetary conditions - which must be

assessed in the light of all the avallable evidence,

And this is the basls of our policy.

6. As intended, the overall effect of policy in

1981~82 has bheen to maintain downward pressure on

inflation. Tt is true that §M3 has grown faster than

the target set a year ago. This was due partly to

the Civil Service strike, It has been affected too

by the rising market share of the banks, following

the abolition of exchange control and of the

/supplementary special
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supplementary speclal deposit scheme, These were

major changes which are likely to have long-term

effects. But the growth of the wider measures of

money probably also reflects greater demand for

1iquid assets as a medium for saving, which could

also persist.

T Certainly the evidence as a whole does not

suggest loose monetary conditions, As 1n several

other countries, the narrow aggregates have grown

more slowly than the wider ones. The price of

some important assets, for example houses, has been

constant or falling, The effective exchange rate

has been relatively steady since the autumn. Over

the last six months interest rates have been high -

higher than we had hoped - both in nominal and real

terms.

8. The continued deceleration of money growth is

central to the Medium Term Financial Strategy. But

in setting the target range for the future it is

/right to take account
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right to take account of experience over the last

three years,

9. The first is to make more expliclt the way in

which we have in practice been looking at a number

of monetary aggregates, The ranges I shall be

announcing will therefore apply both to the broad

measures of money - £M3 together with PSL2 - and

the narrow measure, ML,

10. Second, it is clear that the ranges should be

higher than those suggested for M3 In last yeart's

Budget Red Book, T have decilded that the target

range for 1982-83 for these aggregates should be

8 =~ 12 per cent, This will maintain the steady

pressure needed to achieve a further fall in the

rate of inflation,

11. These higher ranges will lead to a larger stock
of broad money than we originally expected, Our
present judgement is that this wlll not damage the

/outlook for inflation
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outlook for inflation. But to ensure that monetary
conditions remaln appropriate we shall continue to
monitor a range of indicators. That is a further
reason why it is necessary to pay close attention to

a narrow aggregate like Ml.

12, The exchange rate will also normally give
useful information on monetary conditions. While
the Government has no target for the exchange rate,
its effect on the economy cannot be ignored. Policy
decisions will be aimed at maintaining a monetary
environment conducive to the reduction of the rate

of inflation.

1%, Monetary targets for the years after 1982-83
will be set nearer the time. A path for further
reduction in the rate of monetary growth from year
to year is illustrated in the Budget Red Book. The
ranges shown there have been constructed on the
assumption that there are no major changes in the

exchange rate from year to year. This financial

/ framework is
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framework is consistent with money GDP growth of

10 per cent a year and a strengthening recovery of

the real economy.

Monetary Control and Debt Sales

14, During the past year several changes have been

made in the techniques of monetary control. From

last August Minimum Lending Rate ceased to be

announced. The main purpose of these changes was

to allow market forces a greater influence on the

structure of interest rates and to allow rates to be

adjusted more promptly in response to changing

economic condltions, These objectives have been

met. The new arrangements have also coped

successfully with some severe swings both in the

international markets and the money markets at home,

15. We have also been seeking to even out the flow

of revenue over the year, in order to ease the

problems for money market operations and monetary

control generally. Let me cite three examples,

/Over the last six months
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Over the last six months Customs and Excise have
taken steps, with the agreement of the companies
concerned, to secure a more even monthly flow of

VAT into the Exchequer, by adjusting the quarterly
dates on which certain trades are required to

account for VAT, Secondly, we are seeking a
smoother payment of the building societies! composite
rate tax, Finally, and most important, the proposals
for oil taxation, which I shall describe later,

will spread the payment of petroleum revenue tax

more evenly over the year.

16, A central element in the Government's financial
policy is that the gap between public sector spending
and revenue should be financed in a way that is
consistent with our monetary target. We have
greatly improved the way in which the Government

funds its borrowing,

17. TIn 1979~80 the PSBR was about the same as the

current year - around £10 billion, But sales of
/gilt-edged
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gilt~edged stock were more than eight times larger
than the contribution from National Savings, Thils
year we have greatly improved the balance, National
Savings have exceeded the target which was ralsed to
£33 billton last autumn, We should congratulate the
Department on achleving this through increased
efficiency, while continuing its programme of staff
reductions, As a result, new sales of gllts to the
public have only needed to be around £6} billion with
less emphasis on conventional longrdated high-coupon

stocks.

18. TIn our funding policy we have demonstrated out
confidence in our policles for reducing inflation,
Last year T announced, as one part of our policy of
diversified funding, the Introduction of indexed
gilt-~edged stock, Tn 1981 sales of this Indexed

stock amounted to some £2} billion,

19. The right to buy this indexed gilt was restricted

to pension funds and certain other institutions in

regpect of theilr
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respect of thelr UK pension business. I have now

decided to remove this restriction, The Bank of

England is announcing this afternoon a new issue of

indexed stock on an unrestricted basis., The

restrictions on the existing indexed gilts already

in the market will be removed from tomorrow. T

should remind the House that the original prospectus for

these stocks provided for the possibility of removing

the restrictions, T believe this broadening of the

market will increase the usefulness of indexed gilts

as a funding instrument,

20. T intend to continue our policy of diversified

funding next year, with contributions coming from

indexed gilts, conventional gilts and National

Savings., Tn the case of National Savings, the target

for 1982-~83 will be £3 billion, broadly comparable

with the figure for last year.

/ Section 4 ; PSBR
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Section 3: MONETARY POLICY

1. I think it right now to set out for the House how

monetary policy will operate in the year ahead. I do so at

this early stage in my speech because the subject is of
paramount importance. I shall nevertheless do so as briefly

as I can, to avoid trying the patience of the House with detail.
The technically-minded will find ample solace in the lapidary

prose of the Red Book.

2. Ever since the collapse of the Bretton Woods system of
fixed exchange rates in 1971, the need to control the money
supply has been accepted world-wide. In this country published
targets for monetary growth were initiated by my predecessor

in 1976, the year he had to seek help from the IMF. Then,

as now, monetary control was supported by progressively lower
public borrowing. I am sure that he was right to see a need
for monetary and financial restraint, to persuade individuals

and companies alike that inflation would come down.

3. The Medium Term Financial Strategy which the Government
launched two years ago is an extension of this approach. It

serves an important purpose.

4. It has helped us to reduce inflation, and we shall continue
to do so. We now have a real prospect of sustainable recovery.
It is clearly right to maintain the strategy. Of course, it

is right to adjust, in the light of experience, the way we

pursue it. But maintain it we must.

/For it
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5. For it establishes the financial framework within which

day to day policy decisions are taken.

6. In last year's Budget speech, I emphasised that no single
measure of money can fully describe monetary conditions - they
must be assessed in the light of all the available evidence.

And this remains the basis of our policy.

7 As intended, the overall effect of policy in 1881-82 has
been to maintain downward pressure on inflation. £&M3 has grown
faster than the target set a year ago. This was due partly to
the Civil Service strike. It has been affected too by
structural changes in the market place, - such as the rising
market-share of the banks - which could have long-term effects.
The growth of the wider measures of money probably also reflects
greater demand for liguid assets as a medium for saving. This
too could last for some time. So, though the stock of broad
money is higher than originally expected, our judgement is

that this is consistent with maintaining the steady pressure

needed to achieve a downward trend in inflation.

8. Certainly, the evidence as a whole does not suggest

loose monetary conditions. As in several other countries,

the narrow aggregates have grown more slowly than the wider
ones. The effective exchange rate has been relatively steady
since the autumn. Interest rates have been high - both in
nominal and in real terms. The price of some important assets,

for example houses, has been constant or falling.

/I have taken account
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9. I have taken account of these factors in setting somewhat
higher ranges than were suggested for &M3 in last year’s Red
Book. The target range for 1982-83 will be 8-12 per cent.
This adjustment in the monetary target does not imply any
relaxation of purpose. O0On the contrary, it is a recognition
of the pace at which we have been able to make progress thus
far, and of the extent to which that has been consistent

with continued progress against inflation.

10. The new target represents a realistic restatement of
our determination to maintain a responsible monetary policy.
It should be consistent with growth of money GDP at 10 per
cent a year, with continued progress against inflation and

with a strengthening recovery of the real economy.

11. We shall continue to monitor a range of indicators.
To make more explicit the way in which we do this, the ranges
I have just announced will apply to both the broad measures

of money - §M3 together with PSL2 - and the narrow measure, Ml.

12. The exchange rate will also normally give useful
information on monetary conditions. While the Government
has no target for the exchange rate, its effect on the economy

and therefore its behaviour cannot be ignored.

13. Evidence on all these variables will continue to be

taken into account. Policy decisions will be aimed at maintaining

a monetary environment conducive to the reduction of inflation.

/Monetary targets
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14. Monetary targets for the years after 1962-83 will be ssat
nearer the time. Slower monetary growth is central to the
Medium Term Financial Strategy. The path for further reductions
in the rate of monetary growth from year to year is illustrated
in the Budget Red Book. The monetary ranges have been
constructed on the assumption that there are no major changes

in the exchange rate from year to year.
15. What I have just described is a firm framework for
continuing the conguest of inflation. We are winning the

battle, and we are determined to see it through.

Mongtary Control and Debt Sales

16. I ought also to mention changes which have been made

over the past year in the techniques of monetary control.

From last August Minimum Lending Rate ceased to exist. The
main purpose of this change was to allow market forces a
greater influence on the structure of interest rates, and to
allow rates to be adjusted more promptly in response to
changing economic conditions. These objectives have been met.
The new arrangements have coped successfully with some ssvere
swings both in the international markets and the money markets

here at home.

17. We have also been seeking to even out the flow of revenue
over the year, in order to ease the problems for money market
operations and monetary control generally. Let me give three

examples. Over the last nine months, Customs and Excise have

/taken steps, with the
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taken steps, with the agreement of the companies concerned,
to secure a more even monthly flow of VAT into the Exchequer,
by adjusting the quarterly dates on which certain traders

are required to account for VAT. Secondly, we are seeking

a smoother payment of the building societies’ composite rate
tax. Finally, and most important, the proposals for oil
taxation, which I shall describe later, will spread the

payment of Petroleum Revenue Tax more evenly over the year.

18. A central element in the Government’'s financial policy
is that the gap between public sector spending and revenue
should be financed in a way that is consistent with our
monetary target. We have greatly improved the balance of

Government funding.

19. 1In 1979-80, when the PSBR was similar to this year's,
sales of gilt-edged stock were more than eight times larger
than the contribution from National Savings. This year the
ratio was down to about 2 to 1. National Savings have
exceeded their target, which was raised to £33 billion last
autumn. I congratulate the Department on achieving these
higher inflows through increased efficiency, while making

its contribution to Civil Service staff reductions.

20. Interest rates have come down since the current
national savings certificate was introduced. It will therefore
be withdrawn from tomorrow and replaced as soon as possible

by a new savings certificate offering a lower but still

/competitive
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competitive rate of return.

21. New sales of gilts to the public in the past year have
not needed to be more than about £7% billion, with less
emphasis on conventional long-dated high-coupon stocks.

In our funding policy we have demonstrated our confidence

in our policies for reducing inflation. Last year I
announced, as one part of our policy of diversified funding,
the introduction of indexed gilt-edged stock. Over the past

year sales of this indexed stock amounted to some §23 billion.

22. The right to buy this indexed gilt was restricted to
pension funds and certain other institutions in respect of
their UK pension business. I have now decided to remove
this restriction. The Bank of England is announcing this

afternoon a new issue of indexed stock on an unrestricted

basis.
23. The restrictions on the existing indexed gilts already
in the market will be removed today. I should remind the

House that the original prospectus for these stocks itself
provided for the possibility of removing the restrictions.
I believe this broadening of the market will increase the

usefulness of indexed gilts as a funding instrument.

24, I intend to continue our policy of diversified funding

next year, with contributions coming from indexed gilts,

conventional gilts and National Savings. In the case of

/National Savings,
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National Savings, the target for 1882-83 will be &3 billion,

just a little below the figure for last year.

/Section 4: PSBR
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(.. I have described our propeosals for industrny. fnd
business: the massive boost we intend to provide by
cutting National Insurance Surcharge; the targetted

additional assistance with energy costs, and to

.
o

construction, enterprise apd'innovation, which we
envisage. These are mﬂésures which, given good sense
about pay " mapagement and workforce, should give a
major boost to employment. -%ip??fturn to what

supplementary direct action on jobs the Government

widnbake. ]
e

2. This Government fully recognises that to have
millions of people unable to find work is a tragic loss
to the community. And that, worse still, to be unable
to find work is an affront to individual self-respect.
Unemployment is widely and understandably felt to be

the biggest single problem for Britain today.

3. Unemployment is not, of course, confined to this

country. In other countries, as I have already observed,

/unemployment is
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unemployment is rising faster than in Britain. To say

that is not to minimise the problem. It is merely to

observe that we are far from alone.

4. That is all the more reason for trying to

understand the true causes of the problem. Two

misleading reasons are often put forward.

5. First, it is suggested that Government has not

itself done enough to sustain or create employment.

And, second, it is argued that Government has been too

concerned to fight inflation at the expense of

employment.

5. If there is a choice between inflation and jobs,

then it is, as I have said, one that exists only in the

very short term. In the longer term the effects on

interest rates and on inflation make the initial boost

to employment unsustainable. Over the past twenty years

inflation and unemployment have increased together,

around the world. Experience both here and abroad

/suggests that the
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suggests that the ability of government to create

sustainable jobs has been exaggerated, and that we must

look mainly to the private sector for permanent job

creatiaon.

A There are indeed some who go further than this -

and who argue (some more explicitly than others) that

the costs of higher inflation would be worth paying if

by doing so we could win more jobs. But the computer

models, run to show what the Government could do by

massive reflation, produce strikingly low results in

terms of jobs created. It has been suggested, for

example, that a £5 billion boost to demand through a

commensurate increase in public borrowing would reduce

unemployment by only 150-300,000 after five years. And

even these gains would of course be bought at the

expense of substantial risks to inflation, to the

exchange rate and to interest rates.

8. This 1is indeed very plainly displayed by Britain's

own experience. In 1360 public expenditure accounted

/for about
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for about one-third of gross domestic product. And
less than [400,000] people were registered as unemployed.
Public spending today comes much nearer to half of GDP -
about 45 per cent this year. Yet unemployment is
[almost 8] times as high as it was in 1960. This indeed
is one reason why successive governments have tried,

or been obliged to try, to reduce the size of the

public sector. For by higher taxes, higher rates or
higher interest rates, it has threatened toc crush the

wealth-creating base of the economy.

9. The other main cause of today's unemployment has
been the attempt to secure higher living standards at
the expense of shrinking profits and relatively
declining productivity and competitiveness. Again since
1960 the real spending power of individuals has risen

by almost three-quarters. Even between 1977 and 1880,
real personal incomes rose by almost one-fifth. Real
living standards’For those in work, are still higher
today than at any time during the life of the last

Government.

/But at the same
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10. But at the same time fewer people have been able
to enjoy them. For more and more people have found
themselves without a job. The resources that were
necessary to sustain those living standards and to

provide employment opportunities have continued to shrink.

11. For during the same period profits in total, the
main incentive and primary source for investment, have
fallen to destructive levels. The share of national
resources going to company profits has more than halved.
And the real rate of return on investment (except in
the North Sea) has fallen from 13 per cent in 1860 to

a derisory 2 per cent last year.

12. It is of the highest importance to reverse this
trend. For profits are the lifeblood of business success.
And without business success there can be no prospect of

secure jobs for our young people.

13. Paradoxically enough, poor productivity and low

competitiveness is the other enemy of full employment.

/[At the level
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[Q& the level of the individual plant or firm, action
to improve competitiveness may initially temd to reduce

employment. But it would be Luddite to oppose these

. changes. The choice is between higher productivity
(cF Wl)

(o)

with fewer jobs in Hhe short-term, and still higher
unemployment in the longer-term if the higher

gr?ductivity is not achieved.]

14. This is the lesson to be learnt, for example, from
the history of the British steel industry. For a time
it seemed possible to preserve jobs: but only at the
cost of falling profits, declining competitivensss and

shrinking markets. And so, in the end, fewer jobs.

[15. In a longer time scale, it is no accident that

the countries with the fastest growing productivity -
Japan is the obvious example - have also tended to enjoy
relatively high levels of employment. For they have
retained old markets and conquered new. They have built

up profits and so investment. This has enabled them to

/lay the foundation:
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lay the foundations for more jobs - and for jobs that

are more Ssecure.]

