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MR TOTKYEN cc Mr Middleton
4 Mr Tittler
(PS/CHANCELLOR OF THE EXCHEQUER) e
Mr Cropper
ﬂﬁynaaup_

REGISTERED" INDEXED GILTS

I have discussed your minute of 9 February to Mr Middleton with
the Minister of State (Lords).

The Minister, Mr Ridley and Mr Cropper will be seeing Professor
Rose at %.30 pm on Monday 16 February.

The suggestion that the Minister should see the Government
Actuary appeared in your minute of 4 February to Mr Littler.
That minute, which indidentally was copied to the Government
Actuary as was the Minister's minute of 3 February which on
reflection was a serious mistake in view of the content, asked
for Mr Littler's advice on the proposal. Accordingly the
Minister has been awaiting that advice before proceeding.

T Mo,

J C MILNER
Assistant Private Secretary
12 February 1981
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PRIME MINISTER

THE BUDGET

There have been a number of developments, some of which we
have discussed, since my minute to you of 5 February on the
likely shape of the Budget. I thought it would be helpful

if I now let you have this further account of how the main

decisions stand.

2. As I explained to you on 13 February, the PSBR forecast
for next year on "present policies” (which assumes full
indexation of the personal tax allowances and of the specific
duties, and takes account of the new system of stock relief
and the revenue raising measures announced last November) has
risen to some £13% billion. This compares with an expected
outturn in the current year of a similar figure, equivalent
to some 6% of GODP. A

3 - My aim is to reduce next year's PSBR tc around §11i billion.
This would be some 43i% of GDP and therefore a substantial
reduction on this year's expécted outturn. It is somewhat

higher than I had originally intended, but to reach this will
itself require a tight and restrictive Budget, which will be
criticised for going too far when the economy is so depressed. I
do not think it would be feasible, politically or in othgp,r
ways, tobgo further. A PSBR of £11-11% billion is the L&ﬁést
compatible with some modest decline in nominal interest rates
in a monetary setting that would be seen as maintaining the
thrust of the MTFS. But I do not need to stress the

uncertainties round this central factor.
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4, I should still ideally like to make fresh reductions in
total public expenditure next year. But I regret that this does
not seem possible, particularly given the implications of the
NCB decision, so that the main downward adjustments must again
fall on tax. V

5s The main tax proposals are:-
(i) Increasing the income tax thresholds and allowances
by 7:% rather than the 15% required by the statutory
indexation formula. This will reduce the PSBR next

year by some £0.9 billion compared with the forecast.

(ii) Twice revalorisation of the specific duties overall,

This (again compared with the forecast] will reduce the
PSBR by about £1 billion and will have an overall RPI
impact effect of some 2% (af which 1% is already allowed
for in the forecast). We discussed the detailed
package last Friday and I attach a summary of it at

. Annex A.

(iii) A once and for all bank levy of 23%. This will raise
some £420 miilion next year and reduce the PSBR by
only a little less.

6. These are the main measures to reduce the PSBR. I have been
guided in considering how best to assist industry by the need to
contain the PSBR and thus/fgizrest rates. ~The proposals leave little
scope for any substantial package of direct measures to help industry

and, as you know, I have had to rule out a reduction in the

National Insurance Surcharge (NIS). The cost of a modest

NIS reduction (say, 1%) from October could conceivably be
accommodated this year, but the full year effect is very considerable
(some £700 million for each 1% in a full year) and would

unacceptably reduce - our future room for manoceuvre.

Z . However, it is still possible to find rocom for some useful
further measures to encourage enterprise and to give some relief

in the construction and disability fields, and I attach at

BUDGET SECRET
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annex B a summary of my main proposals in those fields. They .
will cost less than €100 million next year but will, I believe ,
be widely welcomed and will help to maintain the momentum of
last year's enterprise package. The business start-up and

loan guarantee schemes should be particularly well received.
I am also, as you know, proposing saome modest further
improvements in capital gains tax and capital transfer tax, and
I have minuted to you on these separately. (Incidentally, .

