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That this House takes note of Commission document 9093/79V
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(a Reference Paper on Budgetary Questicns), together with
supplementary information in documents 9369/79 and 9721
with Addendum 1, and also Commission document COM(79)620."
Fical (on Convergence and Budgetary Questions), and fully
supports the Prime Minister in her determination to secure
from our Community partners an equitable and early
reduction in the unacceptabl% large ﬁgzmeaﬁiribution by the

T"’ . . .
United Kingdom to the Budget of the European Communities,

Italicised footnote on the Ordexr Paper:-

Commission docurent 9250/79, and unnumbered documents on
the Draft of the General Budget of the European Communities
for 1980, and on a Letter of Amendment thereto, are also

»

relevant.






ANNEX

"That this House takes note of Commission document 9093/79 (a
Reference Paper on Budgetary Questions), together with supplementary
information in documents 9%69/79 and 9721 with Addendum 1,and also
Commission document COM(79)620 Final (on Convergence and Budgetary
Questlons), and fully supports the Prime Minister in her /a [V 2N Y |
determination to secure from our Community partners aaégé;atdble

P § !early reduction in the unacceptably large net contribution by
the United Kingdom to the Budget of the European Communities"

Italicised footnote on the Order Paper:-

"Commission document 9250/79, and unnumbered documents on the Draft
of the General Budget of the European Communities for 1980, and on
a Letter of Amendment thereto, are also relevant."
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cc Chief Secretary
Financial Secretary
Minister of State (C)
Minister of State (L)
Mr Battishill
Mr Ridley
Mr Cardona

CHANCELLOR

PRESENTATTON OF THE BUDGET

1. Dermot Gleeson, acting director of CRD, convened a meeting last
night to discuss Presentation of the Budget. Also present,
Chris Mockler, Anne Bulloch, David Nicholson and myself.

2 It was agreed there was no time to lose if we wanted to launch
a campaign, ahead of the Budget, to create a favourable atmosphere

for the Direct/Indirect tax switch.

3 One of the weekly briefing notes will be devoted to this
subject. '
ly Any input that Ministers can make in the form of speeches or

part-speeches on the subject will be helpful, ie as quote material.
(Maybe in the Chancellor's speech in the Debate on the Queen's Speech.)

5 David Body from Central Office has also raised the subject.
6 Maybe the question should be raised at a Ministerial 9.00 am
meeting.

p Jgééo%PER

17 May 1979






CHANCELLOR OF THE EXCHEQUER

Budget

May I make an outrageous suggestion.

Petrol (and derv) account for half of the revenue from the increase
in specific duties but account for only a quarter of the increase
in the RPI.

Suppose we say we don't propose indexing at all this year. But
because of Iran, energy policy and queues at the pumps not to
mention the fact that if we don't put up the price the oil com-
panies will, we propose putting 9p on petrol (and derv). Increase
in yield almost the same but increase in RPI halved.

i, Tl

\W.v. "\9\






10 DOWNING $TREET

16 April 1979

Froimn the Private Secretary

Mr., Peter Hennessey: rticles on the Strategic
Nuclear Deterrent

The Prime Minister has seen your Secretary
of Statefs minute of 11 April. He agrees that

an approach to the Times would not be productive,
and is content with the course of action which
Mr. Mulley proposes in that minute.

I am copying this letter te Tony
Battishill (H.M. Treasury), George Walden (Foreign
and Commonwealth Office) and Martia Vile (Cabinet
Office). ‘

N J SAN Vmg

Roger TFacer, Esqg.,
Ministry cf Defence..

PerSoNAL BND

SRl btTIA Y
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MINISTRY OF DEFENCE WHITEMALL LONDON SWIAZHDS

TELEPHONE 01-218 2000

DIRECT DIALLING ©O1-2i8 ... 2111/3

CONFIDENTIAL

PERSONAL

MO 22/8

PRIME MINISTER //ﬁ

MR PETER HENNESSY: ARTICLES ON THE
STRATEGIC NUCLEAR DETERRENT

You should be aware that Mr Peter Hennessy has
given my Public Relations Department, with a request for
security clearance, proofs of two articles (of which
I enclose copies) relating to the British strategic

muclear deterrent and its future. I understand that

Mr Hemnnessy is submitting the articles to The Times for
publication on Tuesday, 17th April, if the newspaper re=-
appears on that day.