[16. But even higher productivity is not an answer by

itself, short or long term. Pay levels have a

particularly important part in the origins of

unemployment. If increased productivity leads only to

higher earnings for those in work, it will not lead to

more job opportunities. For there is the equally

fundamental point, repeated by successive Chancellors,

that excessive pay rises price people out of jobs. You

can take the available money out in excessive wages.

Or in profits and investment, more jobs and more output.

But not in both.]

17. And so there are 3 million people without work.

How can we best help them to price themselves into jobs?

And how can we best help employers to afford to offer

wages at a level which will enable more secure jobs to

be created? My principal Budget measures [will offer]
2
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[hq&a~aiﬁg£adj some help in answering these questions.
(£

18. But we need to examine the other obstacles that
stand in the way of fuller employment. Some of the
impediments have been created by government itself,
often with the worthy aim of preventing exploitation.

Mok or et )
Bwi, 7TiOw we see, they have all too often had the

k“b;o’
disastrous side-effects of kdetdmg people out of jobs,

of adding to unemployment.

19. We have, therefore, introduced a range of proposals
which are intended to help the labour market work more
flexibly and so lead to the creation of lasting Jjobs.
These include new training measures, measurss to increase
mobility)and other action to help make wage levels more
responsive to economic forces. LierthEr“mEngres hawve
ragcently.been.anneunced by rhf the Secretary of Seate
fer-Empleoyment+] All these measures will contribute to
making the labour market more efficient and flexible.
[Action on Wages Councils] [Action on 714 certificates

for young people.]

/But there are



-1




BUDGET SECRET

20. But there are those who deny the importance of

structural change; and see it all more simply. They

say that companies and workforces are prepared to accept

change, and low wage settlements, as long as companies

are starved of money and workforces fear unemployment.

They say that as things improve we shall go back to our

old ways. I reject this. To argue that companies are

only on their toes when on the verge of bankruptcy, or

that workforces are only prepared to see sense when they

fear the dole, is a counsel of despair. This lesson

has I think been learned. But even so, as things improve

there will be a real challenge hers for all of us, the

Government, workforces and employers. It would be folly

to throw away all the gains the moment we see signs of

success.

21. It is hardly too much to say that we need a change

in national attitudes, a new flexibility, a more

pragmatic approach. Somewhere in the gap between out-of-

work incomes and the wage-rates of those in work are

/rates which those
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rates which those now out of work would be glad to take

and which could pave the way for new and profitable jobs.

But convention and a misplaced sense of fairness prevent

those bargains being made. When jobs are in abundance

a public spirited employer will make sure that the pay

he offers keeps up with the market; when they are scarce,

the same employer owes it to the unemployed, as well as

to his own employees, to pay at rates which enable him

to continue profitably to expand. This in current

circumstances is not 'exploitation' but the pursuit of

public interest.

22. Nevertheless, we have to recognise that the turn-

round will take time; we cannot expect that unemployment

will decline rapidly. For this reason we have, over the

last nine months, committed substantial sums for special

employment and training measures to help those hardest

hit, and to do so in a way which will improve their

future chances of employment. The Prime Minister

announced important new measures in this field in July

/last year;
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last year; and in December the Secretary of State for

Employment announced extensive changes in the field of

training, including the new Youth Training Scheme - a

radical step in the right direction for theose school

leavers who cannot find jobs.

23. §11 billion will be spent in 1982-83 on special

employment and training measures, covering some 800,000

people. We plan to spend over §1 billion a year on the

new Youth Training Scheme alone by 1984-85, its first

full year of operation. Our efforts to develop a better

trained, more skilled and adaptable workforce, offer

hope for fuller employment in future.

24. We recognise, however, that this is not enough.

It is not right that so many should be unemployed while

useful work goes undone. I have in mind particularly

the tasks of environmental improvement of community

service, of help to those in need, that are crying out to

be provided. It is a challenge to all of us to bring

/these two
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these two together. Lord Scarman drew attention to this

in his recent report on the Brixton disorders.

25. I am anxious to do all we can to bring together

those out of work but prepared to help the Community,

and those aware of jobs which could usefully be done

in local communities, and particularly for the elderly

and disabled. One possibility would be for the

registered unemployed to be given the equivalent of

their benefit entitlement, with a premium to cover

expenses and the like, while working for the benefit of

their local community. They would still be free to take

a more regular job when it comes along. And they would

have the chance to maintain or develop working skills

meanwhile.

26. We are asking the MSC to take the lead in

considering this idea urgently, to consult those whose

help and co-operation would be important, and to suggest

the lines on which it might be implemented, so that the

Government can move to a firm decision in the summer.

/We for our part
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We for our part will be ready to go ahead on these lines
on whatever scale is required. This is a new idea. Its
success will depend critically on the enthusiasm and
imagination of all those involved in 1t. Its scale

will depend on the number of unemployed who would rather
participate than simply do nothing until they Fagnd a
job. But it will also depend on local authorities,
voluntary bodies and individuals coming together in
sufficient numbers to offer constructive opportunities
for new action and new jobs. We in Government are
prepared to pay our part, financing the extra costs,
above unemployment benefit, for all those taken on for

worthwhile local projects.

27. A scheme of this kind is in no sense a solution to
the problem of unemployment. It will not be a substitute
for the creation of permanent jobs. But it would at

least provide a mechanism for matching people anxious to
contribute to the Community with tasks which the Community

would like to see done. I hope that it will evoke a

/constructive
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constructive response, nationwide.

ZE-. We remain open also to other ideas for special
action. For example, interesting ideas have been put
forward for giving Government wage subsidy for limited
periods to create additional jobs at the lower-paid end
of the spectrum in manufacturing industry. It would
be premature to reach conclusions; but we are continuing
to study still further possibilities of these kinds.

And we are ready to look at any further suggestions that

may be put Forward.t]
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Section 2 : JOBS AND PAY

1 I begin with unemployment. This Government fully

recognises that to have millions of our people unable

to find work is a tragic loss to the community. And

that, worse still, to be unable to find work is an

affront to individual self-respect. Unemployment is

widely felt to be the biggest single problem for

Britain today. I share that view.
2. Unemployment is not, of course, confined to this
country. In most other countries, as I have already

observed, unemployment is rising faster than in Britain.

To say that is not to minimise the problem. It is

merely to observe that we are far from alaone.

3. That is all the more reason for trying to

understand the true causes of the problem. Two

midleading reasons are often put forward.

4. First, it is suggested that Government has not

itself done enough to sustain or create employment.

/Yet, experience
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Yet, experience both here and abroad suggests that

the ability of government quickly to increase the

number of sustainable jobs has been much exaggerated.

5. Second, it is argued that Government has been too

concerned to fight inflation at the expense of

employment. As a result, the argument runs, it has

pursued excessively tight fiscal and monetary policies.

The tightness of these policies, however, is itself

partly determined by what is happening to costs and

prices. The argument that going easy on inflation

increases employment is one that at best holds only in

the very short term. In the medium and longer term

inflation kills jobs. So a relaxed fiscal and monetary

stance, leading to higher interest rates or higher

inflation or both would make the initial boost to

employment unsustainable.

6. This is no academic theory: 1t is demonstrable

fact. Look abroad, and one sees that in the 19860's

and early '70's inflation and unemployment increased

/together in
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together in many countries. Or look at home, at

Britain's own experience of mounting inflation. If

public spending and borrowing were the proper engines

for growth and jobs Britain would now be well placed.

In 1960 public expenditure accounted for about one-

third of gross domestic product. And less than

[400,000] people were registered as unemployed. Public

spending today comes much nearer to half of GOP -

about 45 per cent this year. Yet unemployment is

[almost B8] times as high as it was in 1960.

7 . There are some who argue that we should accept

the costs of higher inflation so that by doing so we

can win more Jjobs.

8. The fact is that the root cause of today's

unemployment has been the attempt to secure higher

living standards at the expense of shrinking profits

and declining caompetitiveness. Again since 1860 the

real spending power of individuals has risen by almost

three-quarters. Even between 1977 and 1980, real

/personal incomes
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personal incomes rose by almost one-fifth. Real

living standards, for those in work, are still higher

today than at any time during the life of the last

Government.
9. But at the same time fewer people have been
able to enjoy them. For more and more people have

found themselves without a job. The resources that

were necessary to sustain those living standards and

to provide employment opportunities have continued

to shrink.

10. For during the same period profits in total,

the main incentive and primary source for investment,

have fallen to very low levels. The share of our

national resources going to company profits has more

than halved. And the real rate of return on capital

(except in the North Sea) has fallen from 13 per cent

in 1960 to a dangerously low 2 per cent last year.

11. It is of the highest importance to reverse this

/trend. For
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trend. For profits are the lifeblood of business

success. And without business success there can be

no prospect of secure jobs.

12. Paradoxically enough, poor productivity and low

competitiveness is the other enemy of full employment.

This is the lesson to be learnt, for example, from

the history of the British steel industry. For a time

it seemed possible to preserve jobs: but only at the

cost of mounting losses, declining competitiveness

and shrinking markets. And, in the end, fewer jobs.

13. And so there are now 3 million people without

work. How can we best help them to price themselves

into jobs? And how can we best encourage employers

to offer wages ag a level which will enable more secure

Jjobs to be created? My principal Budget measures

will offer some help in answering these questions.

14, But we need to examine the other obstacles that

stand in the way of fuller employment. Some of the

/impediments
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impediments have been created by government itself,

often with worth aims. VYet as we now see, they have

all too often had the disastrous side-effects of

keeping people out of jobs, of adding to unemployment.

15. We have, therefore, introduced a range of proposals

which are intended to help the labour market work more

flexibly and so lead to the creation of lasting jobs.

These include new training measures, measures to

increase mobility, and other action to help make wage

levels more responsive to economic forces.

16. But I have one further such measure to propose.

School leavers have hitherto not been able to qualify

for certificates under the construction industry tax

deduction scheme - because, like some others they

cannot pass the 3 year rule. I now propose to enable

school leavers to obtain special certificates. I also

propose a guarantee scheme which may help others to

obtain these special certificates. It may take some

time before 1 can bring forward detailed proposals,

/but I hope
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but I hope to include them in this year's Finance Bill.

17. All these will contribute to making the labour

market more efficlent and flexible. But we need much

more than this. It is hardly too much to say that

we need a change in national attitudes, a new

flexibility, a more practical approach.

18. Somewhere in the gap between out-of-work incomes

and the wage-rates of thase in work are rates which

those now out of work would be glad to take and which

could pave the way for new and profitable jobs. But

convention and a narrowness of vision prevent those

bargains being made. When jobs are in abundance any

employer who is ambitious for his business will make

sure that the pay he offers keeps up with the market;

when they are scarce, the same employer owes it to the

unemployed, as well as to his own employees, to pay at

rates which enable him to earn encugh for further

investment - and so further jobs. This is not

'exploitation’. It is the best service that an

/employer can
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employer can offer to the unemployed.

19.

Attitudes are changing. And so prospects for

further employment are improving. Nevertheless,

it will take time. That is why we have, over the

last nine months, committed substantial sums for

special employment and training measures to help

those hardest hit.

20.

The Prime Minister announced important new

measures in this field last July. And in December

the Secretary of State for Employment announced

extensive changes in the field of training, including

the new Youth Training Scheme - a major advance for

those school leavers who cannot find jobs.

21.

in

to

We

Our expenditure plans now provide $£1% billion

1982-83 for special employment and training measures,

the advantage of several hundred thousand people.

plan to spend over £1 billion a year on the new

Youth Training Scheme alone by 1984-85, its first full

year of operation.

/But the
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22. But the Government would like to dc still more

within what the economy can afford. We can all see

in our local communities tasks of environmental

improvement, of help to those in need, that are crying

out to be provided. It is a challenge to all of us

to try to bring togsether hands unwillingly idle, and

useful work to be done for the common good. Lord

Scarman rightly drew attention to this in his recent

report, where he pointed out that [.e.vvannn ]

23. Our view is that we ought to give the registered

unemployed the chance to work for the advantage of their

own community while still getting the equivalent of

their benefit entitlement plus an addition to cover

expenses and the like. They would of course remain

free to take a regular job if it came along. And they

would have the chance to maintain or develop working

skills meanwhile. It would be for them to decide

whether to participate in such a scheme.

24. This general concept may be unorthodox, and it is

/no substitute
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no substitute for long-term jobs. But as things are

it makes a lot of practical sense. The Government

would like to see it tried, and tried on a wide -

indeed a nationwide - scale, for non-profit-making

projects brought forward by local sponsors like local

authorities, voluntary organisations and the churches.

There would no doubt be difficulties to be surmounted

and many details to work out; but we are keen to get

something done, and we are ready to support it fully.

25. My rt. hon. Friend the Secretary of State for

Employment is therefore asking the Manpower Services

Commission, which has the organisation and the wide

range of experience needed for taking the lead, to

work up urgently a flexible and voluntary scheme on

these general lines, so that the Government can take

firm decisions in the early summer on a new initiative

for the Commission to run alongside the present

Community Enterprise Programme. The key is to provide

a mechanism for matching people anxious to contribute

/to the Community
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to the Community with tasks which the Community

would like to see done.

26. We shall look for the Commission's advice on

the scale of what is possibley but, for illustration,

a net extra sum of something like £125 million a year

ought to be able to support around 100,000 places

under the broad concept

excellent value for the

to the community and to

If such a scale were to

we envisage. That

taxpayer's money -

the individuals in

prove feasible,

we

would be

value both

the projects.

should

welcome it, and indeed would be ready to see an sven

larger scale if experience shows that the demand and

the tasks point to that.

I earnestly hope this will

have the support of the House.






BUDGET SECRET

Section 2: JOBS AND PAY

So I begin with unemployment. To have millions of
people at a time without work, many of them for long periods,
is a tragic loss to the community. To be unable to find work
is an affront to personal self-respect. This waste of human
resources is today the misfortune of many societies besides
our own. It is a cause of deep concern to every member of

this House.

24, It is no service to the unemployed to suggest that

there is any swift or simple remedy.

3. For years, for example, it has been argued - it is still
argued today - that we could get unemploymeﬁt down, if only
we were less caoncerned to fight inflation. The right dose

of reflation, more generous public spending, so the argument

runs, would soon see unemployment tumbling down.

4, Would that it were so easy! But in truth successive
Governments for twenty years have been tempted to act on

that advice. And with what result? All the time the tide

of unemployment has been rising insistently from one business

cycle to the next.
5. The truth is that reflation does not create jobs. It
destroys them. If more public spending was the proper engine

for growth and jobs, Britain would indeed be well-placed.

/Yet unemployment
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Yet unemployment today is almost eight times higher than

twenty years ago.

6. The unemployed deserve a more considered response than
that: one that is based on analysis of the root causes of

the social blight of unemployment.

7. So this afternoon, I want to remind the House once more
of two figures that virtually tell it all. Since 1860 the
real purchasing power of the average private citizen in
Britain has risen by almost two thirds. But the real rate
of return on the capital employed in British industry has
fallen by five-sixths. In other words, our present living
standards have for years been plundered from the store of

investment for the future.

8. At the same time fewer and fewer people have been able
to enjoy those higher living standards. For more and more

people have found themselves without a job.

9. Nor have we put to good use the investment that has
been made. Too often we have tried to mitigate the
inescapable consequences of poor productivity and shrinking
international competitiveness, by clinging to manning levels

that could not be sustained.

10, We have only to recall the history of the British Steel

Corporation. Had we not, throughout the middle 1870s, put

/off the
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off the painful choices, the Corporation and those who work

in it would have faced the current slump in world demand for
steel in far better shape to weather it. Far fewer jobs

would have been lost. Acquiescence in poor productive
performance, and overmanning, may put off the evil day. But
it only makes the inevitable adjustment all the harder when it

comes, as come it must.

11. And so today we face the huge task of helping to create
the conditions in which the unemployed can obtain work, in

jobs that will last. And, as a vital step in this, encouraging
wages to be at a level which will enable these, more secure,
jobs tobe created. My principal Budget measures will help

us in the:right direction.

12. Some of the obstacles to fuller employment have been
created by successive governments. Actions taken with
exactly the opposite intention have all too often had the
disastrous side-effect of keeping people out of jobs

actually adding to unemployment.

13. This Government has taken action to remove a number of
these obstacles. For the same reason, we are seeking, by our
employment legislation, to create a more reasonable balance

of bargaining power between the partners in industry. But

in truth we need much wider change than can be brought about
by Government or Parliament alone. We need a clear-sighted
change in our national understanding of the problem. And then

a much more practical, more flexible approach.