I have also now agreed with Patrick Jenkin that we should
increase child benefit by 50p next November - in other words,
FJll price protection). |

/
d. I should like also to be able to respond constructively
to the forthcoming NEDC report on energy prices, which will
point to substantial discrepancies between prices charged to
some industrial consumers-here and to those on the continent.
There seems no way of reduéing the heavy fuel o0il duty and
avoiding costs under the Frigg contract, but I have asked
David Howell to seek the Law Officers’ advice. As I mentioned
to you the other day, I had it in mind instead to provide
some relief to bulk users of gas and electricity on the basis
of proposals put to me by David Howell. This wauld cost
around £110 million next year and could prohably be found
from within the contingehoy reserve. I am, however, taking
further stock of this in the light of the implications of
the NCB decisions. This may make it difficult to accommodate
the relief on prices without adding unacceptably to the
PSBR. But I am considering this further and will let you

know the outcome separately later.

8. Although the scope for further net relief to industry is
so limited - particularly if the assistance on gas and
electricity prices has to be restricted - I think the over-

all picture, in the circumstances, will not be a bad one to

BUDGET SECRET
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present. If we can provide the energy price relief, the total
full year cost of all the measures to help industry and

enterprise (including stock relief and the capital tax changes]
would be around £3 billion (although the stock relief measure,worth
£200 million in 1981-82,will bring relief of £600million in 1882-83).
Moreover, we shall be able to take pasitive credit for shielding
hard pressed businesses from the requirements far extra revenue

by pointing to the way in which the burden here will have been

put on the North Sea, the banks and on persons. .;fhe‘impact

will, of course, be all the greater if we are at the same time

able to announce a further reduction in iInterest rates;

10. These are the main decisians and I shall confine any
further changes at the margin to the minimum. The indirect
tax changes are, of course, now past the point of operational
no return, and the income tax changes virtually so. My primary
concern will now be with presentation. I am waorking on a draft
of the Budget speech and hope ta be able to let you see a copy
in the course of next week.

)
((.lﬁolkt"c\

) Pcr /
( fhyp ek by

(G-H.] Unbia cilo ¢ cndh
hydd ta nis .’.‘VLH\&»«:S

23 February 13981
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INDIRECT TAX PACKAGE

BUDGET

The major Excise duties

Beer
Spirits
Table wine
Fortified
wine

Tobacco

Petrol

Derv

VED

Duty
change

%

38
14%

17

31
30

38

38

15

Revenue

1981-82
£m

375
60

25

45
490

910

270

2400

SECRET
Full RPI
year impact
effect
£m %
390 0.4
60 0.1
25 neg
45 neg
500 0.7
910 0.6
270 nil
225 0.1
2425 2.0

ANNEX A g

Approximate price effects
(including VAT)

4p on typical pint

60p on bottle of whisky
(off-licence)

12p on bottle of table wine
(off-licence)

25p on bottle of sherry
(off-licence)

14p on packet of 20 king-
size cigarettes

20p on a gallon (of which
about 3p VAT reclaimable
by most business users)

20p on a gallon (of which
about 3p VAT reclaimable
by most business users)

£10 on car licence

This package assumes no VAT blocking and excludes any change in the rebated
0oil duty, of which 60% is accounted for by fuel oil.
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ANNEX B

Enterprise

VAT: raising the registration and de-registration limits

for small businesses.

Venture capital scheme: extending last year's scheme to

give tax relief for losses on unquoted shares to

companies as well as individuals.

Loan guarantee scheme: a pilot scheme for 3 years within

a limit of £50 m a year.

A business start-up scheme: a brand new scheme of tax relief

for equity investment by outsiders (not the proprietors)

in new small businesses (an "Aunt Agatha' scheme).

Corporation tax: raising the profit limits for the 40%
small companies' rate from £70,000 to £80,000 and
considerably easing the transition above that level
to the full 52% rate.

Small businesses initiative: I shall also use the Budget Speech

to launch the idea of a major initiative to help small
businesses, including rationalising existing Government
agencies in the field, publicising much more effectively
the various tax and other incentives available, and
generally encouraging people to think seriously about
starting their own businesses.

Construction

Development land tax: I am considering a package of measures

to ease the burden of DLT where the shoe pinches most.

Industrial buildings allowance: a (possible) increase from
50% to 75%.
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ANNEX B (CONT)

Disability

Double the income tax allowance for blind persons to £360.
Make a real increase in the mobility allowance to £16.50 a week.