Zs With the exception of an undesirably precise
reference to a building in my Department at Bath, these
articles contain nothing that is sensitive on grounds of
national security. Nevertheless, and I refer particularly
to pages 3 and 4 of the article entitled '"Deterrent",

they could produce very serious political embarrassmont
for the Government. T have considered the possibility

of an approach at a very high level to The Times, with

the aim of dissuading them from publication. After taking
account of consultations that have taken place between my
officials and Sir John Hunt, I have concluded that, since
national security is not at issue, such an approach would
not be productive. It could be based only on grounds of
embarrassment to the Government, which would be precisely..
the object of publishing the articles., I am therefore
asking my Public Relations Department to inform

Mr Hennessy that we are not confirming or denying anything
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CONFIDENTIAL
PERSONAL

in his draft but simply asking him to amend the one
point of defence security significance.

3. I wq'sending copies of this minute to the
Chancellor of the Exchequer, the Foreign and Commonwealth
Secretary and Sir John Hunt,

11th April 1979

L ,(;,_%

,\\, . &‘wﬁ,ﬁt&?’#*

Approved by the Secretary of State
‘and signed in his absence
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AThe National Archives

DEPARTMENT/SERIES

.............. 1.6.54

.................................... Date and
PIECENTEM ...voovoeoeeee ) N —— sign
(one piecel/item number)
Extract details:
0 Lo &
)

CLOSED UNDER FOI EXEMPTION 54’0 ?/>

RETAINED UNDER SECTION 3(4)
OF THE PUBLIC RECORDS ACT 1958

TEMPORARILY RETAINED

MISSING AT TRANSFER

NUMBER NOT USED

MISSING (TNA USE ONLY)

DOCUMENT PUT IN PLACE (TNA USE ONLY)




Instructions for completion of Dummy Card

Use black or blue pen to complete form.

Use the card for one piece or for each extract removed from a different
place within a piece.

Enter the department and series,
eg. HO 405, J 82.

Enter the piece and item references, .
eg. 28, 1079, 84/1, 107/3

Enter extract details if it is an extract rather than a whole piece.
This should be an indication of what the extract is,

eg. Folio 28, Indictment 840079, E107, Letter dated 22/11/1995.
Do not enter details of why the extract is sensitive.

If closed under the FOI Act, enter the FOI exemption numbers applying
to the closure, eg. 27(1), 40(2).

Sign and date next to the reason why the record is not available to the
public ie. Closed under FOI exemption; Retained under section 3(4) of
the Public Records Act 1958; Temporarily retained; Missing at transfer
or Number not used.
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Mr;MQCaffrey-may be a.man of influénéé but ﬁe cannot censor old notebooks, the
Yuried treasure of journalism. Two years ago, when the Ministry of Defence
wat more relaxed gbout the subject of the huclear_deterrent, it permitted a

visit to one of the most sensitive inner sanctums of the defence community,

"Plock C at the Ships Department in Bath,

\
Yothing that wag said oxr seen there néed upset any Cabihet with a rational
attitude towards oper government. But the issue of the deterrent is not one
' a1t ctimulates an onrush of reason in ministerial cércles at the moment
ttarke Yo the Prime Miﬁister's difficuvlties with his own party atout a replac&
nent for Polaria, Those scratchy notes scriblled on a fine August day inA

and never used
the Cotswolds in 1977/havé, all of a sudden, become hot property.

e “dektvvet" hank

™o fifst thing that strikes the visitor to Block Cl\is the elaborate secuvity
aontrol at its entrance, The second impression is its suprene shabbineés.
Block C is part of thé long tradition of the Scientific Civil Service
Bousing ité people, partiwulaily if they are engaged on important work,

in conditions of near squalor. . Foxhill Hutments, as tie whole cbiigc%ién.r
is poetically named, is a bit of an eyesore and has been ever since 1t was
hastily thrown up as a temporary hospitai on a nillside south of Bath in 1?38
recdy %o take the anticipated victims of the Bristol blitz¢> The Admiralty,