/The key point
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14, The key point is this. Somewhere in the gap between

the levels of income which we pay to those out of work and
the earnings enjoyed by those who have a job, are rates of
pay which those now out of work would be glad to take, if
they had the chance. But convention and a narrowness of
vision prevent those bargains being struck. When Jjobs are

in abundance, any employer will make sure that he keeps up
with the market, by offering high enocugh pay to recruit and
retain the workers he needs. And trade unions will naturally
encourage him. But when business is tight and jobs are scarce,
the same employer owes it to the unemployed, as well as to
his own employees, to react to the changed market, to pay at

rates which leave room for him to earn enough for further

business and further investment - and so further jobs. 1In
this situation too, trade unions have - or should have -
exactly the same interest. That is the best service that

any employer or union leader can offer to the unemployed.

15, Attitudes are changing in this direction. And so
prospects for employment are improving. But it will take

time.

16. That is why we have already committed substantial sums

for special employment and training measures to help those
hardest hit. Our plans for 1882-83 provide nearly £13 billion
for special employment and training measures. By 1884-85,

its first full year, we plan to spend over £1 billion a year
on the new Youth Training Scheme alone - a major advance

for school leavers who cannot find jobs.

/A number of
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17. A number of these measures - for example, the Young
Workers Scheme - are intended to help the labour market work
more flexibly, to help make wage levels more responsive to
economic reality, and so lead to the creation of lasting

jobs.

18. We should all like to do more, within what the economy
can afford, to reduce the continuing personal burdens of
unemployment. But easing these 1s no substitute for
measures to improve the labour market itself. That is a
different and more fundamental task. Even so, it is clearly
right to do all we can for those forced to spend a long time
without a proper job. We can all see, in our local
communities, tasks of environmental improvement, or of
bringing help to those in need, that are crying out to be
performed. Lord Scarman rightly drew attention to this

in his recent report. He pointed out the great advantage

there could be in schemes for socially useful activity in

place of current unemployment and social security arrangements. —

19. It must be a challenge to all of us to try to bring
these together hands unwillingly idle, and useful work

crying out to be done.

20. Most people believe - certainly this Government does -
that it should be possible to do something constructive
along these lines. Let me give the House some indication

of what we have in mind.

/The central idea
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21, The central idea would be to give those who have been
on the unemployment register for some time the chance to
work for the benefit of their own community, while still
getting broadly the equivalent of their benefit entitlement
plus an addition for expenses and the like. They would
remain free to take a regular job if it came along. And

it would be for them to decide whether or not to participate

in such a scheme.

22. This concept may be unorthodox. Certainly it is no
substitute for long-term jobs. But in today's world it
makes a lot of practical sense. The Government would like
to see it tried, and tried on a wide - indeed a nationwide -
scale, with people working on non-profit-making projects
brought forward by local sponsors of all kind, including
voluntary organisations and the churches, and indeed local

authorities.

23. My rt. hon. Friend, the Secretary of State for
Employment, is, therefore, asking the Manpower Services
Commission to work up urgently a flexible and voluntary
scheme on these lines, so that the Government can take
firm decisions in the early summer on a new initiative
for the Commission te run alongside the present Community

Enterprise Programme.

24. We shall look for the Commissiocn's advice on what is

possible; but, for illustration, net additional expenditure

/of something
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of something like £150 million a year excluding supervision
costs ought to be able to support around 100,000 places.
That would be excellent value for the taxpayers' money -
value for the community and constructive opportunity for
those who choose to take part. We should indeed be ready
to see this kind of development on an even larger scale, if
the demand is there. I hope that this new initiative will

commend itself to the House.

/Section 3: MONETARY POLICY
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Section 2: JOBS AND PAY

So I begin with unemployment. To have millions
of people at a time without work, .many of them
for long periods, is a tragic loss to the community.
To be unable to find work is an affront to personal
self-respect. This waste of human resources is today
the misfortune of many societies besides our own.
You know, Mr. Speaker, that it is a cause of deep

concern to every member of this House.

2. It is no service to the unemployed to suggest

that there is any swift or simple remedy.

3. For years, for example, it has been argued - it
is still argued today - that we could get unemployment
down, if only we were less concerned to fight
inflation. The right dose of reflation, just a bit
more public spending, so the argument runs, would

soan see unemployment tumbling down.

4, Would that it were so easy! But in truth
successive Governments for twenty years have tried
to act on that advice. And all the time the tide of
unemployment has been rising insistently from one

business cycle to the next.

/The truth
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i, The truth is that reflation does not create
jobs. It destroys them. If more public spending
was the proper engine for growth and jobs, Britain
should indeed be well-placed. Yet unemployment
today is almost eight times higher than twenty

years ago.

6. The unemployed deserve a more considered response
than that: one that is based on analysis of the

root causes of the social blight of unemployment.

7. So this afternoon, I want to remind the House
once more of two figures that virtually tell it all.
Since 1960 the real purchasing power of the average
private citizen in Brit#an has risen by almost

E}wo thirdﬁ]'. But the real rate of return on the
capital employed in British industry has fallen by
[}ive-sixtﬁa . In other words, our present living
standards have for years been plundered from the

store of investment in the future.

8. At the same time fewer and fewer pesple have
been able to enjoy those higher living standards.
For more and more people have found themselves

without a job.

9. Nor have we put to good use the investment that

has been made. Too often we have tried to mitigate

/the inescapable
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the inescapable consequences of poor productivity
and shrinking international competitiveness, by
clinging to manning levels that could not be

sustained.

10. We have only to recall the history of the
British Steel Corporaticn. Had we not, throughout
the middle 1970s, put off the painful choices, tha
Corporation and those who work in it would have

faced the current slump in world demand for steel

in far better shape to weather it. Far fewer jobs
would have been lost. Acquiscence in poor productive
performance CEnd oVermanniné] may put off the evil
day. But it only makes the inevitable adjustment

all the harder when it comes, as come it must.

11. And so today we face the huge task of helping
to create the conditions in which the unemployed
can obtain work, in jobs that will endure. And,

as a vital step in this, to encourage wages to be
at a level which will enable these, more secure,
jobs to be created. My principal Budget measures

will help take us in the right direction.

/But we need






BUDGET SECRET

12. But we need to go on working at the obstacles

that stand in the way of faster preogress, Some

of the impediments have been created by successive
Actioms rakem

governments,La?ten with exactly the opposite

intention Yebbhay have all too eoften had

the disastrous side-effect of keeping people out

of jobs, of adding to unemployment.

13. This Government has introduced many reforms

to help overcome these obstacles. We are seeking
for example, to create a more reasonable balance

of bargaining power between the partners in industry.
But in truth we need much wider change than can

be brought about by Government or Parliament alone.
We need a clear-sighted change in our national
understanding of the preblem. And then a much

more practical, more flexible approach.

14, The key point Is this. Somewhere in the gap
between the levels of income which we pay to those
out of work and the earnings enjoyed by those who
have a job, are rates of pay which these now out of
work would be glad to take. But convention and

a narrowness of visien prevent those bargains being
struck. When jobs are in abundance, any employer
will make sure that he keeps up with the market,

by offering high enough pay to recruit and retain
the workers he needs. And trade unions will

/naturally encourage
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naturally encourage him. But when business is
tight and jobs are scarce, the same employer owes
it to the unemployed, as well as to his own
employees, to react to the changed market, to pay
at rates which leave room for him to earn enough

for further business and further investment -

and so further jobs. In this situation too,
trade uniens have = or should have - exactly the
same interest. That is the best service that any

employer or union leader can offer to the unemployed.

15, Attitudes are changing. And so prospects

for employment are improving. But it will take
time.
16. That is why we have already committed

substantial sums for special employment and
training measures to help those hardest hit. Our
plans for 18982-83 provide nearly §£1: billion for
special employment and training measures. By
1984-85, its first full year, we plan to spend
over £1 billion a year on the new Youth Training
Scheme alone - a major advance for school leavers

who cannot find joebs.

17, A number of these measures - for example,
the Young Workers Scheme - are intended to help
the labour market werk more flexibly, to help

make wage levels more responsive to economic

/reality, and so
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reality, and so lead to the creation of lasting

jobs.

18. We should all like to do more within what the
economy can afford to reduce the continuing personal
burdens of unemployment. But:easing these is no
substitute for measures to improve the labour
market itself. That is a different and more
fundamental task. Even so it is clearly right to
do all we can for those forced to spend a long time
without a proper Jjob. [We are now spending about
§5 billion a year supporting people who want work
and cannot find it. Yet at the same timel

We can all see, in our local communities, tasks of
environmental. improvement, or of bringing help to
those in need, that are crying out to be performed.
Tt must be a challenge to all of us to try to bring
these two together - hands unwillingly idle, and

useful work crying out to be done.

19. Most people believe = certainly this Government
does - that it should be possible to do something
constructive along these lines, The central idea
could be to give those who have been on the
unemployment register for some time the chance to
work for the benefit of their own community, while
still getting broadly the equivalent of their
benefit entitlement plus an addition for expenses
and the like. They would remain free to take a

/regular job
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regular job if it came along. And it would be
for them to decide whether or not fto participate

in such a scheme.

This concept may be unorthodox. Certainly is

is no substitute for long-term jobs. But in today's
world it makes a lot of practical sense. The
Government would like to see it tried, and tried

on a wide-- indeed a nationwide - scale, for
non-profitmaking projects brought forward by local
sponsors of all kinds, including voluntary
organisations and the churches and indeed local

authorities.

21. My rt. hon. Friend the Secretary of State for
Employment is therefore asking the Manpower Services
Commission to work up urgently a flexible and
voluntary scheme on these lines, so that the
Government can take firm decisions in the early
summer on a new intiative for the Commission to

run alongside the present Community Enterprise

Programme.

22. We shall look for the Commission's advice on
what is possible; but, for illustration, net
additional expenditure of something like £150
million a year excluding supervision costs ought to
be able to support around 100,000 places. That
would be excellent value for the taxpayers' money -

/value for
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value for the community and constructive opportunity
for those who choose to take part. We should
indeed be ready to see this kind of development on
an even larger scale, if the demand is there. I
hope that this new initiative will commend itself

to the House.

/Section 3
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Section 3: THE MONETARY FRAMEWORK

I think it right now to set out for the House
how monetary policy will operate in the year ahead.
I do so at this early stage in my speech becauseg
the subject is of paramount important. I shall
nevertheless do soc as briefly as I can, to avoid
trying the patience of this House with detail.

The technically-minded will find ample solace in

the lapidary prose of the Red Book.

2. Ever since the collapse of the Bretton Woods
system of fixed exchange rates, the need to control

the msggg;gy supply has been accepted world-wide.

In this country published targets for monetary

growth were initiated by my predecessor in 1976,

the year he had to seek help from the IMF. Then,

as now, monetary control was supported by progressively
lower public borrowing. I am sure that he was right

to see a need for monetary and financial restraint,

to persuade individuals and companies alike that

inflation would come down.

3. The Medium Term Financial Strategy which the
Government launched two years ago is an extension

of this approach. It serves an important purpose.

4, We have reduced inflation and we shall continue

to do so. We now have a real prospect of sustainable

/recovery.
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recovery. It is clearly right to maintain the
strategy. Of course, it is right to adjust, in
the light of experience, the way we pursue the

strategy. But maintain it we must.

5. For it establishes the financial framework

within which day to day policy decisions are taken.

6. In last year's Budget speech I emphasised that
no single measure of money can fully describe
monetary conditions - they must be assessed in the
light of all the available evidence. And this

remains the basis of our policy.

7. As intended, the overall effect of policy in
1981-82 has been to maintain downward pressure on
inflation. £§M3 has grown faster than the target set
a year ago. This was due partly to the Civil
Service strike. It has been affected too by
structural changes in the market place, which could
have long-term effects. The growth of the wider
measures of money probably also reflects greater
demand for liquid assets as a medium for saving.
This too could last for some time. So, though the
stock of broad money is higher than originally
expected, our present judgement is that this is
consistent with maintaining the steady pressure

needed to achieve a downward trend in inflation.

/Certainly,
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8. Certainly, the evidence as a whole does not
suggest loose monetary conditions. As in several
other countries, the narrow aggregates have grown
more slowly than the wider ones. The effective
exchange rate has been relatively steady since the
autumn. Interest rates have been high - both in
nominal and in real terms. The price of some
important assets, for example houses, has been

constant or falling.

9, I have taken account of these factors in setting
WAL

somewhat higher ranges for £M3 thanL§uggested in

last year's Red Book. The target range for 1982-83

will be 8-12 per cent. This adjustment in the

monetary target does not imply any relaxation of

purpose. 0On the contrary it is a recognition of the
malie

pace at which we have been able toLPPogress thus far,

and of the extent to which that has been consistent

with continued progress against inflatiaon.

10. The target which I have indicated represents a
realistic restatement of our determination to maintain
a responsible monetary policy. It should be
consistent with growth of money GDP at 10 péer cent

(KT 8
a year‘andLa strengthening recovery of the real economy.

/We shall
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11. We shall continue to monitor a range of
indicators. To make more explicit the way in which
we do this, the ranges I have just announced will
apply to both the broad measures of money - §M3

together with PSL2 - and the narrow measure, M1.

12. The exchange rate will also normally give useful
information on monetary conditions. While the
Government has no target for the exchange rate, its
effect on the economy and therefore its behaviour

cannot be ignored.

13. Monetary targets for the years after 1982-83
will be set nearer the time. Slower monetary growth
is central-to the Medium Term Financial Strategy.
The path for further reductions in the rate of
monetary growth from year to year is illustrated

in the Budget Red Book. The monetary ranges have
been constructed on the assumption that there are

no major changes in the exchange rate from year to

year.

14. What I have just described is of course a firm
framework for the continuing conquest of inflation.
We are winning the battle, and we are determined

to see it through.

/Monetary Control and Debt Sales
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Monetary Control and Debt Sales

15. I ought also to mention changes which have been
made over the past year in the techniques of
monetary control. From last August Minimum Lending
Rate ceased to exist. The main purpose of this
change was to allow market forces a greater influence
on the structure of interest rates, and to allow
rates to be adjusted more promptly in response to
changing economic conditions. These objectives have
been met. The new arrangements have alsoc coped
successfully with some severe swings both in the
international markets and the money markets here

at home.

16. We have also been seeking to even out the flow
of revenue over the year, in order to ease the
problems for money market operations and monetary
control generally. Let me give three examples.
Over the last six months Customs and Excise have
taken steps, with the agreement of the companies
concerned, to secure a more even monthly flow of
VAT into the Exchequer, by adjusting the quarterly
dates on which certain traders are required to
account for VAT. Secondly, we are seeking a smoother
payment of the building societies’ composite rate
tax. Finally, and most important, the proposals

for o0il taxation, which I shall describe later,

/will spread
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will spread the payment of Petroleum Revenue Tax

more evenly over the year.

17. A central element in the Government’s financial
policy is that the gap between public sector

spending and revenue should be financed in a way

that is consistent with our monetary target. We

have greatly improved the way in which the Government

funds its borrowing.

18. In 1979-80 the PSBR was about the same as in

the current year - around £10 billion. But sales

of gilt-edged stock were more than eight times

larger than the contribution from National Savings.
This year we have greatly improved the balance.
National Savings have exceeded their target which

was raised to £3% billion last autumn. I congratulate
the Department on achieving this [rise in flows]
through increased efficiency, while continuing its

programme of staff reductions.

19. Interest rates have come down since the current
national savings certificate was introduced. Tt
will therefore be withdrawigg from tomorrow and
replaced as soon as possible by a new savings
certificate offering a lower but still competitive

rate of return.

/New sales
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20. New sales of gilts to the public in the past
year have only needed to be around §63% billion,
with less emphasis on conventional long-dated
high-coupon stocks. In our funding policy we have
demonstrated our confidence in our policies for
reducing inflation. Last year I announced, as one
part of our policy of diversified funding, the
introduction of indexed gilt-edged stock. Over
the past year sales of this indexed stock amounted

to some §£2% billion.

21. The right to buy this indexed gilt was restricted
to pension funds and certain other institutions in
respect of their UK pension business. I have now
decided to remove this restriction. The Bank of
England is announcing this afternocon a new issue of

indexed stock on an unrestricted basis.

22. The restrictions on the existing indexed gilts
already in the market will be removed today. I
should remind the House that the original prospectus
for these stocks provided for the possibility of
removing the restrictions. I believe this broadening
of the market will increase the usefulness of

indexed gilts as a funding instrument.

23. I intend to continue our policy of diversified

funding next year, with contributions coming from

/indexed gilts,
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indexed gilts, conventional gilts and National
Savings. In the case of National Savings, the target
for 1982-83 will be §3 billion, just a little

below the figure for last year.