Charities: introduce a number of small reliefs from VAT,
including an extension of the zero-rating for items
donated to hospitals and zero-rating for car
adaptations to suit disabled drivers,

Unemployment benefit: increase income disregard from 75p to
£2 per day to encourage part time work in aid of
the voluntary sector,

Medical insurance provided by employers: no longer to be taxable
in the hands of the lower-paid.
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Chief Secretary
Financial Secretary
Minister of State (C)
Minister of State (L)
Sir Douglas Wass

Mr. Burns

Sir Anthony Rawlinson
Mr. Ryrie

Mr. Middleton

Mr. Battishill

MR. UNWIN Mr. Cassell
Mr. Kemp
Mr. Monck

Mrs. Stamler

Mr. Boulton

Mr. Folger

Mr. Wren-Lewis

Mr. Ridley

Mr. Cropper

Sir Douglas Lovelock - C&E

TLLUSTRATIVE BUDGET PACKAGES Sir Lawrence Airey - I/R

The Chancellor was grateful for your note of 6 February. He
has suggested that the presentation could be further simplified
by restricting the information to three columns - PSBR (first
year), PSBR (full year), effect onnron-o0il corporate sector.

He would exclude the 2 per cent corporation tax cut, which

he regards as not a very serious runner.

2. As to the point that the Government's critics will
undoubtedly make what capital they can of what they would
describe as the "deflationary” effect of a PSBR-reducing
package, the Chancellor regards this as inevitable; he

has asked whether the net effect of the whole package on

the PSBR would offset the "direct” effect of the reductions
in corporate tax payments. I take it that this is a question

you will only want to answer in the context of a simulation?

Jw
(A.J. WIGGINS)
9 February 1881
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Chief Secretary
Financial Secretary
Minister of State (C)
Minister of State (L)
Sir Douglas Wass
Mr. Burns
Mr. Ryrie
Mr. Middleton
Mr. Byatt
Mr. Battishill
Mr. Dixon
Mr. Unwin
Mr. Griffiths
Mr. Folger
PS/CUSTOMS AND EXCISE Mr. Ridley
Mr. Cropper
Mr. Cardona
PS/Sir Lawrence Airey

MULTI-ANNUAL INDEXATION OF SPECIFIC DUTIES

The Chancellor was grateful for Sir Dcuglas Lovelock's
minute of 6 February. He has commented that a mechanism
for the more frequent revalorisation of the specific duties
clearly cannot be introduced in the forthcoming Budget.
Névertheless he sees some attractions in such a system,
although these are limited by the need for three or four

overt moves by the Government to increase taxes every year.

2. The Chancellor has asked whether there is no way -
notwithstanding the decision on the general issue - of
valorising at least petrol on the lines of VAT. Could

there be an ad valorem specific duty on petrol?.

ow

(A.J. WIGGINS)
9 February 1981
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cc: PS/Chief Secretary
PS/Financial Secretary
PS/Minister of State (C)
PS/Minister of State (L)
Sir Douglas Wass
Sir Anthony Rawlinson

Mr. Ryrie

Mr. Burns

Mr. Bailey

Mr. Middleton
MR. KEMP Mr. Battishill

Mr. Bridgeman
Mr. Unwin
Mr. C.D. Butler

PS/Inland Revenue

CHILD BENEFIT

The Chancellor has seen Mr. Locke's minute of 5 February
recording the Financial Secretary’s reaction to the tactics

on child benefit set out in your note of 3 February.

2. Whilst he accepts that the Financial Secretary might
be right in fearing that insisting on reducing the clear
water between Supplementary Benefit children's rates and
Child Benefit would be more likely to result in a higher
rate of child benefit, he is not wholly dissuaded from

[ F2
adopting Mr. Remp’s approach. He is however conscious

that on alfW;Hé previous occasions on which he has run

the argument the DHSS have always seemed to have won, and
easily at tﬁat! He would therefore be grateful if you would
consider further how most effectively he might return to

the question of the cash differential between children’'s
rates and child benefit, without adding to the case for

a higher rate of child benefit.