3 1% turned out, got fhere first,

moxre
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W?{ITI;'E ALL BREIF

Fome News

Subm&rines wn 3'

lennessy

Block G, housing the "cbrps d'elite®™ , as the inﬁateé of the other huts descxd
the deterfent mern, actually leaks when it rains, or it did inj1977; The
seientists inside 1%, jolly, herbivorous sért of people, with ndﬁxbu;
"mad-bomberish® aﬁgu% fheme séy they dog not mind overmuch, though it is &
“bit of a nulsance having to move the blueprints around from wet‘ébnes to dry
fo prevent them geéting smudged. |

_ no doubt that their ’
Korale is high, fhey_add, because they are inﬁﬂﬁﬁﬁﬁﬁi&ﬁﬁﬁmﬁﬁﬁawork is vital%
If they make a mistaké in hull design or maintenance, the boats ave at the
bottom of the ocean with many men lost. Submariners are a tigh%»knit,
ol .

interdependent group and this iaﬁiﬁﬁ%ﬁ?the scientists who kesp their vessalf

S0ing e

'Particularly important to Block C are the four, huge, TOOO ton Resolution
Clésx boats of the 10th Submarine Squadron, based at Faslane, the carriers of
the country's 64 Polaris missiles. The fact that there are oni&_four me;ns
trhat the men of Block C have to ensure that none of them is 1a§d.up beyond

the normal refif time or the certainty of at least one 5oat.‘lﬁrking in the
t*armal layers just south of the Greenland-Iceland=Faroes Gap is lost and

ihe dizlerrent gone. Without the boffinry in Block C humminglaWay efficeintly

tew

L2 Royal Navy Commander, with his finger on the missile buttonbpenxath the

Jorth Atlantic, will not be in a position to do the right thing for England

sen all other hope is gone,
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Sunmarines = 4

Fernessy

Acked in 1977 what they were doing about a system to succeed Poléfis in the
1ﬁ90's, the sclentists replied ¢ "We are not doing any work for the future?
bt we are thinkiﬁg about the need for a repiacement and how itlgbuld Yook -
In a few years time we will think about operational replacements, whether it
wili be a bigger and better Polaris or a cpuise missile or anjthing'at all,"

Flock C is confident the cQuntry can produce submarines to match anything
i ,

At '

76 ) 100 4 out of the Soviet or Unifed States yards at loast for the rest of the
cartary . @hey are in no doubt, too, aboult the threal posed by thé-warsaw

Pacte Tndeed, so strong are thelr pro-deterrent feeclings, according to
o ica) ;
Aab eyl

a fxﬁ@&of Block C in another part of the defence hierarchysﬁ&ﬁ% they #gpdR will|

have to strap L
do nything to keep it going even if they kmﬁxﬁﬁxﬁﬁﬁﬁg/the missile tubes to

the Royal Yachtd R

i
i
f
£
¥
§
¢






EXCLUSIVE g %”m MONDRY w1 GRT,
Home News ' ':;
Deterrent « 1 . '

By Petor Hennessy

My Fred Mulley, Seoretary of State for Dafence, has provoked a private but
outspoken disﬁute with an alleparty Select Coaomitiee of the Commons by his
refuvsal to permit serving officers, eivil sexrvents and government scientista
‘o give evidence about the options for a third generation British nuclear

deterrent to replace the Roysal Navy's Polaris submarine squadron.

Feal ings between the Ministry of Defenas and the Defence and Fxternal Afeairs
Sub=-Coumittse of the Select Commitiee on Expenditure have become progressively
stredned over recent months with MP's and their advisers taking the view that
the ministry has been niggardly in the provision of déouments and witnebses
across a range of inquirles. Differences anﬂp ed  into strongly worded ezchang

g about the conetitutien;l rights of baonmnch csmmiit@@ﬁ when Mr Mulley nade
it clear that the only wbuness form the ministry on the detmrrent issue would
Ye hirvselfe | '

The argument continued until Parliament was dissolwed with Mr Mulley detexrminec
to avold widening, through public ¢. private debate, the pronounced rift of
ophtiion within the Labour Party about the desirability of & BUSCESBOT aystem
to Polarls, and the committee Iinceeasingly Jjealous of its rights. A& meeting
wag arranged for March 27 between. the commitiee's chairman, 8ir Harwood
Harrisbﬁ; Conservative MP for Eye, its Clexk, Mr Matthew Cooper,dsd Mo Mulley
and Sir Frank Cooper, Permanent sscretary to the manistry to air the

committee's accunmplated grievances,

Dst’pcw;d
The meeting was Fﬁﬁﬁ?@g&éy however, ‘because of the confidence debate in the