Section 4: PSBR
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.
SECTTON 4: /THE FRAMEWORK - PUBLTIC SECTOR BORROWTING

ol As well as setting a proper framework for money
supply growth, the MTFS sets out the Government's
views on the proper level of public borrowing in

the years ahead. There are a number of considerations

here,

2. First, as I have already explained, public
borrowing must not make excessive demands on private
savings. If it did, not only would industrial
recovery be stifled, but monetary growth might
escape control, perhaps explosively. That in turn
would lead swiftly and inexorably to a crisis of
confidence in the domestic or overseas markets.

The remedy to such a crisis can only be high interest
rates, and very austere and modest levels of public
spending and borrowing thereafter. However, to
ensure a sustained recovery we must do better than
avoid such crises. Public borrowing must be held

to levels which secure the desired decline in money
growth (from year to year) without reliance on high

interest rates.

3. It is, I know, tempting to aim for a somewhat

higher PSBR than that, in the hope that it will

(BUDGET-SECRET)
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generate more employment and not too much extra
inflation. Though such action might have led to

higher employment for a period in the '50s and

'60s when exchange rates were fixed Fla&beit-ﬁﬂ&g
fon—a—limited-peried—] the extra employment it

creates is at best small and very temporary in
today's conditions. And the effect on inflation

tends to be large and swift.

b, This is not true of the UK alone, nor is it
merely a piece of untried theory. Throughout the
world Governments have come to accept the fact
that excessive borrowing does not bring about
sustained improvement in prosperity or reduction
in unemployment. The United States example
demonstrates that higher borrowing means higher
interest rates. /The devaluation of the French
franc last autumn and subsequent spending cuts
illustrate what can happen when major and sudden
spending increases are proposed;7 The recent
experiences of Belgium and Ireland show the
painful and dramatic measures which Governments
have to take when public /spending and/ borrowing

gets out of control.

/5. High public borrowing and the interest rates
which go with it do not only impose burdens on

the private sector or threaten crises of confidence.

(BUDGET-SECRET)
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They add greatly to public spending. The burden

of interest on the public debt has been rising in
this country for /15 years/. So much so that today
the Government spends /£14 billion/ on servicing
that debt; more than on any programme other than

Social Security./

[%. A second set of influences which must be
reckoned with in judging the right level of public
borrowing is developments overseas. One aspect
of this is their influence on British interest
rates, which have been important in recent months.
There are those who would argue that these
influences are today so great that we cannot
exercise any influence over the rates set in this
country. Some would go further. That being so,
they say, why bother to control public borrowing

strictly, since it will no longer bring us any benefit.

7. Such reasoning is mistaken, and the conclusions
drawn from it dangerously wrong International

Cthad AR
influences doL?ffect the range within which our
interest rates lie. But it remains open to us to
choose policies which will push them into the upper
part of the range (as in 1979-80) or hold them

near the bottom (as in 1981). So /aiming for/ a

prudently low PSBR will at the least mean that

interest rates will be significantly lower than

(BUDGET-SECRET)
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they would otherwise be. Iﬁven in today's difficult

international circumstances the-path we are setting
for the PSBR 1s such as give us the best possible
way of securing n only lower inflation and money
growth, bu ower interest rates than we experienced
79 and 198QJ. The £10} billion PSBR set for
this year and the determined measures taken to
achieve it undoubtedly played a large part in the
lower interest rates we enjoyed after last year's
Budget. And even now it is helping us bring

our rates down from the high levels they were driven

to after the international crisis last autumn.

8. Another important aspect of developments

overseas is the uncertain lﬁﬂd—g£tea—aapfe&ée%ﬁb&g7

course of the many markets and countries /with

which we are linked/pr—whieh—eur—prosperity dependsh
This year is no exception. The main uncertainty

is the price of oil, which is falling Feverywhevre/

- 3 3 1 e 3 T i-e
1n—deyetopedand developing countries—atiker

as demand is cut back. Inevitably the price of

North Sea crude /too,7is falling Is—beeF—Itin—timne

with—thispenNeral weakness 1in Lhe Market/~

hat R e bs | h i
9. This presents—us—with—a—fparticutar/—{tpecutiar/

g¢ttemmar. Falling world oil prices are of course
good news. They will bring real relief to hard

pressed western economies and offset some of the

(BUDGET-SECRET)
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harm done by the massive price increases of the
1970s. Inflationary pressures will be reduced.
That in turn should encourage output, withim the
menetary—eonstraints which have been—imposed
worldwide—Fto—eontatm domestic inTlatTon/=

10. These benefits will be felt by the United

Kingdom, particularly by industry. The cost of

raw materials, energy and transport will be

lower than otherwise. The effect will be very
what Howd

like thatlfrom a reduction in indirect taxes

on industry.

11. But (paradoxicattyd while the economy is
receiving help in this thoroughly desirable way
outside the Budgeﬁ, these changes 1imit what the
JGovernment owf=—Sheweedder can (er-shouvtd)—do for
industry by tax changes within [fehe—Budget? ZitZ.
Because we are the sixth largest oil producer in
the world, and taxes on North Sea o0i1l are closely
linked to its price, the Excheger loses revenue
when the price falls. The increase in the
borrowing requirement is smaller than the direct
loss of revenues, because it is offset by the
stimulus to the economy to which I have referred.

But it is still 1likely to be significant.

(BUDGET-SECRET)
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Fau

/12, We have made ewery allowance

He—aean for these factors. But the
current volatility of the spot market for oil
means that the prospect remains very obscure.

The situation in the markets and its implications
for fiscal policy will therefore be kept under
close review. If the oil market moves down in a
particularly dramatic fashion I might have to take
measures to secure the revenue total currently

foreseen./

/12. I have twied—te takey all these factors

into account. But given the volatility of the oil
market, which will have to be watched closely,

I cannot rule out having to take action Lfater

in the year/ ﬁéﬁhﬁeme-peénif1x32?éstore the fiscal
balaan;‘E&M%H%%arﬁfﬁpEthﬂﬁﬂfTﬁkﬂ6V@?ﬁﬁgnt
re?&ﬁﬁél*fﬁ?@*@ﬂﬁ*&ﬂ—ﬁxteBSi?E‘fﬁﬁﬁf%éL
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—
what we

S——

[13. However continuing restraift over

tax reductions

borrow happily does not rule ouf
this year. Indeed in the longer term such restraint

is what makes them possible. /T shall be announcing

» A 36.

this afternoon proposals for/tax cutg/with a net

cash value amounting to so £3} billion in a
full year. As compared wifh the conventional
assumption that income t thresholds and excise
duties are increased in Jline with prices, these
proposals have a PSBR cpst of some [£2 billion/

in a full year.

EITHER /14, Since/last year's Budget output
has moved as expectfed, and the PSBR for the
present financial Jyear is likely to be close to

th_&lO% billion '"then exnectqu?

OR—~3d, I3 The PSBR for 1981-82 is likely to be
very close to the £10} billion expected at the

time of the last Budget.}

/4.For 1982-83 I propose a PSBR of about §9} billion,
and for 1983-84 one of about £8} billion. These
figures are consistent with the monetary and
borrowing strategy I have described. In cash
terms they are a little higher than the figures
suggested for these two years in last year's
Budget. But they still maintain the year to

vyear reduction which is so necessary if we are

(BUDGET-SECRET)
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to help avoid damagingly high interest rates.

(BUDGET-SECRET)
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BUDGET SECRET

Section 4: PUBLIC SECTOR BORROWING

1. As well as setting a proper framework for money

supply growth the MTFS sets out the Government's views

on the proper level of public borrowing in the years

ahead. Public borrowing cannot make excessive demands

on the available funds without putting upward pressure

on interest rates. Governments in other countries

have had to face the fact that higher borrowing means

higher interest rates. Recent experience throughout

the world exposes the myth that big budget deficits

are good for growth and employment. A responsible

fiscal policy is essential.

2. Last year I budgeted for a PSBR of £10% billion.

This was some §£3 billion higher than had originally

been envisaged for 1981-82. But as I explained at

the time, this increase was justified by the lower

level of activity in the economy. Since then output

has moved broadly as expected at the time of the last

Budget, and the 1981-82 PSBR is still on track for

/the forecast
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the forecast §£103% billion.

3. Some argue that our fiscal policy is excessively

tight once account is taken of the effects of the

recession on the PSBR. I do not accept this. The

acid test for the PSBR is the level of interest rates

at which it can be financed. My budget decisions

last year took account of the recession, and in

assessing the impact of fiscal policy on the economy

it is actual spending and tax payments that matter -

not hypothetical estimates of what they might have

been if the world was somehow different.

4., Now I know that there are those who argue that

our interest rates are really determined in New York

anyway: and hence that the amount that we decide to

borrow is neither here nor there. I have to tell the

House that such reasoning is mistaken, and the

conclusions drawn from it quite dangerously wrong.

5. Of course it is true that international interest

/rates movements
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rates movements affect the cost that we must pay for

money borrowed here. But that in no way diminishes

the responsibility upon us to choose policies which

will be liable to push our interest rates into the

upper part of the international range, or alternatively

to hold them near the bottom. Let us remember what

happened last autumn. We could not resist the

pressures of rates rising sharply all arcund the globe:

we would not have been able to do so whatever the level

of our own domestic borrowing had been. But because

of the line taken in my last Budget, our own interest

rates, even after the increase in the autumn, did not

reach the levels by then reached in the financial

markets of a number of ocur competitors. Had I, last

March, thrown caution to the winds, our rates of

interest would not have come down last summer, and

would have had to go up far further in the autumn. And

still in recent weeks the §10% billion PSBR set for the

year now ending, and the determined measures that we

have taken to achieve it, have been helping us to bring

/the cost of
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the .cost of borrowed money down once more.

6. The fact is that the impact of external factors
will be felt upon the underlying level of interest
rates which results from our own fiscal and spending
actions. The larger the PSBR we start with, the
higher the interest rates we shall end up with: and

the opposite is also true.

7. In coming to a judgement about what we can
responsibly plan to borrow in the next financial year
there is one further international dimension which I
cannot ignore. In recent weeks the price of o0il has
fallen sharply round the world. This is essentially
good news for Britain and the world. It reduces
industrial costs. It helps to lower inflationary
expectations. It makes room for a faster growth in
output consistent with the appropriate monetary
disciplines which are now so widely and responsibly
applied. And as the balance of earning power between

the advanced industrial countries and the oil producers

/undergoes some
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undergoes some correction, the weight of highly

mobile financial surpluses which have been such a
destablishing influence on world capital markets in
recent years is likely to be diminished. For this
reason, I believe that the prospects for international
inflation, for interest rates, and for exchange rate

stability are improving.

8. But for the composition of my Budget judgement
this does to some extent work both ways. Since we
are now ourselves among the larger producers of oil,
I have to accept that my task has in part already
been done for me. A drop in oil prices has effects
upon our own economy broadly similar to cut in VAT
or excise duties. As I have said, it reduces
inflationary expectations. It leaves our people with
mare money in their pockets to spend on other things.
It lowers the costs of production and distribution.
And in addition - which a cut in VAT or excise duties

cannot do - it improves the purchasing power of many

/of our most
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of our most important customers overseas.

9. But there is a price. And the price, of course,

that our tax take from North Sea production is

automatically reduced, and hence the amount we need

to borrow is increased (though not by as much, since

the beneficial effects of the oil price cut will boost

our revenues from other forms of trading).

10. The prospect here is bound to be uncertain. In

determining the size of the PSBR for the year that

starts in April I have made full allowance for these

factors as we know them now. But obviously if oil

prices were to fall substantially further then both

the beneficial effect on activity and domestic prices,

and the revenue-loss effect on the PSBR, would be

increased; and it would be wholly irresponsible for

me, under those circumstances, to rule out the

possibility of having to take action to correct the

fiscal balance.

11. The illustrative projections presented with last

/year's
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year's Budget envisaged a PSBR for 1882-83 equivalent

to 3% per cent of GOP. This would be around €8 billion

at current prices.

12. In the light of the latest assessment of the

prospects it would be possible, consistent with our

wider objectives, to plan for slightly higher PSBR

provided that the tax reliefs this allowed werse

directed at reducing costs and prices. Accordingly,

I have thought it right to provide for a PSBR of

around [£9%] billion in the coming year, equivalent

to [3%i] per cent of GDP.

13. The measures I shall be announcing to produce

this figure add about [£13] billion to the PSBR 1in

1982-83 when compared with what it would have been on

conventional assumptions of no change in taxes beyond

the raising of income tax thresholds and allowances

and rates of specific duties in line with the past

year's inflation. At §£9% billion next year’'s PSBR

would be about §£1 billion below the expected cutturn

/for this year.
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for this year. The new revenue and borrowing

projections published in the Financial Statement

and Budget Report envisage a further decline in the

PSBR over the next two years to 2 per cent of GDP,

on the assumptions about growth and inflation set

out there.

14. So the size of the Government's borrowing in

real terms will continue to decline from year to year.

This will ease the pressures it imposes on financial

markets. And it will assist progress towards lower

interest rates and inflation.

/ Section 5
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Section 43 PUBLIC SECTOR BORROWING

1. As well as setting a proper framework for money
supply growth, the MTFS sets out the Government's
views on the proper level of pvhlic borrowing 1in the
years ahead. Public borrowing cannot make excessive
demands on the available funds without putting upward
pressure on Interest rates. This is what governments
in other countries have found out, to their cost.
Recent experience throughout the world exposes the
myth that big budget deficits are good for growth

and employment. On the contrary, a responsible

. . . Seku‘dr
fiscal policy is essential for both, As choacell~ A
Fold Ma Bdﬂdesf‘j ow I FRbra y " The most _edv[.qi-.'vq_ Skp Mw,?.l'w N creabkiwn
rded 1§ A ¢ leor aad fa.ah'v;?c\ AV NUA T gw fasaant mk,\.

J
= 2 e Last year I budgeted for a PSBR of £10f billion.
This was some £3 billion higher than had originally
been envisaged for 1981-82. But as T explained at
the time, this increase was justified by the lower
level of activity in the economy. Since then output
has moved broadly as expected at the time of the

last Budget, and the 1981-82 PSBR is still on track

for the forecast outcome,

or, Some argue that our fiscal policy is excessively
tight once account is taken of the effects of the
recession on the PSBR. T do not accept this, The
acid test for the PSBR is the level of interest rates
at which it can be financed. My budget decisions
last year took account of the recession, and in

/assessing the impact
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assessing the impact of fiscal policy on the economy
it is actual spending and tax payments that matter -
not hypothetical estimates of what they might have

been if the world were somehow different.

b, And there are some who say that our interest
rates are really determined in New York anyway:

and hence that the amount that we decide to borrow

is neither here nor there. T have to tell the House
that such reasoning is mistaken, and the conclusions

drawn from it quite dangerously wrong.

5. Of course it is true that international interest
rates movements affect. the cost that we must pay for
money borrowed here. But that in no way diminishes
the responsibility upon us to choose policies

likely to hold our interest rates in the lower part

of the international range.

6. Let us remember what happened last autumn. We
could not resist the pressures of rates rising
sharply all around the globe: we would not have been
able to do so whatever the level of our own domestic
borrowing hat-bees, But because of the firm line
taken in my last Budget, our own interest rates,

even after the increase in the autumn, did not soar
to the levels reached in the financial markets of a

number of our competitors.

/T, Had I, last March,
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T Had T, last March, thrown caution to the winds,
our rates of interest would not have come down

last summer, and woiild have had to go up far further
in the autumn. And still in recent weeks the

£10f billion PSBR set for the year now ending,

and the determined measures that we have taken to
achieve it, have been helping us to bring the cost

of borrowed money down once more.

8. The fact is that while we cannot do much about
the world background, we can do something about our
own borrowing. The larger the PSBR we start with,
the higher the interest rates we shall end up with:

and the opposite is also true.

9. In coming to a judgement about what we can
responsibly plan to borrow in the next financial
year, there is one further international dimension
which I cannot ignore. TIn recent weeks the price

of oil has fallen sharply round the world.

10. I cannot stress too strongly that this is:
basically good news for Britain and the world. It
reduces industrial costs. It helps to lower
inflatlonary expectations. It makes room for g
faster growth in output consistent with the proper
monetary discipline which is now so widely and
responsibly applied. And as the -balance of earning

/power between
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power between the advanced industrial countries

diminished. For this reason, I believe that the
Prospects for international inflation, for interest
rates, for growth and for eéxchange rate stability

have al1 improved in recent weeks.
11. But for my Budget judgement this does to some
extent work both ways. My task has in part already

been done for me., A drop in oi1 prices has effects

2N
Lasb-weekts $4 fall in Nexth-_Seg brice# has effects

on ovtput o N4 PSRR Cmpamble fo a I point

sTmitar-to—g =T per—cent cut in the rate of VAT .