T
(R.I. TOLKIEN)
9 February 1881
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cc: Chief Secretary
Financial Secretary
Minister of State (L)
Sir D Wass
Sir K Couzens
Mr Ryrie
Mr Burns
Mr Battishill
Mr Dixon
Mr Monck
Mr Unwin
Mr Ridley
Mr Cropper

MR MIDDLETON

RIGs

The Chancellor recalls that at various points during the
discussions about RIGs it was proposed that Lord Cockfield
might talk to the Government Actuary and Mr Ridley to
Professor Rose to find out what their views were. He
wonders whether such cdnversations ever tock place and,

if so, what was their outcome. In the same vein, he thinks
it might be useful if some suitable official were to talk
to Dryden Gilling-Smith, the pension pundit, who arguecd

in favour of indexed bonds in Saturday’'s FT.

2. He is also concerned that commentators might see some
inconsistency between, on the one hand; the Government's
reaction to Scott that the extension of indexation of pensions
was unrealistic in the present economic circumstances, and,

on the other, an announcement in the Budget that the Government
would be issuing restricted indexed gilts. He also thinks that
people might see the issue of RIGs so soon after Scott'’'s
recommendation that such instruments be issued as in some

way having been prompted by Scott. He would welcome advice on
the likelihood of these inferences being drawn and, if so,
whether this should cause Ministers to reconsider the decision

to proceed with the issue of aW RIG.

F 4
L}

R.I. TOLKIEN
9th February 1981

S
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Minister of State (C)
Minister of State (L)

Mr. Battishill

Mr. Corlett

Mr. Cropper

Mr. de Waal - Parl. Counsel
Mr. Green - I/R

PS/Inland Revenue

MR. BEIGHTON - INLAND REVENUE

THE GREEK SHIPOWNERS AND CTT

At today’'s morning meeting Ministers considered, on the
basis of the Minister of State (L)sminute of 4 February
and your note of 9 February, the case for exempting Greek
shipowners from liability to CTT on their worldwide assets

as a result of the deemed domicile provisions.

2, It was agreed that it would be very difficult to

include a provision in this year’'s Finance Bill to exempt

Greek shipowners from CTT. They also thought however that
consideration should be given after the Budget to see;v
whether there was not some solution of more general application

to this problem.

faeg.
(R.I. TOLKIEN)
10 February 1981
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cc: Chief Secretary
Financial Secretary
Minister of State (L)
Sir Douglas Wass

Mr. Ryrie
Mr. Middleton
MINISTER OF STATE (COMMONS) Mr. Battishill

Mr. Corlett
Mr. Cropper

" PS/Inland Revenue

STAMP DUTY THRESHOLDS
MORTGAGE INTEREST RELIEF CEILING

The Chancellor has seen your minute of 6 February in which
you argue for an increase in the stamp duty threshold to
£22,000 and for an increase in the threshold of each band by
£2,000. He notes that you agree that there should be no

change in the mortgage interest relief éeiling.‘

2. The Chancellor would be grateful to know first the cost
of the further stamp duty reliefs which we are introducing
at the behest of the Department of the Environment to assist
sales of Couﬁcil houses or interests in council houses, and

secondly the cost of your proposals for threshold changes.

P
P.S. JENKINS
10 February 1881
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cc: Chief Secretary
Financial Secretary
Minister of State (C)
Minister of State (L)
Sir Douglas Wass
Mr. Ryrie
Mr. Middleton
Mr. Battishill

MR. C.G. WARE (Inland Revenue) 1T - ErErgsman

Mr. Burgner

Mr. Kitcatt

Mr. Dixon

Mrs. Case

PS/Inland Revenue

DEVELOPMENT LAND TAX

The Chancellor has seen Mr. Matthews' minute of 6 February,
conveying the Chief Secretary's views, and the minutes of 9th
February from the Minister of State (Lords) and Mr. Cropper.
The question of suspending DLT is one which is to be considered
at the Chancellor’'s Budget meeting on Friday.

2. He continues to be strongly attracted to the possibility
of taking action in this area and is fortified by the support

of Mrf Heseltine.

i 8 He has asked that the evidence, from Whitehall and outside,
for relief be marshalled in time for the meeting on Friday. He
has also asked how many examples have we had of nationalised
industry projects being held up because of DLT and how sure we

can be that any such delays would end, if the tax was suspended.

e

R.I. TOLKIEN
10 February 1881
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CHANCELLOR OF THE EXCHEQUER

During a lunch with Union Discount yesterday, two points

arose.