Commons the next day, Nr Mulley may still reply &hg the committee's cbitioism:
by letter before polling day. Sir Harwood's last letter to Mr Mulley, drafted
vy Mr Cooperg in blunt terms, caused offence inside the ministry which feels

tha committee has exhibited faults of its ¢wn in its approach to the deterrent

“inquirye

nore
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Honnassy

hnerg the officers and officials debarred by Mr Mulley from attending the
committea's private hearinge were Sir Neil Cameréng Maréhal of the Royal
Air Force and Chief of +hﬂ Defence Stalf, Rear Admiral Sir David Scott, Chief
Aof the Polaris E euuuive, Rear Admiral Ronald Squires, Flag Officer Submarin
Adniral Sir Henry Leach, Commander-in-Chief Fleet and Mr David Cardwell,

Director of the Atomic Weapons Research Establishment,

e committee's wish to visit the establishment at Aldermaston was also fruse
trated by Mr Mulleyejpﬁhk ban extended Into the academic world when Mr Peter
Majlor, Professor of History and International Affairs at the Royal Naval
Colliege,_Greenﬁich, and a former Chief Administrative Officer to the Polaris
Exeentive, was forbidden to accept the comnittee's invitatioggto appsax before

it as he remains a clvil servant,

Tre conmit bee's attitude towards the Ninistry of Defence has become markedly
' young
nere robust since last autumn when Mr Cooper, a fwstssy/military historian

n firm views about the rights of WP's, became i%s Clerk.

‘4

Magke o Cﬁn@x%%@ﬁ«% htoct

The Prime Ninister and Mr Mulley have tehomAecmely % »dn recent months to
"'O\L
eo&ae&%\not only from the Select Committee but from moat of their party

20lleagues as8 well the degree of thinking that has been going on inside

Fnitehall on Ehe deterrent issue in the past 15 months, The reason fors this

-

i3 the Labour Party's 1974 election manifesto which pledged "we have renounee

=

1y intention of FNI2E% moving to a new generation of strategic nuclea“

waapons® e
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Bernessy

Barly in 1978 the Ministry of Defence and the Foreign and Commonwealth Office

abught ministerial approval for the preparation of studies of possible syatems

to raplace Polaris in the #:%% 1990's, # The Prime Minister convened a small

ad'hoc group of cOl}&agues which gave permission for work to begine

/

,Thglminigterial group has met from tiee to time &inné’with its prime  gnd most

up@ent concern being the modernisation of Nato theatre nuclear wéapons in the

early‘1980's when Britian's Vulcan bomber force will have been withdreme I%

als0 considered papers”'on a third generation giw gégnunlear deterrent aa
", L1

hnd-#hén the Civil Service completed them.

Ofﬂ%he four ministers belonglog to the group, the Prime Minister is thought
® !

to favour a replacement for Polaris as is Dr David Owen, the Foreign Scoretary

b.r Denie Healey feels the same way though, as Chancellor of the Exchequer,

hes soméfworries about costse kh:iﬁz Mulley g&s thdught to be agnoastic cn the

»assueq Institutionally, as Secretary of State for Defencey he is is in favour

e
of sustaining the iﬁerrent into the 21st century, but intellectually he is S50

againste
P4

Mr Callaghan's desire to wean his party from its unequivocal stand of 1974
wa3 reflected in the wording of the 1979 election manifestc, the deterrent

passage of which roads ¢ - :
"In 1974, we renounced any intention of moving towards the produstimm
of a new generation of nuclear weapina or a succcssor to the Polaris
nuclear forcei we reiterate tur belief that this iz the best weures
for Britain. 3But many great issues effecting ocur allies and the
world are involved, and a new round of strategic exms limitaticn
negotiations will soon bsgine ¥We think it is essentiel that there
nust be a full and informed dedate about these issues in ths cowntsy
before any decision 1s taken™,