_-_—--__-- -
Or excise duties

l2. Tt reduces prices all round, It leaves people
in this country with more money in their pockets to
Spend on other things, It lowers the costs of
broduction ang distribution. And in addition -

which a cut in VAT or excise duties cannot do -

activity worldwide, and be—inerease the purchasing
power of many of our traditional customers in the

non~oil developing countries,

/13. But there

is
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13. But there is a catch, Our tax take from North
Sea production is automatically reduced., Other
things being equal, this would increase the Borrowing
Requirement though not by as much, since the
beneficigl effects of the 0il price cut boost our

revenues from other forms of activity.

14, The Prospect is bound to pe uncertain. In
determining the sige of the PSBR for the year that
starts in April T have made allowance for these
factors as we know then today. But obviously irf
there was to pe a prolonged fall in the oil price
below the leve]l W€ currently expect, then both the
beneficigl effect on activity and domestic priges, and
the revenue-loss effect on the PSBR, would be
1ncreased, and it would be wholly irresponsible for
me, under those circumstances, to rule out the
possibility of having to take action to correct the

fiscal balance,

15. The illustratiﬂ!projeotions presented with
last yeart's Budget envisaged g PSBR for 1982-83
equivalent to 3% per cent of GDP. This would be

around £9 billion gt current prices,

16. In the light of the latest assessment of the
prospects [it is possible, consistent with our

wider objectives, to plan for g slightly higher PSBR
Provided that the tax reliefs that this allows are

directed at reducing costs ang prices. Accordingly,]

P
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I have thought it right to provide for a PSBR of
around £91 billion in the coming year, equivalent

to 31 per cent of GDP.

17. The measures T shall be announcing to produce
this figure add about £1.3 billion to the PSBR in
1982-83, when compared with what it would have been
on conventional assumptions of no change in taxes
beyond the raising of income tax thresholds and
allowances and rates of specific duties in line with
the past year's inflation. At £91 billion next
year's PSBR would be about §£1 billion below the
expected outturn for this year. The new revenue
and borrowing projections published in the Red Book
envisage a further decline in the PSBR over the next
two years to 2 per cent of GDP, on the assumptions

about growth and inflation which are there set out.

18. So the size of the Government's borrowing in real

terms will continue to decline from year to year.
Surbas

This willLease the pressures it imposes on financial

markets. And it will assist progress towards lower

interest rates and inflation.

19. 8o much for borrowing. T now turn to the

other side of the account.

/Section 5: PUBLIC
EXPENDITURE
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SPEAKING NOTE: FINANCE COMMITTEE 20 JULY ﬂ{x:‘

MAJR Peadms & Ex(vlSiom) - fonsaamn ) JE?, 11"1‘1‘: )

MAfter-bthe.Fallklands, attention has(;;turned to economy.

AN Pan A L DAL i,

Worth remembering that underlying strengthwefweconomy

and confidence in economic policy allowed Falklands
victory without fears of sterling crisis.

> 1w
Before recess, worth taking a look ahead{/;oting strengtt

and weaknesses, risks and opportunities.

Prospects: Ot PRS- +

@outlook: Skl it Dl sk e e _
RO U ST ERE R RénAath

second quarter; U pvheth

Some resumed growth this year and 1983; but level likely

to be lower than earlier hoped. O0il prices higher than

o o) L“- _
assumed at Budget - improving revenue, worsens inflation.
G Output: International difficulties - weaker trading
t)j. Mjﬂb \\ conditions and temporary interest rate rises at end
.--n““'““ \\
EiouhI? : 8 of last year - meant hesitation in recovery over
(Y

4 10 0% by - = e

,Ardufﬂvan [ recent months.thut indicators and most outside

forecasts suggest resumed, perhaps uneven, recovery:

; GS Le{’ ﬁ Ll
. M latest forecast is 2% growth in 1983. "

anl
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Interest Rates: have fallen by some 4 points since
last autumn; but future may depend on US, and on

maintaining confidence at home. Seesoe betoyennt

Inflation: Budget forecast was 9% by year end and
74% by mid-1983; now expect better than that. Need
to keep up fight: our inflation rate still almost

twice Germany's and three times Japan's.
Unemployment: prospect still difficult. On wide
definition, likely to remain around 3 million:

. in .
levels rising even faster/ some other countries.

So achievements by next election should be: lower

inflation; some economy recovery - but still high
unemployment; big advances in productivity and
competitiveness; some success in insulating our-

selves from pressure from US interest rates.
{l(}\/\(\ P f/, g SVVV\(JI g d OVVM‘?(_,S . @ lenr AN Y N

i -
But risks: - overseas developments: US interest rates;|

|
possible international disorder from loan defaults,
g |

private bank-failures or exchangefrate volatility.

- pay: must be substantially lower than

present round to have impact on unemployment;



.




cannot afford any slackening in downward
pressure.

- confidence: must be kept by pressure on pay,

firmness on public spending and borrowing:
otherwise would affect recovery through

exchange rate and interest rates.

Further Action:

Most important, must not prejudice gains achieved

so far: would be economically and politically
disastrous; must sustain downward pressure on
inflation and interest rates. Must leave room for
further tax cuts or at least avoid tax increases.

At budget time saw room for tax cuts (over revalori-
sation) of only some £% billion in 1983-84 assuming
spending totals held. Case for assisting recovery
by further tax cuts for industry and, if possible,
people remain strong. PSBR undershoot of £1% billion
in 1981-82: but shortfall will not be carried into
subsequent years - taken into account in latest fore-
cast; that shows PSBR this year and beyond very close

to Budget time figures. So tax cuts still depend on

holding present spending plans: vital to achieve this.







Some scope also for other action:
- need to tackle unemployment; but not through
reflation; has been tried and failed. Need

to overcome resistance to low-cost schemes

(1ike that of budget) for getting people off

register and into useful work.

- need to publicise all changes already made to

promote enterprise; go further in eliminating

obstacles to enterprise.

- need to help get down industry's costs; above

all prudent reduction of interest rates and
help industry's access to medium-term finance;
need to back managements seeking higher produc-

tivity and lower costs.

Overall Prospects: modest, continuing recovery; success

in rebuilding foundations for long term revival of
industry; still struggling with unemployment caused by
past failures; political and economic success with

our grasp if we continue to recover lost ground.
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Section 4 : PUBLIC SECTOR BORROWING

1. As well as setting a proper framework for money supply
growth, the MTFS sets out the Government's views on the proper
level aof public borrowing in the years ahead, This cannot

make excessive demands on the funds available without putting
upward pressure on Interest rates. This is what governments in
other countries have found out, to their cest. Recent experience
throughout the world exposes the myth that big budget

deficits are good for growth and employment. 0On the contrary,

a responsible fiscal policy is essential for both.

2. Last year I budgeted for a PSBR of £10% billien, Since
then output has moved broadly as expected at the time of the
last Budget, and the 1981-82 PSBR is still on track for the

forecast outcome.

3. Some argue that our fiscal policy is excessively tight,
once account is taken of the effects of the recession on the
PSER., I do not accept this, The acid test for the PSBR is
the level of interest rates at which it can be financed. My
budget decisions last year took account of the recession, and in
assessing the impact of fiscal policy on the economy it is
actual spending and tax payments that matter - not hypothetical
estimates of what they might have been, if the world were

somehow different.

4., But there are some who say that our interest rates are

really determined in New York anyway: and hence that the amount

BUDGET SECRET /that we decide
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that we decide to borrow is neither here nor there. I regard
such reasoning as mistaken, and the conclusions drawn from it,

as quite dangerously wrong,

54 Of course, it is true that international interest rates

movements affect the price that we must pay for money borrowed
here. But that in no way diminishes the responsibility upon
us to choose policies likely to hold our interest rates in the

lower part of the internatisnal range.

6. Let us remember what happened last autumn. We could not
resist the pressures of rates rising sharply all around the
globe: we would not have been able to do so whatever the level
of our own domestic borrowing. But because of the firm line
taken in my last Budget, our own interest rates, even after the
increase in the autumn, did not soar to the levels reached in

the financial markets of a number of our competitors.

7. Had I, last March, thrown cautien to the winds, our rates

of interest would not have come down last spring, and would

have had to go up far higher last autumn. Indeed the

£10% billion PSBR set for -the year now ending, ‘and.the determined measures
that we have taken to achieve it, have again been helping us in

recent weeks to bring the cost of borrowed money down.

8. The fact is that while there are limits to the influence we
can have on the world background, we can do something more
directly about our own borrowing. The larger the PSBR we start
with, the higher the interest rates we shall end up with: and

the opposite is also true.
BUDGET SECRET /9. In coming
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9. In coming to a judgement about what we can responsibly plan
to borrow in the next financial year, there is one further
international dimension which I cannot ignore: the recent fall

in 0il prices around the world.

10, I cannot stress too strongly that a lower level of oil
prices, if it is sustained, is basically good news for Britain
and the world, It reduces industrial costs. It helps to

lower inflationary expectations. It makes room for a faster
growth in output, consistent with the proper monetary discipline
which is now so widely applied. And, as the balance of earning
power between the advanced industrial countries and the oil
producers undergoes some correction, the weight of highly mobile
financial surpluses, which have been such a destabilising
influence on world capital markets in recent years, is likely to
be diminished. For this reason, the prospects for international
inflation, for interest rates, for growth and for exchange rate

stability have all improved in recent weeks.

11. But, for my Budget judgement, this does te some extent
work both ways. My task has in part already been done for me.
A drop in oil prices affects our own economy in much the same
way as a cut in indirect taxes or excise duties or National

Insurance Surcharge.

12. Lower oil prices reduce costs and prices all round. They
leave people in this country with more money in their pockets
to spend on other things., They lower the costs of production
and distribution. And in addition - which a cut in our own

tax-rates cannot do - a fall in the world oil-price promises to
BUDGET SECRET /increase
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lncrease activity worldwide, and with it the purchasing power
of many of our traditional customers in the non-oil developing

countries.

13. But that is not the whole story. When the price of oil
drops our tax take from Nerth Sea production is correspondingly
reduced, Other things being equal, this would increase the
Borrowing Requirement, though net by as much, since the
beneficial effects of the oil price cut boost our revenues from

other forms of activity.

14. The prospect is bound te be uncertain. But in determining
the size of the PSBR for the year that starts in April I can
assure the House that I have made allowance for these factors
as we know them today. Obviously, if there was to be a
prolonged fall in the o0il price, below the level we currently
expect, then both the beneficial effect on activity and
domestic prices, and the revenue-loss effect on the PSBR, would
be increased. Tt would be wholly irresponsible for me to

rule out the possibility of having to take action to correct

the fiscal balance, if that were to happen.

15. The illustrative projections presented with last year's
Budget envisaged a PSBR for 1982-=83 equivalent to 3% per cent

of GDP. This would be around £9 billion at current prices.

16. In the light of the latest assessment of the prospects I
have thought it right to provide for a PSBR of around £91 billion

in the coming year, equivalent to 3% per cent of GDP.

BUDGET SECRET /17 .The measures
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17. This is about £1 billion below the expected outturn for
this year. But it is also about $£1.3 billion above what the
PSBR would have been next year, if the changes to income tax
and specific duties which I proposed today were only to take
account of the past year's inflation. That §£1.3 billion is the

PSBR cost of my Budget propesals in 1882-83,

18. The new revenue and borrowing projections published in
the Red Book envisage a further decline in the PSBR over the
following two years to 2 per cent of GDP, on the assumptions

about growth and inflation which are there set out.

13. So the size of the Government's borrowing in real terms
will continue to decline frem year to year. This will
further ease the pressures it imposes on financial markets,
And it will assist progress towards lower interest rates and

inflation.

20. .So much for borrowing. I now turn to the other side of

the account.

/8ection 5: PUBLIC EXPENDITURE
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Section 5 : PUBLIC EXPENDITURE
[NB: Please check for changes to take

account of NIS clawback decision.]
JOK

1. On 2 December T announced the Government's public
expenditure plans for 1982~83. Today we are publishing
the annual Public Expenditure White Paper. This sets
out the plans for next year in more detail and also
contains our provisional proposals for the two following
years. At the same time the Supply Estimates for
1982~83 are being presented to the House. The House
will note the new and greatly improved presentation

in the White Paper, which should prove very much

easier to follow.

2. Tn the last two years these documents have been
published on Budget Day so that all the information
would be available at the same time. In this way, the
Budget Debate can cover both sides of the account.

The Treasury and Civil Service Committee is, I know,
looking at the handling of these matters and I await

their recommendations with interest.

3 T explained to the House in December why we had
decided to increase planned expenditure in 1982-83
by some £5 billion compared with the plans set out in

last year's White Paper.

b, The increases [made to take account of changed

circumstances] included some £1.,3% billion of extra
/finance for the
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finance for the nationalised industries, £500 million
more on defence, and another £300 million on special
employment programmes. They were partly offset

by a general reduction in most cash limited expenditure.

5. Although, as I have made clear, most of the
measures which T shall announce today involve reductions
in taxation, I am also proposing some additions to
public expenditure, totalling some £300 million in
1982-83. The planning total for 1982-83 in the

White Paper stands at §115¢15 billion, in cash,
compared with £110.2 billion which is the cash
equivalent of last year's projections for 1982-83.

The increases I now propose, some of which will be
charged against the contingency reserve, are more than
offset by estimating reductions since the White Paper

was printed, so that the total is now £114.9 billion.

6. Total public sector capital spending - apart

from nationalised industry investment - is next year
planned to be about the same -~ £11} billion - as
expected this year. The plans allow for new
investment by nationalised industries (including that
financed from their own resources) of over §£7% billion
in 1982-83, some 23 per cent higher than the expected
out-turn in 1981-82 and 40 per cent higher than

in 1980-81.

T Taking account of measures which I shall be

announcing a little later, spending on construction
/is expected to
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is expected to rise by 14 per cent to §£10f billion
in 1982-83. Moreover, housing investment and work
done on water and sewerage projects should also be
higher next year than this year. In all these ways
the Government is planning for the continued

improvement of public sector services.

8. For the first time we have published figures for
the whole Survey period in cash. Following the
Budget changes, the planning totals for later years
are £121 billion for 1983-84 and £128 billion for
1984-85 in cash. The contingency reserve, of

gl billion and £6 billion respectively, which is
included in the figures for each of these years, has

been set to give realistic totals in a cash planning

regime.
9. The programme figures are provisional and will
be reviewed in future surveys. The starting point

will be the cash programmes announced today. The
figures will not be automatically increased if
inflation turns out to be higher than expected. Any
alteration will be a matter of deliberate political
decision, This is the essence of cash planning as

I see it.

10. T foreshadowed these developments in my Budget
speech last year. We are still in the process of

transition while we adjust to the new system, which

/enables us to
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enables us to work in figures for actual cash to
be spent, not in so-called "funny money" on some
artificial price basis. I am confident that it

will help us to keep expenditure under control.

/Section 6 : SOCIAL SECURITY
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Section 5: PUBLIC EXPENDITURE

1. On 2 December I anncunced the Government's public
expenditure plans for 1982-83. Today we are publishing
the annual Public Expenditure White Paper. This sets
out the plans for next year in much more detail and also

contains our provisional proposals for the two following

and greaf(y fwprped
years. o The House will note the newLPresentation in the

R betiws Daat ib wil gy mueh

White Paper. %@wﬁ&%&“&~hﬁpﬁ_prove[%a81er to follow.

———

At the same time the Supply Estimates for 1982-83 are

being presented to the House.

2. In the last two years these documents have been

published on Budget Day so that all the information would

be available at the same time. In this way, the Budget

Debate can cover both sides of the account. The Treasury

and Civil Service Committee is, I know, looking at the

handling of these matters and I await their

recommendations with interest.

3. I explained to the House in December why we had

/decided to
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decided to increase our planned expenditure for 1982-83
by some £5 billion compared with the figures contained
in last year's White Paper. We had decided to adjust
our plans to take account of changed circumstances.
This increase included some §£1.3 billion of extra
finance for the nationalised industries, £500 million
more on deFence,and £800 million on special employment

programmes .

4. These increases will be offset in part by a

general reduction in most cash limited expenditure.

5. Although, as I have made clear, most of the

measures which I shall announce involve reductions in
taxation, I am also proposing some net additions to
public expenditure, totalling [£300 million] in 1982-83.
The planning total for 1982-83 in the White Paper stands
at £115.15 billion, in cash, compared with £110.4 pillion

Wk s Ne
Lcash equivalent of last year's projections for 1982-83.

now
The increase ILpropose will take the total to [§115.45

billion]. Some other minor additions to expenditure

/will be charged
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will be charged against the Contingency Reserve.