First, Union said that they had already started adapting
to the prospective MBC and that they could adjust quickly to the
new environment. They are switching rapidly from their
traditional deposit business to dealers and agents for commercial
and public paper. Union is now much more than a discount house

and could readily prosper under MBC.

Secondly, the directors emphasised that the market was looking
for a much lower PSBR than appeared to be coming out of 1980/81.
A "really satisfactory" figure, consistent with "appropriately"”
falling interest rates, would be about £7 Bn.

25 February 1981
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CHANCELLOR cc Chief Secretary
Financial Secretary
Minister of State (C)
Minister of State (L)
Sir D Wass
Mr Ryrie
Mr Burns
Mr Byatt
Mr Middleton
Mr Unwin
Mr Battishill
Mr Dixon
Mr Griffiths
Mr Cropper

Sir Douglas Lovelock)
Mr Phelps ) C&E
Mr Howard )

MATNTAINING THE VALUE OF THE EXCISE DUTIES - MORE FREQUENT
UPRATING

May I - as an early supporter of the idea - second the proposal
made by the CS/T in his minute to you of 29 January on this

subject; and take the opportunity to air the issues once again.
2. The case for, say, quarterly indexing is that

(1) You escape the need for the large annual Jjumps in nominal
duty which torture Treasury Ministers every Budget-time, and

which have such an unfortunate impact on the RPI,

(2) You would, on my calculations, gain a significant amount
of extra revenue. Last June I calculated crudely that quarterly
indexing in this financial year (FY) would have brought in an

extra £340m if restricted to drink and tobacco; and £550m if

extended to cover oil products. With inflation in the coming

FY likely to be no more than two thirds of what it was in 1980/81,
the extra revenue in 1981/82 would be less - say a litle over

two thirds of the above sums, ie £250m for drink and tobacco
alone, and §400m if oil is also included. Less, but certainly

non-negligible!

CONFIDENTIAL
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(3) Presentationally you could use such a move as a useful
if not compelling concession to the anti-sin lobbies, while
stopping short of the massive, discrete duty increases which
they tend to ask for.

(4) If the idea attracts in broad terms, the alternative to
uprating at regular intervals is after specified increases in
the RPI. The trigger could, for example, be a growth of 3%,
4% or whatever after Budget Day or the last uprating.

(5) If you were to do this next year, you would not need
new legislation, since the Regulator powers offer you enough
headroom. However they are, I suspect, far from ideal, and
there would be a case for taking more suitable powers in a

future Finance Bill.

(6) The Canadians made such a move last year, and you

commented on it when you wrote to their Finance Minister recently.

(7) Mr Unwin's minute to you of 31 July 1980, which dealt
largely with broader issues of de-indexation, included a
discussion of this idea in paragraph 21 and Annex F, which was
written by Customs & Excise. Mr Unwin said that,

"The arguments, though not overwhelming, are against this as
a feasible option."

In my view the Customs & Excise Annex (F) to Mr Unwin's report
did not really substantiate this allegation of (admittedly) mild

infeasibility. The key issues emerged in that Annex as:

(a) Extra work (paragraph 4(ii)) The amount was not, however,

quantified. Would it be a serious issue? And woulg?g marginal
return of several hundred £ millions (if that is what it is)
justify the work, even if the extra burden was significant - for
example extra overtime?

Resistance and complaints are inevitable.
(b) Effect on the trade (para 4(iii)) ,/Inevitable, not least

since they will doubtless see the inconvenience of annual
indexation as a splended way of compelling Ministers to gradually

lower the real value of specific duties. But that it surely

CONFIDENTIAL
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no argument. Your defence could be that the alternatye is a

much bigger annual up-rating.

(¢) Effect on prices (para 5) Customs talk of the risks of

"rounding up", eg when drink is sold in small quantities. My

own view has always been that, unless competition in the

affected business is improbably weak, one would expect rounding-
up and rounding-down to cancel one another out over time. I
cannot agree that systematic upwards bias is probable, as Customs
suggest. Taking one year with another, the RPI effects should
be no different from annual upratings of the same size, unless
there is an effect on wages. Since each quarterly jump is
unlikely to add more than 1% to the RPI next year, this cannot

be a major risk.