4

more
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Hennzssy

o decisions have been taken and no formal negbtiations with the United

Tt ¥
i Ny o

fﬁ}tu begun, But the ministerial group is thoughf'to be clear in itse
i
Hemtive mind that a successor syatem fo  Poleris would have to be

subni mne borneo ({’:’Mée’vq pa:m‘; have been taken to conceal thifa think{ns*
Y
from tife full Cabinet and its 1301 ence and Oversea (s‘sc
. \
Conmittee, _whxch cc;n“’c.zain'a ronisters likely to be rigid about maintaining the

Y

A Poliey

m*znv and the 1e+ter é@ cf the 1974 manifesto commitment.

b0 | on a new deterrent
it oft‘icidal level :‘%Z?'{coxfr)rnit't;ees have been involved .dn preparing papers/for th
ninisterial meeting. '..;The first, a polii:ical-—mili'ﬁary group, chaired by Sirr
Anthony Du’f, a deputy secretary at the Foreilgn Offica, includes among
its membership Sir Clive Rese and Mr Clive Whitwore from the Cabinet Officc?,'
ond Mr Michael Quinlem and Professor Ronald Mason from the Ministry of
Defences It has produced a lengthy study arguing the pro's and con's of &

British strafegic deterrent in the 1990's and beyond.

A gecond scientific éfoup, chaired by Professor l?émon, Chief $chentist to the
Yinistxy of Defence,l dymfted a paper on the technical optionse Both_nﬂnieteri
and official meetings have proceeded in the ]mowledge that the mwasfwmbpstefis
signing of the strategic arms limitation agreement, SALT II, will not
impedx the purchase of weaponry “and expurjﬁace from the United States

Britith h destvictive

nrobided a new Lsystem remainod about the same in k.ﬁ;ﬂpower as the Pola.ris

sguadrons

Stiould a Conservative government inherit the files produced by the comitiees
chaired by Sir Anthony Duff and Professor ﬁason, they are certain to authorise

the procurcment of a new generation of stuamtegic deterrent. The decision,
%05, \'

".Lll b@ ta}’e"x at G&blnet level by the end of 1980 w7, ‘ ENDS
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CONFIDENTIAL l?ﬂ

20 MAY 1979

HOUSE OF COMMONS
LONDON S.W.1.A. 0.A.A.

CHANCELLOR OF THE EXCHEQUER cc as appropriate

QelTer

You asked for comments on the draft speech for to-morrow attached to Mr
Unwin's minute of 16th May.

I do not think it is quite right yet.

There are a number of unnecessary political traps - at least in House of
Commons terms - in the early sections. I am thinking in particular of
paragraphs T, 9 & 1ll.

More important, there ig not nearly enough emphasis on the appalling
nature of our inheritance. Only 10 out of 42 paragraphs are devoted to
this, and these 10 are too weak. If the speech is delivered as draftxed,
both the House and the press - making the invetitable allowance for
politicdl hyperbole, and in the light of expectations already aroused -
will inevitably conclude that the inheritance is not really so bad, after
all, Nor is there any reason to fear that, by strengthening this section,
you would follow the unhappy precedent of the incoming ILabour Government of
1964 and trigger off a massive run on the £. Those who draw this parallel
are ignoring the total transformation in the pogition of sterling since
1964 - thanks lafgely to North Sea oil and the weakness of the dollar.

Ag for paragraph 4 of Mr Unwin's minute, perhaps I may arbiﬁrare between
him and the Minister of State. I am sure the MST is right, and that you
should use the 13.2% figure for the current rate of inflation, this being
the annualised rate of the past 6 months, excluding seasonal foods. On
innumerable occasions in the past, both implicitly in the Treasury's
Economic Progress Report, and explicitly in Written Answers by the previous
Chief Secretary, the Treasury has ingisted that this concept is the best
available indicatar of the current rate of inflation. It may not be perfect
for the reason Mr Unwin states, but it is less imperfect than the annual
figure, which goes back over too long a period. It is also worth pointing
out that the figure for the six months to April is less 'distorted' this
year than it would normally be, since it excludes the 'standard' Budget
revalorisation of the sgpecific duties & the consequent RPI effect of this.
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CONFIDENTTAL

HOUSE OF COMMONS
LONDON S.W.1.A. 0.A.A.