6. Total public sector capital spending (excluding
nationalised industry investment) in 1982-83 is planned
to be about the same - §£11} billion - as expected in
1981-82. Nationalised industries' investment (including
that financed from their own resources) 1s planned to
pe over [§£71] billion in 1982-83. [%his will be 23 per
cent higher than expected in 1981-82 and 40 per cent
higher than in 1980—81.:‘ [ Ab—supgest—use—of—lreal—terms '
figupes—e-g. |This will be 23 per cent higher than
expected in 1981-82 and 40 per cent higher - or 15 per
cent higher in real terms - than in 1980—8£]y-_hu3_03$

may_nQbAmEH%—H%ﬁﬂfﬂﬁﬂmﬁﬁ”TU_B@_UEEﬁ%&

7. Spending on construction is expected to rise by

1% per cent to £10{ billion in 1982-83. The output

from housing investment in 1982-83% should be higher

than in 1981-82. There should be answadsl increase in
omut &

theL?Qrk done on water and sewerage projects in 1982-83

compared with 1981-82. 1In all these ways the Government

/is planning
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is planning for the continued improvement of public

sector services.

8. For the first time we have published figures for

the whole Survey period in cash. For later years, the

planned totals are £121.1 billion for 1983-8U4 anA

£128.4 pillion for 1984-85 in cash. The contingency

reserve which is included in the figures for each of

these years (&4 billion and §6 billion respectively)

has been set to give realistic totals in a cash planning

regime.

9. The programme figures are provisional and will

be reviewed in future surveys. But the cash programmes

announced today will be the starting point. There will

be no automatic revaluation or increases to allow for

any increase in prices above that assumed. Any

alteration will be a matter of deliberate political

decision. This is the essence of cash planning as I

see it.

/I foreshadowed
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10. I foreshadowed these developments in my Budget

speech last year. We are still in the process of

transition while we adjust to the new system. But I

am confident that it will help to keep expenditure

under control at a time of inflation. [Indeed it is

already doing so.] This is consistent with and supports

the CGovernment's approach to its overall fiscal policy.
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Sgction 5: PUBLIC EXPENDITURE

1. On 2 December I announced the Government’s

public expenditure plans for 1882-83. Today we

are publishing the annual Public Expenditure White

Paper. This sets out the plans for next year in

much more detail and also contains our provisional

proposals for the two following years. At the

same time the Supply Estimates for 1982-83 are

being presented to the House. The House will note

the new and greatly improved presentation in the

White Paper. I believe that it will prove very

much easier to follow.

2. In the last two years these documents have

been published on Budget Day 80O that all the

information would be available at the same time.

In this way, the Budget Debate can cover both

sides of the account. The Treasury and Civil Service

Committee is, I know, looking at the handling of

these matters and I await their recommendations with

interest. / I explained
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3. I explained to the House in December why we

had decided to increase our planned expenditure

for 1982-83 by some £5 billion compared with the

plans set out in last year's White Paper. The

increases made to take account of changed circumstances

included some £1.3 billion of extra finance for the

nationalised industries, £500 million more on

defence, and £B00 million on special employment

programmes .

4, These increases will be offset in part by a

general reduction in most cash limited expenditure.

SR Although, as I have made clear, most of the

measures which I shall announce today involve

reductions in taxation, I am also proposing some

additions to public expenditure, totalling [some

€200 million] in 1982-83. The planning total

for 1982-83 in the White Paper stands at £115.15

billion, in cash, compared with £110.2 billion which

is the cash equivalent of last year's projections

/for 1982-83.
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for 1982-83. The increases I now propose, SOME of

which will be charged against the contingency reserve,

are more then offset by estimating reductions, soO

that the total is now £114.9 billion.

6. Following these changes, total public sector

capital spending (excluding nationalised industry

investment) in 1982-83 is planned to be about the

same - [£113] billion - as expected in 1981-62.

Nationalised industries' investment (including

that financed from their own resources) is planned

to be over [§73] billion in 1982-83. This will

be 23 per cent higher than expected in 1981-82 and

40 per cent higher than in 1980-81.

7 Spending on construction is expected to rise

hy 13 per cent to £104 billion in 1982-83. The

output from housing investment in 1882-83 should be

higher than in 1981-82. There should be an increase

in the ameunt of work done on water and sewerage

/projects in



o
4
E



BUDGET SECRET

projects in 1982-83 compared with 1981-82. In all

these ways the Government i1s planning far the

continued improvement ef public sector services.

8. For the first time we have published figures

for the whele Survey period in cash. Following

the Budget changes, the planning totals far later

years are §£121 Billion for 1983-84 and £128 hillion

fop 1984-85 in cash. The contingency reserve

which is included in the flgures for gach of these

years (§4 billion and &6 billion respectively) has

been set to give realistic totals in a cash planning

regime.

g, The pragramme fligures are provisi@nal and will

be reviewed in future surveys. The starting peint

will he the cash programmes announced today. The

figures will net be automatically increased if

inflation turns out te he higher than expected.

Any alteratian will be a matter of deliherate political

/decision.
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decision. This is the essence of cash planning as

I see it.

10. I foreshadowed these developments in my Budget

speech last year. We are still in the process of

transition while we adjust to the new system,

which enables us to work in figures for actual cash

to be spend not in so-called "furnny money” an

some strange price basis. I am confident that

it will help to keep expenditure under control

-

at a time of inflation.

/Sectisn 6: Social Security
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Section 5: PUBLIC EXPENBITURE

On 2 December I announced the Government's public
expenditure plans for 1982-83. Today we are publishing the
annual Public Expenditure White Paper. This sets out the
plans for next year in more detail and also contains our
provisional proposals for the two following years. At the
same time, the Supply Estimates for 1862-83 are being
presented to the House. The House will note the new and
greatly improved presentation 1in the White Paper. I certainly

£find it much easier to follow.

2. In the last two years these documents have been published
on Budget Day so that all the information would be available
at the same time. In this way, the Budget Debate can cover
both sides of the account. The Treasury and Civil Service
Committee is, I know, looking at the handling of these

matters and I await its recommendations with interest.

3. I explained to the House in December why we had decided
to increase planned expenditure in 1882-83 by some £5 billion

compared with the plans set out in last year's White Paper.

4. The increases included some £1.3 billion of extra finance
for the nationalised industries, £500 million more on defence,
and another £800 million on special employment programmes.
They were partly offset by a general reduction in most cash

limited expenditure.

/Although, as






BUDGET SECRET

5. Although, as I have said, most of the measures which T
shall announce today involve reductions in taxation, I am
also proposing some additions to public expenditure, totalling
some &£350 million in 1882-83. This includes an increase of
£150 million in the Contingency Reserve to accommodate some
of the expenditure measures: this brings the Reserve in
1982-83 to £2,400 millicon. The planning total for 1982-83
in the White Paper stands at £115.15 billion, in cash,
compared with £110.2 billion which is the cash equivalent
of last year's projections for 1962-83. The increases I
now propose are more than offset by reductions resulting
from the proposals on taxation, and other changes in costs.

The total is now £114.9 billion.

6. Total public sector capital spending - apart from
nationalised industry investment - is next year planned to
be about the same - £113 billion - as expected this year,

The plans allow for new investment by nationalised industries
(including that financed from their own resources) or over
§7% billion in 1982-83, some 26 per cent higher than the
out-turn now expected in 1381-82 and 40 per cent higher

than in 1980-81.

7 Taking account of measures which I shall be announcing

a little later, spending on construction is expected to rise
by 14 per cent to £104 billion in 1982-83. Moreover, housing
investment and work done on water and sewerage projects

should also be higher next year than this year. 1In all these

/wavs the
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ways the Government is planning for the continued improvement

of public sector services.

8. For the first time we have published figures for the
whole Survey period in cash. Following the Budget changes,
the planning totals for later years are §£120 billion for
1983-84 and $£128 billion for 1984-85 in cash. The Contingency
Reserve, of §£4 billion and £6 billion respectively, which

is included in the figures for each of these years, has been

set to give realistic totals in a cash planning regime.

9. The programme figures are provisional and will be
reviewed in future surveys. The starting point will be

the cash programmes resulting from this afternoon’s
announcements. The figures will not be automatically
increased if inflation turns out to be higher than expected.
Any alteration will be a matter of deliberate political

decision. This is the essence of cash planning as I see it.
10. T foreshadowed these developments in my Budget speech

last year. I am confident that they will help us to keep

expenditure under control.

/Section 6: SOCIAL SECURITY






BUDGET SECRET

Section 6: SOCIAL SECURITY, etc

1. By far the largest single element in public
spending is on social security. In 1982-83 it will

amount to £32 billion, over a quarter of the total.

2. About half of it goes to the elderly, who deserve
particular consideration. This Government is determined
to preserve the full purchasing power of the retirement

pensiaon.

3. We shall accordingly raise the pension rates to
cover the expected increase in prices for the 12 months
to next November. When I published the Industry Act
forecast last December, I expected that increase to

be 10 per cent. But the outlocok for inflation has
improved in the last three months. I now expect

prices to go up by only 9 per cent.

4. But I do not propose to raise the pension rates
only by 9 per cent. We intend also to compensate
pensioners for the fact that last year’s increase was
based on a forecast of the rise in prices 2 per cent

below the actual rise.

5. Retirement pensions will thus go up next November
by a total of 11 per cent. The standard rate will be
increased by £3.25, to £32.85 a week, for a single

person, and by §£5.20, to £52.55, for a married couple.

/There is
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6. There is of course no Government commitment to
full price protection other than for the retirement
pension and associated benefits. During the debate
on the Government's public expenditure plans, we said
that .a decision about the 2 per cent shortfall in the
value of other benefits would be announced at Budget

time.

7. The main ones are unemployment benefit and
supplementary allowance, sickness and injury benefit
and maternity allowance. I have received many
representations that the 2 per cent shortfall should
be restored on these benefits also. And we have

decided that it should be.

8. This means that the rate of uhemployment benefit
will rise from £22.50 a week to £25 for a single person,
and from §£39.50 to £43.90 for a married couple.

Details of the other bensfits will be announced tomorrow
by my rt. hon. Friend the Secretary of State for Social

Services.

g. There are, however, some further changes which I
should announce today. First, child benefit, which is
an important source of income for many - especially the
lower paid with large families. From next November it
will go up by 60 pence a week from £5.25 to £5.85. It
will thus have been increased by 23 per cent over two

years, and so fully protected against inflation.

/The additional
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10. The additional one-parent benefit will be
increased by 35p to £3.65. And in the case of the
Family Income Supplement, the prescribed amount for

a one child family will go up from £74 to £82.50.

11. I shall have something to say a little later

about the Mobility Allowance.

12. I am proposing some important changes in the rules
governing payment of benefits. First, we are raising
from £2,000 to £2,500 the level above which savings
disqualify a claimant for supplementary benefit.

Secondly, the earnings limit for both incapacity benefit
and invalid care allowance, ICA, will be raised. Thirdly,
the 1limit below which gifts are disregarded for

Supplementary Benefit will be raised from £20 to £100.

13. I have suggested these changes after careful
study of the representations which I have received and
believe that they will provide real help to those who

need it, and will be widely welcomed.

14. The full year public expenditure cost of all the
changes in the Social Security field which I have

mentioned will be some £3,000 million. The extra cost
in 1982-83 will all be accommodated within the public

expenditure totals I have Just announced.

15. I turn now to help for charities.

/This Government
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16. This Government is deeply conscious of the
contribution to our national 1ife that is made by

many of our charitable organisations. Two years ago,
I introduced substantial new tax relief for covenanted
donations to charities. 1 also doubled the exemption
from capital transfer tax for charitable begquests or

gifts made within one year of death.

17. We have been urged to relieve charities from VAT
on their purchases. The attractions of this are
obvious. But it raises substantial difficulties. The
more one studies how it might be done - and we have
looked into it exhaustively - the more insuperable
appear the problems of definition, of administration
and of equity that stand in its way. 50, reluctantly,
I have had to be satisfied with other ways of helping

charities instead.

18. First, I propose to take the Capital Transfer Tax
exemption for qualifying gifts to charities a stage

further, by increasing it from $200,000 to £250,000.

19. Secondly, I intend to remove Stamp Duty completely

from transfers of assets to charities.

20. Thirdly, as the National Council for Voluntary
Organisations has suggested, 1 propose to remove beyond
all doubt any liability to Development Land Tax where

a charity disposes of property which has been subject

/to roll-over
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to roll-over relief.

21. Taken together, these measures constitute
significant new assistance to charities and voluntary
organisations. They build still further upon the
benefits which charities have derived from earlier
action by this Government. I hope they will be seen
as genuine moves to help, given the sadly formidable
difficulties of exempting charities from VAT. Our
record on assistance to charities continues to be one

in which we can justifiably take pride.

22. I now come to the particular problems of the
disabled which we have always had very much in mind.
Last year, the International Year of the Disabled, I
introduced a range of Value Added Tax reliefs for
charities concerned with the disabled. I am now able

o announce three further measures of help.

23. First, there will be some extension of the existing
VAT reliefs for disabled people and the charities

serving them.

24. Secondly, mobility allowance. The rate will be
increased from £16.50 a week to £18.30, which will mean
that it has risen by 80 per cent since the Government
took office. This represents a considerable increase

in real terms.

/In addition
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25. In addition I propose this year to respond to
representations made on behalf of the disabled to
successive Governments in recent years. 1 propose
that from 6 April the mobility allowance should be
wholly exempt from income tax. I should perhaps
explain that this is a major step: it means an
increase in net income of up to £5 a week for those
disabled people, claiming the allowance, who despite
their disability manage to keep working. They deserve
every encocuragement, and the change will, I believe,

be widely welcomed.

/Section 7:

CIVIL SERVICE
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Section 6: SOCIAL SECURITY, etc

By far the largest single element in public

expenditure is spending on social security. In

1982-83 such spending will amount to £32 billion,

or

is

of

to

some 28 per cent of the total.

Over half is for the elderly. This Government

committed to preserving the full purchasing power

the retirement pension; and we shall conatinue

do so.

We shall accordingly raise the pension rates to

cover the expected increase in prices for the

12

months to next November. In December, when I

published the Industry Act forecast, I expected

that increase to be (at the rate of) 10 per cent.

The outlook for inflation has, however, impreved

in

up

the last three months. I now expect prices to go

in the twelve months to next November by only

9 per cent.

/4. But I do
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4. But T do not intend to raise the pension rates

only by 9 per cent. I intend also to compensate

pensioners for the fact that last year's increase

was 2 per cent below the actual corresponding

increase in prices.

5. The pension will thus go up next November by

a total of 11 per cent. The standard rate will

be increased by £3.25 to £32.85 per week for a

single person, and by £€5.20 to £52.55 for a married

couple.
6. For other benefits there is no firm Government
commitment to give full price protection. At the

time of the debate an the Government’s public

expenditure plans we said that a decision about

the 2 per cent shortfall in the value of those

other benefits would be made and announced at Budget

time.

7. The main benefits in guestion are unemployment

benefit and supplementary allowance, sickness and

/injury benefit,
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10. I refer first to child benefit, which is for
many - especially the lower paid with large families -
an important source of income. From next November
this benefit will be increased by 60 pence a week
from §5.25 to §£§5.85. It will thus have been

increased by [ ] per cent over two years, and

so fully protected against inflation.

11. The additional one-parent benefit will be increased
similarly by 35p to £3.65. And in the case of the
Family Tncome Supplement, the prescribed amount for

a one child family will alseo increase, from [£74] to

[£82].

12. The rate of mobility allowance will be increased
from £16.50 per week to £18.00. This benefit has

now been increased by 80 per cent since the Government
took office (while prices have only risen by [50 per
cent]). In addition, I propose this year to respond
to representations made on behalf of the disabled

to successive governments in successive years. Fram

/6 April next
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6 April next I propose that the mobility allowance

should be wholly exempt from income tax. This will

mean an increase in net income of up to nearly £5

a week for those desabled people, claiming the allowance,

who despite their disability manage to keep working.

Such people deserve every encouragement; and this

change will, I believe, be widely welcomed.

13. The ®ull year cost of all these changes will

be some £3,000 millien.

14. This Government is deeply conscious of the

contribution that the voluntary sector makes to

our national 1ife and especially the achievements

of many of our charitable organisations. Two years

ago, I was also able to introduce substantial new

tax relief for covenanted donations teo charities.

T also doubled the exemption from capital transfer

tax for charitable bequests or gifts made within

one year of death.

/15. Last year,
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15. Last year, the International Year of Disabled
People, I introduced a range of Value Added Tax
reliefs for charities, especially those concerning

the disabled.