(d) Yield Customs spoke (para 2) of "marginally higher yield";
and concluded (para 6), "... there must be some doubt about

the need for, and cost-effectiveness of, frequent adjustments

of the duties except in periods of extremely high inflation".
Unless my calculations are systematically wrong, I would

suggest that these conclusions should be re-examined. There

is a self-evident need for revenue; no reason to believe that

the "costs" would be very great; and inflation will not fall
so swiftly, even on a very optimistic view of the world, as to
render the gain frivolous.

(8) Finally there are the issues of pre-empting, and smoothing

the PSBR. With a quarterly system, the scale of any bout of
excise duty increases will be much reduced, and the temptation
to individuals to pre-empt thus greatly diminished, though not
of course completely eliminated. The result should be a
marginal but, nonetheless, useful smoothing of the flow of
revenue, not least (from "year 2" onwards) a less dramatic fall
in revenue from duty immediately after the Budget than has been
common recently. One should also note, of course, that
quarterly indexing self-evidently makes the path of revenue

more buoyant within the quarters of a given financial year.

(9) The attached graph illustrates the proposal in a way which

A

ADAM RIDLEY
30 January 1981

demonstrates the extra revenue it generates.
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GRAPH: EFFECT OF QUARTERLY UPRATING F
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The effect of quarterly uprating on the flow of revenue is
given by the hatched area.

~Drink and Tobacco alone

Assuming a 16% inflation rate, and an annual flow of revenue
from the specifics of E5,600 million], the quarterly uprating
formula would yield 6% more revenue (= £340m) in a year. Its

value is obviously greatest at times of high inflation.

Drink, Tobacco and 0Oil products

In this case the saving would be some £550m.

NB ¥n genera}, if the Revenue anticipated in the year is
£R millions given annual uprating and the RPI increase during

the year is p%, then it can be shown that precise quarterly

uprating would generate additional revenue of £ZpR millions.
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NOTE OF A MEETING HELD IN THE CHANCELLOR OF THE EXCHEQUER'S ROOM,
H.M. TREASURY ON TUESDAY, 10 FEBRUARY, 1881 AT 10.30 A.M.

Present:

Chancellor of the Exchequer
Chief Secretary
Financial Secretary
Minister of State (C)
Minister of State (L)
Sir Douglas Wass

Mr. Ryrie

Mr. Burns

Mr. Middleton

Mr. Battishill

Mr. Unwin

Mr. Griffiths

Mr. Gordon

Mr. Cropper

Mr. Ridley

Mr. Wiggins

Mr. Pickering

Sir Douglas Lovelock ) Customs
Mr. Phelps ) and
Mr. Howard ) Excise

The meeting was held to discuss indirect tax options and took as

its agenda Mr. Pickering's minute of 9 February.

Smoothing the PSBR: VAT and car tax revenue

2. The Chancellor said that, unless any technical problems arose,

the Customs and Excise should plan to implement the scheme for
smoothing the flow of VAT and car tax revenue set out in
Mrs. Strachan’s note of 6 February: the Budget Speech would contain

a reference to the scheme.

Multi-annual indexation of specific duties

Sire The Chancellor asked for views on the proposal discussed in

Sir Douglas Lovelock’s submission of 6 February. Mr. Ryrie suggested

that more frequent indexation of the specific duties could raise

BUDGET SECRET
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additional revenue. Though the Customs had assumed this revenue
would be over and above what was obtained from the 1981 indirect
tax package, it might be worth framing a proposal that sought no
additional revenue in the coming tax year, to achieve a greater
revenue in the 1982-83 tax year than might be obtained from the
present system of annual changes in specific duties. Mr. Burns
said that the political difficulties of changing the duties under
the proposed system might be much less than under the present one,
though clearly there would be problems when the new system was
first introduced. The present system seemec to be a major
contributory factor to the failure of specific duties to keep

pace with inflation in recent years. Sir Douglas Lovelock thought

the political difficulties of the proposed system would be much
greater than at present, though this was of course ultimately a
matter for Ministerial judgement. Even given automatic multi-annu
indexation, Ministers would have to take stock from time to time

of whether the duties were set at the right levels. Sir Douglas W

al

ass

agreed and added that the major problem raised by the indexation
proposal was that it cast doubt on the Government's commitment

to reduce inflation. The Financial Secretary said that a proposal

to introduce indexation this year seemed wrong in political terms.
He favoured as an alternative the introduction of an ad valorem
element into the specific duties, analogous to that already in

operation for tobacco. The Minister of State (L) suggested that

it might be possible to put the excise duties on an ad valorem
basis by using posted prices, as in the o0il markets, as the basis

of valuation. The Chancellor concluded that, multi-annual

indexation should not be proposed in the 1981 Budget but Customs
and Excise should consider further the Minister of State’'s

suggestion on posted prices.