Pinally, Mr Unwin is of course right in saying that UK inflation is not

at the top of the OECD range. It is equ@dly true, however, that - taking t1
- latest UK figures into account - UK inflation is nearer the top of the
OECD range than it is to the bottom, and is rising. There is also the
important "inhebtitance" point about the very substantial nationalised

industry price rises in the pipeline, which had been deliberately held
back by the previous Government until,after th

NIGEL TLAWSON

Postscripté In general, the draft could do with a somewhat sharper
political cutting edge. At this stage, the simplest way of achieving this
would probably be to insert one or two telling quotations from your
predecessor, which CRD could readily supply. An apposite quotations (one
of many) is also to be found in Edmund Dell's excellent LSE lecture of
10 May, in which - reflecting on the Labour Cabinet in which he served -
he said:

"The structure of Government in this country reinforces

pressure for high public expenditure and the lack of

any constitutional 1limit on borrowing reduces the

pressure on a Government to face up at once to th&i&ﬂk AR
tax consequences of its profligacy."

-2- wl,/ N.E.
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cc Chief Secretary
Financial Secretary
Minister of State (C)
Minister of State (L)
Mr Ridley
Mr Battishill —"

CHANCELLOR

INDEPENDENT TAXATION OF HUSBAND AND WIFE

Sir William Pile's letter of 15th May 1979

I have only so far been able to glance through the Inland Revenue's
note accompanying Sir William's letter, but it is clear that an early

decision is sought on Green Paper publication.

2. Sir William sees this as one of those changes in the Inland Revenue
system where the switch could be made in any year up to 1983/84 on a
manual basis; but where if that dateline is missed there will then be
a closed season until computerisation is completed in "the late 80s".

3. If the target were to be implementation in financial year 1983/84,
then the timetable would become:

Green Paper publication October 1979
.Select Committee set up December 1979
Select Committee reporting December 1980
Legislation : 1981

4, Sir William asks four questions in paragraph 2 of his letter of

15th May, to which I suggest you could answer:
a. Please continue work on examining options.

b. We do wish a Green Paper; indeed we are committed to

publishing one.
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~¢c. The Green Paper should go wider than husband and wife,
covering in particular the widow, the single parent and child

care expenses.

d. We can only discuss the timing of implementation in the
context of a wider discussion on computerisation. But meantime

the consultation must go ahead.

As regards c. above, I note that Sir William Pile hopes for a more
restrictive approach, concentrating on just the taxation of husband
and wife. Aftér all our trouble in Opposition with widows and single

parents I imagine you would prefer a wider reference.

P J CROPPER

2lst_May 1979
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cc Chief Secretary
Financial Secretary
Minister of State (C)
Minister of State (L)
Mr Ridley

CHANCELLOR

HEALTH SERVICE CHARGES

A message from Charles Bellairs recommends very strongly that
if it is proposed to raise NHS charges (and he is fully in favour of
doing so) it would be most unwise to do it in the Budget, where the
linkage with tax cuts for the rich would be too easy for the Labour
Party to latch on to. Charles suggests doing it in early September
when people are not, by and large, thinking about illness. One might

add: an early September announcement could be synchronised with big

income. tax repayments.

P J CROPPER

21 May 1979
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cc Chief Secretary
Financial Secretary
Minister of State (C)
Minister of State (L)
Mr Battishill
Mr Ridley

CHANCELLOR

MR DELL'S LSE LECTURE 10TH MAY 1979

Full of good quotes against his wilder colleagues, Mr Dell's

lecture makes two crucial points:

1. Governments in the UK are too large (ie Cabinets) and they
take on themselves for political reasons responsibilities

that they would be better without.

2. The Treasury is too weak, not too strong. "There are some
key economic decisions which it is right for the
Chancellor of the Exchequer to take in agreement with the
Prime Minister alone, and the level of public expenditure

and of public borrowing are among these."