16. We have received many representations urging

us to exempt charities from VAT on their purchases.
This is, of course, a proposal which understandably
commends itself to many people. But it raises
substantial difficulties of principle. And the

more one studies the ways it might be done - and

we have looked at it exhaustivelyl- the more
insuperable appear the problems::of equity, definition
and administration (edministrative—and—definitienal
gbstmctes) standing in its way. fﬂT&PBHﬂ%%%éQEO
prebtems—of-equity So, reluctantly, I have had

to be satisfied with other ways of helping charities

instead.

17. First, there will be some extension of the
existing VAT reliefs for disabled people and the

charities serving them.
/18, Secondly,
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18. Secondly, I propose to take the Capital

Transfer Tax exemption for gifts to charities a

stage further by increasing it from £200,000 to

£250,000.

19. Thirdly, I intend to remove Stamp Duty

completely from transfers of assets to charities.

20. Fourthly, as the National Council for Voluntary

Organisation have suggested, I propose to remove

the charge to Development Land Tax which could

still arise where a charity disposes of property

which has been subject to roll-over relief.

21. Taken together, these measures constitute very

substantial new assistance to charities and voluntary

organisations. They build still further upon the

benefits which charities derived from earlier action

by this Government. Our record continues to be

one in which we can justifiably take pride.
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Section 6: SOCIAL SECURITY, etc

1. By far the largest single element in public

spending is on social security. In 1882-83 such

spending will amount to £32 billion, or nearly 28 per

cent of the total.

2. Over half is for the elderly. This Government

is committed to preserving the full purchasing power

of the retirement pension.

3. We shall accordingly raise the pension rates to

cover the expected increase in prices for the 12 months

to next November. 1In December, when I published the

Industry Act forecast, I expected that increase to be

10 per cent. The outlook for inflation has, however,

improved in the last three months. I now expect

prices to go up in the twelve months to next November

by only 8 per cent.

4. But I do not propose to raise the pension rates

/only by
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only by 8 per cent. We intend also to compensate

pensioners for the fact that last year's increase

was based on a forecast of the rise in prices 2 per

cent below the actual rise.

5l Retirement pensions will thus go up next November

by a total of 11 per cent. The standard rate will

by increased by £3.25, to §32.85 a week, for a single

person, and by £5.20, to §52.55, for a married couple.

6. There is no Government commitment to full price

protection for benefits other than the retirement

pension and associated benefits. During the debate

on the Government's public expenditure plans, we said

that a decision about the 2 per cent shortfall in the

value of those other benefits would be announced

at Budget time.

7 The main benefits in question are unemployment

benefit and supplementary allowance, sickness and

injury benefit and maternity allowance. I have received

/many
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many representations that the 2 per cent shortfall

should be restored on these benefits also. To a

large extent of course these are short-term benefits,

but I recognise that in present circumstances some

hardship would be caused if the shortfall were not

restored. I have therefore decided this year that

for these benefits too it should be restored.

8. This means that the rate of unemployment benefit

will rise from §22.50 a week to §25, for a single man

and from §£39.50 to £43.90 for a married man. Figures

for the other benefits will be announced tomorrow

by my rt. hon. Friend the Secretary of State for

Social Services.

9. There are, however, some further changes which

I should announce today. I refer first to child

benefit, which is for many - especially the lower paid

with large families - an important source of income.

From next November this benefit will be increased by

60 pence a week from §£5.25 to £5.85. It will thus

/have been
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have been increased by 23 per cent over two years,

and so fully protected against inflation.

10. The additional one-parent benefit will be

increased similarly by 35p to £3.65. And in the case

of the Family Income Supplement, the prescribed amount

for a one child family will alsoc increase, from £74

to £82.50.

11. I shall have something to say about Mobility

Allowance a little later.

12. Finally, I am proposing some changes in the rules

governing payment of benefits which are in response

to representations we have received and will I think

be generally welcomed. First, we are raising from

§2,000 to £2,500 the level above which savings

disqualify a claimant for supplementary benefit.

Secondly, the earnings limit for both incapacity

benefit and invalid care allowance, ICA, will be raised.

Thirdly, the 1imit below which gifts are disregarded

/for Supplementary
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for Supplementary Benefit will be raised from £20

to £100.

13. The full year public expenditure cost of all

these changes will be some £3,000 million. The extra

cost in 1982-83 will all be accommodated within the

public expenditure totals I have just announced.

14. This Government is deeply conscious of the

contribution to our national life that is made by

many of our charitable organisations. Two years ago,

I was able to introduce substantial new tax relief

for covenanted donations to charities. I also doubled

the exemption from capital transfer tax for charitable

bequests or gifts made within one year of death.

15. Last year, I extended the Value Added Tax reliefs

for charities.

16. We have received many representations urging us

to reliesve charities from VAT on their purchases. This

proposal understandably commends itself to many people.

/But it raises
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But it raises substantial difficulties of principle.

And the more one studies the ways it might be done -

and we have looked at it exhaustively - the more

insuperable appear the problems of definition, of

administration and of equity that stands in its way.

So, reluctantly, I have had to be satisfied with other

ways of helping charities instead.

17. First, I propose to take the Capital Transfer

Tax exemption for gifts to charities a stage further,

by increasing it from £200,000 to £250,000.

18. Secondly, I intend to remove Stamp Duty completely

from transfers of assets to charities.

19. Thirdly, as the National Council for Voluntary

Organisation has suggested, I propose to remove beyond

all doubt any liability to Development Land Tax where

a charity disposes of property which has been subject

to roll-over relief.

20. Taken together, these measures constitute

/significant
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significant new assistance to charities and voluntary

organisations. They build still further upon the

benefits which charities have derived from earlier

action by this Government. Qur record continues to

be one in which we can justifiably take pride.

21. I now come to the particular problems of the

disabled. We have always had very much in mind the

need to help them. Last year, the International Year

of the Disabled, I introduced a range of Value Added

Tax reliefs for charities concerned with the disabled.

I am now able to announce three further measures of

help.

22. First, there will be some extension of the

existing VAT reliefs for disabled people and the

charities serving them.

23. Secondly, mobility allowance. The rate will

be increased from $£16.50 a week to £18.00. This

benefit has now been increased by 80 per cent since

/the Government
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the Government took office while prices will have

risen by only 56 per cent.

24. In addition I propose this year to respond to

representations made on behalf of the disabled to

successive Governments in successive years. From

8 April next I propose that the mobility allowance

should be wholly exempt from income tax. This will

mean an increase in net income of up to £5 a week

for those disabled people, claiming the allowance,

who despite their disability manage to keep working.

Such people deserve every encouragement, and this

change will, I believe, be widely welcomed.
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Section 6: SOCIAL SECURITY AND CHARITIES

1. By far the largest single element in public spending is
on social security. In 1982-83 it will amount to £32 billion,

over a quarter of the total.

2. About half of it goes to the elderly, who deserve

particular consideration. This GCovernment is determined
to preserve the full purchasing power of the retirement pension.
We shall accordingly raise the pension rates to cover the

expected increase in prices for the 12 months to next November.

)8 When I published the Industry Act forecast last December,
I expected that increase to be 10 per cent. That was an
appropriately cautious central forecast. But the outlook

for inflation has clearly improved since December. My similar
forecast now is that prices will go up by only 9 per cent in

the same 12 month period.

4., But I do not propose to raise the pension rates only by
9 per cent. We intend also to compensate pensioners for the
fact that last year's increase was based on a forecast of

the rise in prices 2 per cent below the actual rise.

5P Retirement pensions will thus go up next November by
a total of 11 per cent. The standard rate will be increased
by §3.25, to £32.85 a week, for a single person, and by £5.20,

to §52.55, for a married couple.

/There is of
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5. There is of course no Government commitment to full
price protection other than for the retirement pension and
associated benefits. During the debate on the Government's
public expenditure plans, we said that a decision about the
2 per cent shortfall in the value of other benefits would

be announced at Budget time.

7. The main ones are unemployment benefit and supplementary
allowance, sickness and injury benefit and maternity allowance.
I have received many representations that the 2 per cent
shortfall should be restored on these benefits also. And

we have decided that it should be.

8. This means that the rate of unemployment benefit will
rise from £22.50 a week to £25 for a single person, and from
£36.40 to $£40.45 for a married couple. Details of the other
benefits will be announced tomorrow by my rt. hon. Friend

the Secretary of State for Social Services.

CIE There are, however, some further changes which I should
announce today. First, child benefit, which is an important
source of income for many - especially the lower paid with

large families. From next November it will go up by B0 pence

a week from £5.25 to £5.85. It will thus have been increased
by 23 per cent over two years, and so fully protected against

inflation.

10. The additional one-parent benefit will be increased by

35p to £3.65. And in the case of the Family Income Supplement,

/the prescribed amount
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the prescribed amount for a one child family will go up from

§74 to £82.50.

11. I shall have something to say a little later about the

Mobility Allowance.

12. The full year public expenditure cost of all the changes
in the Social Security field which I have mentioned will be
some §£3,000 million. The extra cost in 1982-83 will all be
accommodated within the public expenditure totals I have Just

announced.

13. I turn now to help for charities.

14. The Government is deeply conscious of the contribution

to our national life that is made by many of our charitable
organisations. Two years ago, T introduced substantial new
tax relief for covenanted donations to charities. I also
doubled the exemption from capital transfer tax for charitable

bequests or gifts made within one year of death.

15. We have been urged to relieve charities from VAT on their
purchases. The attractions of this are obvious. But it
raises substantial difficulties. The more one studies how it
might be done - and we have looked into it exhaustively -

the more insuperable appear the problems of definition, of
administration and of equity that stand in its way. S0,
reluctantly, I have had to be satisfied with other ways of

helping charities instead.

/First, I propose
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16.! First, I propose to take the Capital Transfer Tax
exemption for qualifying gifts to charities a stage further,

by increasing it from §£200,000 to £250,000.

17. Secondly, I intend to abolish Stamp Duty completely

on transfers of assets to charities.

18. Thirdly, as the National Council for Voluntary Organisations
has suggested, I propose to remove beyond all doubt any
liability to Development Land Tax where a charity disposes

of property which has been subject to roll-over relief.

19. Taken together, these measures constitute significant

new assistance to charities and voluntary organisations.

They build still further upon the benefits which charities
have derived from earlier action by this Government. I

hope they will be seen as genuine moves to help, given the
sadly formidable difficulties of exempting charities from VAT.
Our record on assistance to charities continues to be one in

which we can justifiably take pride.

20. I now come to the particular problem of the disabled
which we have always had very much in mind. Last year, the
International Year of the Disabled, I introduced a range of
Value Added Tax reliefs for charities concerned with the
disabled. I am now able to announce three further measures

of help.

/First, there will
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21. First, there will be some extension of the existing

VAT reliefs for disabled people and the charities serving them.

22. Secondly, mobility allowance. The rate will be increased
from £16.50 a week to £18.30, which will mean that it has
risen By over 80 per cent since the Government took office.

This represents a considerable increase in real terms.

23. In addition I propose this year to respond to representations
made on behalf of the disabled to successive Governments in

recent years. I propose that from 6 April the mobility

allowance should be wholly exempt from income tax. This is

a major step: it means an increase in net income of up to

§5 a week for those disabled people, claiming the allowance,

who despite their disability manage to keep working. They

deserve every encouragement, and the change will, I believe,

be widely welcomed.

/Section 7: MANAGING THE PUBLIC

SECTOR
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Section 7 : GOVERNMENT'S RESPONSIBILITIES AS MANAGER

(i) Civil Service

1. The provision and organisation of welfare benefits

is only one of the many tasks of Government.

s The whole cost of Government administration does
indeed impose formidable costs on the taxpayer. Out

of total spending of £105 billion in the current year,
the Government's running costs amount to no less than
£14 billion. The importance of keeping tight control

of these costs is therefore manifest.

3. This is why we set ourselves the task of reducing
the size of the Civil Service, from 732,000 in 1979

to 630,000 by April 1984. We are on target. Numbers
are down already by 57,000. We now have the smallest

Civil Service for 15 years.

4, Local authority manpower, on the other hand,
has come down by enly 3 per centeg since 1979, less
than half as much as in the Civil Service. The

importance of further progress needs no underlining.

% Efficient cost control means getting pay rates
right as well as controlling staff numbers. Later
in the year the Committee of Inquiry under Sir John
Megaw will be making recommendations about Civil
Service pay arrangements for the future. In

/considering their
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considering their report our aim will be to be

fair both to public servants and to the taxpayer.

/The Government 1is

gsection 7 (ii): NATIONALISED
INDUSTRIES
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Section 7: GOVERNMENT'S RESPONSIBILITIES AS MANAGER
() Gwl Seance

1. While the Government has to provide money

. : . . t. .
for welfare benefits, its 1nv01végzhlth Lhe running
aég'the public séctor ©f the economy is obviously
much
auﬂore direct one. Firstly, it is responsible for
paying those who work for it and employing them
efficiently. Secondly it is responsible for the
nationalised industries. Although they run their
own affairs on a day to day basis, the Government
have a decisive role in financing their activities,
and the levels of their prices and their general

efficiency is plainly of the greatest possible

importance to the whole economy.

2. But the Government machine itself imposes
formidable costs on the taxpayer. Pay and
administration amounted to £14 billian in the current
year, out of total expenditure of £105 billion.

The importance of keeping costs under firm control

/therefore needs
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therefore needs no underlining. In the past year
the Treasury has Peassu?ed responsibility for pay
and numbers in the Civil Service, and we ahuuﬁdSH“u
be working closely with the new management and

personnal office.

3. We set ourselves in 1978 the task of reducing
the size of the Civil Service from 731,000 to
630,000 by April 1984. We are on target. Already
numbers are down by 57,000 and we now have the
smallest Civil Service for nearly 15 years. This

Budget should save a further [300/1,000] staff.

4. Local authority manpower, on the other hand,
has come down by only 3 per cent - less than half
that achieved in the Civil Service. The importance

no
of further progress needs blm underlining.

5. Cost control means getting pay rates right as

well as controlling staf®f numbers. The Committee

/of Inquiry
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of Inquiry under Sir John Megaw will be making

recommendations about new Civil Service pay arrangements

for the longer term. Our aim is to be fair both

to public servants and to the tax payer. We want

a means of arriving at rates of pay which are

adequate but not excessive to recruit, retain and

motivate sufficient numbers of staff of good

quality. We have to balance our responsibilities

as an employer with our responsibilities to the

public.
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Section 7 ¢+ GOVERNMENT'S RESPONSIBILITIES AS MANAGER

(i) Civil Service

1. While the Government has to provide money for

welfare benefits, its involvement in the management

of the public sector of the economy is even more

direct., It is responsible for paying and employing

efficiently those who work directly in the public

sector. It makes a major contribution to the

finances of local authorities. And it has a

responsibility for the nationalised industries.

Their general efficiency is plainly of the greatest

possible importance to the well-being of the whole

economy.

24 The Government itself imposes formidable costs

upon the taxpayer. Out of total expenditure of

£105 billion in the current year, these amounted to

£14 billion, The importance of keeping tight

control of these costs is therefore manifest,

/3, This is why we set
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3. This is why we set ourselves the task of reducing
the size of the Civil Service, from 731,000 in 1979
to 630,000 by April 1884. We are on target.

Numbers are down already by 57,000. We now have the
smallest Civil Service for [ nearly] 15 years. This

Budget should save a further 250 =~ 300 staff.

4, Local authority manpower, on the other hand,

has come down by only 3 per cent[in the same period] -
less than half as much as in the Civil Service.

The importance of further progress needs no

underlining.

5. Efficient cost control means getting pay rates
right as well as controlling staff numbers. This
year the pay of the non-industrial Civil Service
will be settled by arbitration, subject to the
Government!s reserved right, if necessary, to ask
the House of Commons to approve setting aside the
Arbitration Tribunal's award on grounds of over-

riding national policy. Later in the year the

/Compittee of Inquiry
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Committee of Inquiry under Sir John Megaw will

be making recommendations about Civil Service

pay arrangements in the longer term, In

considering their report our aim will be to be

fair both to public servants and to the taxpayer.
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Section 7: MANAGING THE PUBLIC SECTOR

{i) Civil Service

The provision and organisation of welfare benefits is

only one of the many tasks of Government.

2. The whole cost of Government administration does indeed
impose formidable costs on the taxpayer. Out of total
spending of £105 billion in the current year, the Government's
running costs amount to over £12 billion. The importance of

keeping tight control of these costs is, therefore, manifest.

3. This is why we set ourselves the task of reducing the
size of the Civil Service, from 732,000 in 1978 to

630,000 by April 1984. We are on target. Numbers are
down already by 57,000. We now have the smallest Civil

Service for 15 years.

4, Local authority manpower, on the other hand, has come
down by only 3 per cent since 1978, less than half as much
as in the Civil Service. The importance of further progress

needs no underlining.