PACKAGES

4., The Chancellor asked for comments on the C and DB packages

attached to Sir Douglas Lovelock’'s minute of 5 February.

O s The Minister of State (L) said that the strongest argument

for VAT blocking was the large increase in petrol duty required in
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the packages which excluded blocking. It was monstrous that the
ordinary motorist should, in effect, finance a business perk, which
the Government would never attempt to defend in public.

Mr. Battishill said that unfortunately a vicious circle was in

operation: if VAT blocking were implemented, this would add to
the burden on companies needing to be offset by other measures; but
these in turn could only be financed by further increasing the taxes

on individuals. The Minister of State (C) said that he continued to

favour VAT blocking, among other reasons, as the partial answer to
the abuse of free petrol. Many companies could after all avoid the

increased VAT burden. The Chief Secretary said he was still opposed

to blocking, since many innocent firms and individuals would suffer
through the Government's failure to devise another method of

controlling the free petrol perk. The Financial Secretary said he

was moving away from blocking, because of its effects on business
costs. It would have been preferable to end the free petrol perk
by changing the car benefits scales: it was unfortunate that that

had not proved possible.

B Mr. Unwin suggested that the attractiveness of VAT blocking
depended on what it proved possible to do for business overall.

The Chief Secretary agreed: whatever happened, the Budget had to

be of benefit, in net terms, to industry. The Minister of State (C)

suggested that, when other planned measures to help industry were
taken into account, there would be a net benefit. Sir Douglas Wass

said that clearly the Budget ought to be of net benefit to industry,

preferably a large net benefit, but even if it were, there might
still be political criticism because of the effects of VAT blocking

on particular sectors of industry.

7. There was a discussion of the relative merits of VAT blocking
and the large increases in petrol costs implied by the C and D

packages. Sir Douglas Wass said that both raised political problems:

in particular, they would hit small businesses hardest, since many
larger companies could afford the free petrol perk, even if it were
taxed, and they were more likely than small companies to employ

vehicles using derv, rather than petrol. The Minister of State (C)
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pointed out that the increase in petrol duty had been the most
unpopular part of the 1980 Budget. In terms of the number of people
affected, increased petrol duty had to be less politically attractive
than VAT blocking.

8. There was further discussion of petrol duty. Sir Douglas Lovelock

suggested that the increases assumed in the D packages could be held
to 12p, if the smaller revenue could be accepted. It was questionable
whether a 20p increase would have significantly greater policital
costs than a 15p increase; the Government might as well be hung

for the sheep. It Was noted that a 20p increase would break the
£1.50p barrier for a gallon of petrol, though this barrier was

bound to be passed soconer or later.

o - The Chancellor asked for views on whether a C or a D package

should be chosen. The Financial Secretary said that, given the

likely outturn for the PSBR, a D package seemed inevitable.

Mr. Burns agreed: the revenue would almost certainly be needed and
the additional effect on the RPI was unlikely to be significant: but
the recent rapid fall would in any event level out invthe spring:
thereafter any further decreases in the rate of inflation could only
be 1low. The Chief Secretary did not think that the 0.2 per cent

difference in RPI effects was likely to be a deciding factor.

10. The Chancellor asked for views on the relative merits of the

three D packages. The Minister of State (L) said that D(ii) seemed

more attractive, because of 1ts revenue effects. The Financial

Secretary pointed out that the only difference between D(i) and
D(iii) was that they had different increases for petrol/derv and VED.

The Chief Secretary said that VED increases were likely to incur less

political criticism. He favoured D(iii). The Chancellor thought

that any of the proposed increases in petrol duties would incur a
good deal of political criticism: on balance, D(i) seemed

preferable to D(iii).
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In further discussion of the packages, the points raised

included the following:

12.