PJ OPPER

22 May 1979






CHANCELLOR OF THE EXCHEQUER

LUNCH WITH SAM BRITTAN

I had an enjoyable and somewhat discursive lunch with
Sam Brittan, in the course of which a number of issues emerged in
a rather disorganised way. As far as I can see, he has a
generalised anxiety about RPI increases which might disturb
inflationary expectations. But he could not be pinned down in any
way on figures! I think that to some extent this anxiety is no
more than the rationalisation of his view that there is relatively
little case for a reduction in the standard rate of income tax.
In his view what matters is to reduce the other rates and to raise
thresholds. I think his judgment arises from a feeling that all
that is at stake is a cut of a point or two, at considerable expense
in revenue. I emphasised to him on several occasions that we were
not talking about small cuts, but of a programme of large cuts

extending over several years, on a scale which he had probably not

contemplated.
2. He also expressed great interest and anxiety about the
suppression of energy prices. I should not be surprised if he

turned his attention to the case for higher duties and prices in

the relevant energiesy) W wahes-

Al

A N RIDLEY

2%rd May 1979
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cc Chief Secretary
Financial Secretary

CHANCELLOR OF THE EXCHEQUER

ABOLITION OF THE EARNINGS RULE

You will recently have received two notes on this subject,
one from Mr Kemp, dated May 21st, and another from Sir Anthony
Rawlinson. My own, purely political, advice would be that, whatever
the eccentricity of the reluctance of Patrick Jenkin to ask for a
move towards abolition in this financial year, it is politically a
most desirable thing to do. Why he did not advocate it this year,
having championed it for so long in Opposition, is beyond
comprehension! Furthermore, it is a valuable, if not very large
step towards reducing the disincentives which clutter the tax field
wherever one looks. While it may be odd for the Treasury to
apparently gratuitously volunteer extra expenditure, there is
nothing to suggest that it is wrong, let alone that it would be

unpopular with colleagues.

2. There is, then, the question of cost. While we are operating
with a ceiling on growth of public expenditure, it is obviously the
case that the gross increase in government expenditure attributable
to relieving the earnings rule would require net reductions
elsewhere. Hence it 1s inevitable that offsetting savings would
have to be found elsewhere if this expenditure is not to be allowed
to cut back the Contingency Reserve. However the costings which the
Treasury have, in the past, produced for the net impact of reducing
the earnings rule on overall public finances have never been
persuasive. I think we should be cautious about disowning our own
work in Opposition without having a fairly careful critique done of

the Mockler-Clarke paper. Would you agree to this work being put in

hand? m

A N RIDLEY
23%rd May 1979
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CHANCELLOR OF THE EXCHEQUER cc. Financial Secretary
Mr Ridley

ABOLITION OF THE EARNINGS RULE .
" il ”"‘\w

The Chief Secretary has seen Mr Ridley's [minute of 23 May\?nd
/
has commented:- /

Gin P

"Please - let the Secretary of State for Social Services

be responsible for his political timing!l"

RN

*Y A C PIRIE
Y 29th May 1979
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CONFIDENTIAL | giéi_

DRATT

MINISTERS OF STATE (COMMONS AND LORDS)

EXPERT TAX ADVISERS

1 During the five years of Opposition, the Conservative Party
finance team received invaluable assistance from a team of outside
tax experts - principally from Keith Carmichael, John Avery Jones,
Bruce Sutherland, John Chown and Milo Kerr. Others helped from
time to time.

o The view has been expressed that:

i we owe it to that group to involve them in some way.
in the activities of the Party now that it in office, and

- 5 A more positively, we would be foolish to cut ourselves
off from their advice, even though we do now have the
Civil Service at our disposal. '

%e The present Chancellor has already committed himself to
open government in the field of taxation (see the Addington
Society lecture of February 1977). The first motto of any
Chancellor should be, he said, "consult now and draft later".

4, Sir Geoffrey Howe has ruled out the idea of a Royal
Commission on tax reform because of the time lag involved;
furthermore it is only certain parts of the tax system that are
felt to be in need of major overhaul, eg capital taxation, company
taxation and family taxation. ‘

e The main consultative device is seen as the Green or White
Paper, or draft Bill - with sometimes a reference to a Select

Committee of the House of Commons. This process provides ample
scope for the government of the day to set out its own approach
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on a major tax problem, to hear the views of the public, the
experts and the parliamentarians, and then to legislate accordingly
The advice of our Finance Bill team could well be useful at the
stage when a Green Paper is being planned and drafted, as well as
at the consultative stage.