5. Efficient cost control means getting pay rates right as
well as controlling staff numbers. Later in the year the
Committee of Inquiry under Sir John Megaw will be making
recommendations about Civil Service pay arrangements for

the future. 1In considering their report our aim will be to be
fair to public servants and to the taxpayer.

/(1i) The Nationalised Industries
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Section 7(ii): NATIONALISED INDUSTRY PRICES AND
EFFICIENCY

The Government is also responsible for

metabi-on-ee the nationalised industries.

2. In deciding how much public finance to make
available to them, the Government must be influenced
by their performance in controlling their own costs.
Every 1 per cent they save on labour costs is worth
another §140 million that they could use for

investment.

3. Yet even now this lesson has not been fully
learnt. S8even out of every ten days lost because
of strikes in the last two years were a&&l within
the public sector. The continuing rail dispute,
about productivity improvements and up to date
labour practices that should have been introduced
years ago, demonstrates how far there is still to
go. Without increased productivity, willingly
accepted, there can be no justification for

increased investment.

4, This is why we intend widening the exposure of
the public sector to the discipline of the
market-place. One way of doing this, that has

been commended on all sides of the House, is by

the introduction, under the right conditions, of

/private capital.
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private capital. Those conditions must ensure fair
competition. They must also ensure that the
consequent higher cost of borrowing is offset by

greater efficiency.

5. The Government has now decided to accept in
principle the propesal for British Telecom to raise
market capital in this way. The return to the
investor would be based on the profits earned by

the Corporation,

6. British Telecom will be expected, as a condition
of access to market finance, to keep tariff increases
st least 2 percentage points below the annual
movement in the RPI, and to reduce real unit costs,
in 1982-83, by a minimum of 5 per cent, with

further reductions to be agreed for later years.

7. We shall have to satisfy ourselves, in the
light of market conditions nearer the time, that
the bond represents good value to the Government
and British Telecom as well as to the investor.
Subject to that condition, the aim will be to go
ahead with an initial sale in the autumn, of up to
£150 million. This will be an important experiment
in exposing the performance of a nationalised

industry to the Judgement of the market-place.

/But above all
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8. But above all it will be our purpose, wherever
possible, to transfer to the private sector assets
which can be better managed there. In the private
sector enterprises have to respond to consumer
needs. These are the terms on which they enjoy
freedom to raise capital on the markets, whenever

a good commercial case can be made.

9. We have made considerable progress. There has
been some controversy about the method of selling
shares in Amersham Tnternational. But for those
inclined to be wise after the event it is worth
pointing out just how much greater public interest
in the sale proved to he than commentators expected
when the terms were first announced. We shall, of
course, consider carefully, in the light of the
‘Amersham experience, the method to adopt for future
sales. It is, in any case, a cause for satisfaction
that the great majority of Amersham employees have
acquired shares in the enterprise for which they

work.

10, Legislatien is on the statute book enabling
us to transfer to the private sector the British
Transport Docks Board, and British Airways, and to
permit the sale of subsidiaries in British Telecom
and British Rail. Within the last few weeks we
have transferred the National Freight Company to

a consortium led by its own management. And

/British Aerospace,
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And British Aerospace, and Cable and Wireless, are

now firmly established in the private sector.

11. This year our plans assumed that asset sales

of this kind would total about £500 million. We
expect to achieve that target. The Government looks
forward to further disposals in the next two years.
We are seeking powers to sell the offshore assets

of British Bas and to permit the introduction of
private capital into the National Bus Company.

The most impertant transfer will be the sale of

51 per cent of BNOC's oil-producing business, for

which a Bill is now before the House.

12. I new turn to what can be done in this Budget

directly te benefit business, industry, and hence

jobs.

Section B: N.I.S.
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Section EAMABUALMNESS: NATIONALISED INDUSTRY PRICES
AND EFFICIENCY

1. In the nationalised industries - azé I have saide—
the role of Government is somewhat different. But

no one can doubt that their performance has been

a cause for legitimate concern both inside and

outside this House.

2. Restructuring has been delayed for far too
long. As a result it is now more costly and difficult
to achieve. In 1982-3 we should be providing

£22 pillion for restructuring and for investment.

3. The need for improvement in the nationalised
industries is real and it is urgent. Since 1879

[ - ] days have been lost in strikes in public sector
industry, compared with [ - ] days in the private

sector.

4, Their record of nationalised industries an

unit labour costs is also unimpressive.

/5. That picture
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5. That picture is one which the nationalised
industries and those who work in them will have to
change. Without such change I do not see how

the public can be asked to provide still more money
for investment. The nationalised industré have it
in their own grasp to increase their investment
programmes substantially, without further call on
the taxpayer. Each 1 per cent they save on wage
costs means £140 million which could be used for
investment, if good projects are available. In
deciding how much public finance to provide the
Covernment is bound to be influenced materially by

the performance of the nationalised industries in

controlling their own costs.

6. The recent damaging rail dispute about productivity
improvements, which should bave been introduced

years ago, illuestrates how much remains to be put
right. [The provision of funds for further

electrification without such changes would clearly

/not be
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not be justified. Only if and when the same realism
is apparent in the public as in the private sector
of industry can there be any justification for

investing in that industry’s future.]

7. However, it is the record of nationalised
industry price rises which has caused the greatest

concerns.

8. One cause of these increases has been the
ending of the artificial price restraint pursued

for much of the 13970s. When we came into office

the cost of that policy was over £1 billion a year.
Tt was expensive and it was distorting. But its
removal necessarily had the effect of causing prices
to rise more quickly during the period of adjustment.

L Seehwa 1]
9. For reason to which I shall return later &=l

prices in the energy industries also had to rise

faster than the RPI.

/10. The effect
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10. The effect of these adjustments has now largely

worked through,Nationalised industry prices are

now maving more closely in line with retail prices

generally.

11. But there is no room for complacency. In the

interests of the taxpayer, the customer and the

industries themselves the Government is reinforcing,

wherever paossible, the impetus for greater efficiency

within the industries. The Monopolies and Mergers

Commission, using the new powers that we provided

in 1980, have made a number of investigations and

have shown carefully and in detail what improvements

can he made. [From now on each industry can expect

at least one majer investigatien every four years. ]

12. We shall continue to exert pressure far more

efficiency, by setting challenging external financing

1limits, and agreeing financial targets and performance

aims.

/13. We are
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13. We are also continually looking for ways of
bringing the disépline of the market to bear on

the public sector. One way ofl doing this is by the
injection of private capital under the right
conditions. Those conditions must include a limit
on price rises and measures to ensure that the
higher cost of borrowing is compensated by greater

pursué%- ?&; efficiency.

14. Work has been taking place on proposals for
British Telecom to raise capital on the market by
issuing a new type of bond in which the return to
the invester would be based on the profits earned
by the Corporation. This would be an experiment in
nationalised industry finance, putting British
Telecom directly in touch with the capital market

where its performance will be Judged.

15, The Corperation will be expected te meet the
financial target set by the Government while keeping

tariff increases to the lowest possible level, within

/a maximum
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a maximum increase of 2 percentage points less than

the annual movement in the RPI. BT would also be

expected, as a condition for access to market finance,

to reduce their real unit costs by a minimum of

5 per cent in 1982-83, with further reductions to

be agreed for later years.

16. Work will now go ahead on preparing a prospectus.

We shall have to satisfy ourselves, in the light

of market conditions nearer the time, that the

bond represents good value to the Government and

BT as well as the investor. [SubJect to that

important cendition, the aim will be to go ahead

with an initial sale in the autumn in an amount to

be decided, probably §£100-8£150 million.]

17. We are also seeking to espose the nationalised

industries to competition wherever pessible. Tn

the case of British Telecom, once again, the announcemen

of the Mercury project is a breakthrough. It will

bring competition to an area where it has not existed

/before and
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before and where there can be great benefit for

customers and industry.

18. But above all our aim is wherever possible to

to pryvalt GafarpnBR
PeturnL?ssets which can be better managed there.tu

privete—enterprises
19. We have made considerable progress. We have

sold share-holdings in British Aerospace and in
Cable and Wireless, returning both industries to
the private sector. Within the last few weeks we
have sold the National Freight Company to a consortium
led by its management. Legislation is on the
statute book enabling us to sell the British
ond fo
Transport Docks Board,L~British Airways,andeermit

the sale of subsidiaries in British Telecom and

British Rail.

20. There has been legitimate controvesy about the
method of selling shares in Amersham International.
The level of public interest in the sale was far

/greater than
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greater than commentators originally expected.

We shall, of course, be considering carefully,

in the light of experience, the method to adopt in

future sales. [Tt is, in any case, a cause for

satisfaction that the'company has been successfully
into the private sector. It is all to

the good too that [90 per cent] of Amersham

employers now own shares in the enterprise for

which they work;J

21. This year sur plans assumed that OA&J' sales
would total about §500 million. In fact gross
proceeds amounted to £600 million. The Government
looks forward to further sales in the next two years.
Themost impertant element in these is the sale of

51 per cent of BNOC's oil-producing business, for
which a Bill is now befére the House. We are also
seeking powers to sell the offshore assets of

British Gas and to permit the introduction of private
capital into the National Bus Company.

/22. We attach
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22. We attach great improtance to employers owning
shares in the companies for which they work. That
is why, as with Amersham, we leave offered employe@s
shares on preferential terms. The sales of

British Aerospace, Cable and Wireless,and other

NEB holdings were accompanied by such schemes.

Aava
More generally, over [350,000] employees leave now
benefited from measures to encourage wider ownership
through profit sharing and share option schemes. I

shall have something more to say about schemes of

this kind in a few mintues.
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Section 7(ii): NATIONALISED INDUSTRY PRICES AND

EFFICIENCY

The Government also has a key function in

relation to the nationalised industries.

2. Their performance remains a cause for real
concern. [Restructuring has been delayed for far
too long. It is thus more costly and more difficult
to achieve. 1In 1982-83 we shall be providing

3

§22 billion for financing deficits, running uneconomic

services, restructuring and for investment.]

B The nationalised industries' record on unit

labour costs is particularly unimpressive. 5o too

on industrial relations: during the last two

years the public sector accounted for seven out of

every 10 working days lost through industrial action.

This was of course before the recent rail strikes.

4, This picture is one which those who work in

the nationalised industries will have to change.

/They haye it
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They have it within their own power, without making

any further call upon the taxpayer, to increase

substantially their own investment programmes.

Every 1 per cent they save on labour costs is worth

another £140 million that could be used for

investment.

5. In deciding how much public finance to make

available, the Government is thus bound to be

influenced by the performance of the nationalised

industries in controlling their own costs. The

continuing rail dispute, about productivity

imporvements and up to date labour practices that

should have been introduced years ago, demonstrates

how far there is still to go. Without increased

productivity there can be no justification for

increased investment.

6. The poor price performance of the nationalised

industries has caused the greatest concern.

/0ne reagsaqn
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7. One reason for this has been the ending of

subsidised price restraint. When we came into

office that policy was costing the taxpayer more

than §£1 billion a year. The price effects of

removing that subsidy have now largely worked

through.

B. Another reason was the rapid increase of

0il prices in 1979 and 198a. It particularly

affected prices in the energy industry. That has

now been reversed.

g. But there is still no room for complacency.

In the interests of the taxpayer, the customer and

the industries themselves the Government will

continue to exert pressure for more efficiency,

by vigorous use of the Monopolies and Mergers

Commission and by setting strict external financing

1imits, and performance objectives.

10. My rt. hen. Friend the Prime Minister recently

/announced plans
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announced plans to improve the Government'’s

monitoring of the performance of nationalised

industries. And we hope to see non-executive

directors on nationalised industry boards playing

an important part in promoting efficiency.]

11. We shall also continue to subject the public

sector to the discipline of the market-place. One

way of doing this, that has been commended on all

sides of the House, is by the introduction, under

the right conditions, of private capital. Those

conditions must ensure that the consequent higher

cost of borrowing is offset by greater efficiency,

including the achievement of specific pricing

standards.

12. The Government has now decided to accept in

principle the proposal for British Telecaom to

raise market capital in this way. The return to

the investor would be based on the profits earned

by the Corporation.

Aritish Telecom
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13. British Telecom will be expected, as a condition

of access to market finance, to keep tariff

increases at least 2 percentage points below the

annual movement in the RPI and to reduce real

unit costs in 1982-83 by a minimum of 5 per cent,

with further reductions to be agreed for later

years.

14. We shall have to satisfy ourselves, in the

light of market conditions nearer the time, that

the bond represents good value to the Government

and British Telecom as well as to the investor.

Subject to that condition, the aim will be to go

ahead with an initial sale in the autumn, of up to

$150 million. This will be an important experiment

in exposing the performance of a nationalised

industry to the judgement of the market-place.

15. We shall also seek to expose the nationalised

industries to competition wherever possible. For

/British Telecom
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British Telecom, the commencement of the Mercury

project is, once again, a breakthrough. This will

bring competition to an area where it can bring

great benefit.

16. But above all it will be our purpose, wherever

possible to transfer to the private sector assets

which can be better managed there. 1In the private

sector enterprises must be responsive to consumer

needs, and enjoy freedom to raise capital on the

markets when a good commercial case can be made .

17. We have made considerable progress. There has

been some controversy about the method of selling

shares in Amersham International. Public interest

in the sale was far greater than commentators

originally expected. We shall, of course, consider

carefully, in the light of that experience, the

method to adopt for future sales. It is, in any

case, a cause for satisfaction that the great

/majority of
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The most important transfer will be the sale of
51 per cent of BNOC's oil-producing business, for

which a Bill is now before the House.
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(ii) The Nationalised Industries

But the Government is also responsible for the nationalised

industries

2. In deciding how much public finance to make available to
them, the Government must be influenced by their performance
in controlling their own costs. Every 1 per cent they save
on labour costs is worth another £140 million that they could

use for investment.

3. Yet even now this lesson has not been fully learnt.
Seven out of every ten days lost because of strikes in the
last two years were within the public sector. The continuing
rail dispute, about productivity improvements and up-to-date
labour practices that should have been introduced years ago,
demonstrates how far there is still to go. In the absence

of increased productivity, willingly accepted, it is not

easy to justify increased investment.

4. This is why we intend widening the exposure of the

public sector to the discipline of the market-place. One

way of doing this, that has been commended on all sides of

the House, is by the introduction, under the right conditions,
of private capital. Those conditions must ensure fair
competition. They must also ensure that the consequent

higher cost of borrowing is offset by greater efficiency.

/The Government
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SR The Government has now decided to accept, in principle,
the proposal for British Telecom to raise market capital in
this way. The return to the investor would be based on the

profits earned by the Corporation.

6. British Telecom will be expected, as a condition of
access to market finance, to keep tariff increases at least

2 percentage points below the annual movement in the RPI, and
to reduce real unit costs, in 1982-83, by a minimum of

5 per cent, with further reductions to be agreed for later

years.

7. We shall have to satisfy ourselves, in the light of

market conditions nearer the time, that the bond represents
good value to the Government and British Telecom, as well

as to the investor. Subject to that condition, the aim will

be to go ahead with an initial sale in the autumn, of up to
§150 million. This will be an important experiment in exposing
the performance of a nationalised industry to the judgement

of the market-place.

8. But above all it will be our purpose, wherever possible,
to transfer to the private sector assets which can be better
managed there. In the private sector enterprises have to
respond to consumer needs. The pressure on enterprises
formerly in the public sector to do the same at once becomes

much greater if they are transferred.

/We have made
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9. We have made considerable progress. There has been
some controversy about the method of selling shares in
Amersham International. But for those inclined to be wise
after the event, it is worth pointing out just how much
greater public interest in the sale proved to be than
commentators expected when the terms were first announced.
It is, in any case, a cause for satisfaction that the great
majority of Amersham employees are now shareholders in the
enterprise for which they work. For the great majority of

people, this is the right kind of public ownership.

10. Legislation is on the statute book enabling us to
transfer to the private sector the British Transport Docks
Board, and British Airways, and to permit the sale of
subsidiaries in British Telecom and British Rail. Within
the last few weeks we have transferred the National Freight
Company to a consortium led by its own management. And
British Aerospace, and Cable and Wireless, are now firmly

established in the private sector.

11. This year our plans assumed that asset sales of this

kind would total about £500 million. We expect to achieve

that target. The Government looks forward to further disposals
in the next two years. We are seeking powers to sell the
offshore assets of British Gas and to permit the introduction
of private capital into the National Bus Company. The most
important transfer will be the sale of 51 per cent of BNOC's
oll-producing business, for which a Bill is now before the
House.

/I now turn
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12. T now turn to what can be done in this Budget directly

to benefit business, industry, and hence jobs.

Section 8: NATIONAL INSURANCE

SURCHARGE