Gs The Addington Society lecture raised the possibility of a
regular separation of the present Finance Bill into two parts - a
Finance Bill containing major general tax changes (rates and
thresholds in particular) and a Tax Management Bill dealing with
technicalities, anti-avoidance measures, and administrative rules.
Items proposed for the Tax Management Bill would not, by their
nature, need to be subject to strict rules of Budget secrecy;

hence it would be possible to subject them to careful consideration
not only by the House of Commons but also by experts and interested
parties over a period of time.

e The lecture also explored the possibility of a regularly
appointed Select Committee, with special and continuous
responsibility for the tax system. This body might conceivably
include some non-parliamentary members or assessors; our expert
advisers would make good candidates.

8» Thirdly, where ongoing administrative problems are concerned,
involving the tone and style of the Inland Revenue and Customs &
Excise, the practical experience of our Finance Bill team (gained
in their every-day professional work) could be invaluable.

9 It is tempting to suggest that our existing team of five
advisers should simply be converted into a formal advisory
committee, to whom Green Paper drafts might be referred in course
of preparation, and who would be integrally involved in the
preparation of Tax Management legislation. However this might
raise constitutional problems; it could be argued that any such
formal body should be representative of various interests. Indeed

2
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it might even end up with its statutory trade unions. This would
be to destroy the instrument that we actually find in our hands

- a compact group of practitioners who have worked together over
a lengthy period, who know each other's minds and who know the
minds of the ministerial team. '

10. The preferable answer is almost certainly to retain an
informal structure for the group. My suggestion would be that, if
ministerial time could be found for a regular commitment, the
advisers should be brought together, say, three times a year

- either at the Treasury or over dinner - to discuss with
Ministers the progress and development of the ideas which were

set going during Opposition. The timing of these meetings might be

toe Septembér/October, when the new year's policy work is
being launched in the Departments.

s 6 February, when legislation is beginning to take formal

shape.
1id. June, when the Finance Bill has Jjust been published.

It could be one of my responsibilities, to organise and minute the
business of these meetings, and I could provide the channel througr
which the advisers might be consulted on an ad hoc basis in betweer

meetings.

11l. T am not certain whether the group ought to be recompensed
financially, or whether the members would find their relationship
with Whitehall would bring its own reward in professional kudos.
(Our thanks might find occasional expression at New Year.)

Neither am I sure whether the goup would need an official title

or status. At an earlier stage 1 was arguing for establishment of
a "Conservative Tax Committee" which I might have run as secretary
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from a base in the Research Department. The same title could be
adopted now, but even that might leave us open to pressure from
the Party organisation to include other experts who might not fit
in personal terms.

12. 1In short, best results would probably be achieved by simply
leaving things as they are - a group of enthusiasts who are
invited to come together regularly for a good dinner and who can
be informally consulted from time to time. This would need the
minimum of planning and a start could be made with a dinner
meeting some time before the summer recess.

%

P°J CROPPER
29th May 1979
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MR CROPPER
EXPERT TAX ADVISERS

cc Minister of State (Lords)

I have seen your draft paper of 29 May embodying proposals for
keeping in contact with those who were so helpful to us in tax
matters in Opposition. I have little to add to the draft which
seems to me to cover the ground excellently. I am sure it is

right that we should not cut ourselves off from the advice of

_these people and that the best results would be achieved by

ensuring that we are available for informal discussions from
time to time. My own feeling is that a suitable time for the
first of these discussions would be after the Budget but before

the Committee Stage of the Finanee Bill.

In addition, some early form of hospitality seems to be indicated -
possibly at No 117?

PETER REES
30 May, 1979

-
L
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MR CROPPER : | cc Mr Peter Rees

Expert Tax Advisers

Lo I agree we should -~ and ought - to keep in touch.
2 I agree that a formalized arrangement will lead to difficulties.

R The proposal for informal but fairly regular meetings seems
to me to be a good one.

Moy
e .
A C«L\ \\JAL

TORD COCKFIELD
30 May 1979






CHANCELLOR
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—=> Sir/ Douglas Wass
Lawrence Airey
Littler

Mr Bridgeman

/Mr Unwin

/Mr Ridley

. Y 3E N,
BRIEFING ON MR HEALEY'S POINTS ON "WORLD AT ONE"

/
I attach briefing, for use in the House this afternoon if

the arguments put-forward/iﬁ Mr Healey's interview on
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