(1) The Chancellor asked for comments on the proposal

for an across-the-board increase in Vehicle Excise Duty.

Mr. Griffiths said that the Secretary of State for

Transport would probably be unhappy at a VED increase
for a second year running, but, would probably prefer
an across-the-board increase to those shown in the

'D’ packages.

(ii) Sir Douglas Lovelock confirmed that the Customs

were still seeking views from interested Departments
at official level on the petrol/derv differential.

In later discussion, the Financial Secretary suggested

that it would be a mistake to introduce such a
differential this year, since the petrol duty increase
was already planned to be high, and would have to be
even higher to finance a reduced increase in the derv
rate, given that no revenue could be spared from

elsewhere for this purpose. The Chancellor said that

he had just written to colleagues to seek quick

comments on this proposals.

(iii) The Chancellor agreed that Customs should submit
to the Minister of State (C) on various VAT blocking

consequentials for the non-road users of petrol.
(iv) After a brief discussion, the Chancellor
concluded that the increase in spirits duty should

be no greater than 60p.

Concluding the discussion of the packages, the Chancellor

said that further discussion of the indirect tax package should

be focussed on D(i) and D(ii). The points of detail mentioned

in paragraph 11 above should be taken into account in further
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work. The decision on VAT blocking would have to be taken in
the context of the overall impact of the Budget on business;

it was noted that 13 February was the deadline for VAT structural

changes.

(C.R. PICKERING)
11 February 1981

Distribution

Those present

Mr. Byatt

Mr. Folger

Mr. Wren-Lewis
Mr. Cardona
PS/Inland Revenue
Mr. Gracey - I/R
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PRINCIPAL PRIVATE SECRETARY cc see attached note
< {ﬁtjvw é@ﬁkgtqu
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BUDGET SPEECH: DRAFT OF 13 FEBRUARY  — | w A« 4

The Chief Secretary has seen the draft attached to Mr Unwin's

minute of 13 February.

essential to have a more imaginative section,

He has commented that he thinks it is }MM”L“

as he has %L“”LH

previously suggested (my minute of 11 February), on the

Budget theme.

The Chief Secretary still thinks this should

be the "launching pad'" idea - with a strong section on help to

industrye.

This section should summarise the central objective

of the whole Budget - not just leave it to a peroration.

2. Relative to this is, of course, the need for a separate

"Aid to Industry" section, which would cover this aspect in

greater detail.

3. The Chief Secretary has made the following detailed points

on the text:-

AZ.

A5.

Al2,

B2.

B10O.

Bl2.

B20.

Examples would help;

Third sentence 'monopoly of compassion'" - inappropriate

here;y

Last sentence - too definite;

Second sentence - latest figure?

First sentence - avoid double negative!

Second and third sentences - greater stress on

Second sentence in particular - unconvincing I

and better to refer forward to next section;

1.

this?

am agfraid



Cl5.

D1.

D5o

D6.

F2.

F6.
W7,
H9.

H19.

K1.

BUDGET - SECRET

Fourth sentence - make more of this?

The Chief Secretary would put the last two sentences

of explanation first;

Fourth sentence - the Chief Secretary thinks this
stark statement is most unwise. Many people will ask:
"Why not?",.

First sentence - ?

Third sentence to end - the Chief Secretary would
replace '"to allow for" by "to take account of'", but
he suggests this should be recast to start off by
saying that the aim is to maintain purchasing power:
last year too much was given; this year 1% less to

make up for it;
Too defensivej
L Y] "
Sownd sotace - dolete * and awwh‘“ )
Figures necessary;
The Chief Secretary is not sure that he would seek to
make a positive point of this. Why did we get into a

mess in the first place?

Last sentence - why put this up front like this?

™

T F MATHEWS
16 February 1981
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copy recipients:

Financial Secretary
Minister of State (C)
Minister of State (L)
Sir Douglas Wass

Mr Burns

Sir Kenneth Couzens
Sir Anthony Rawlinson
Mr Ryrie

Mr Bailey

Mr Barratt

Mr Byatt

Mr Hancock

Mr Littler

Mr Middleton

Mr Battishill

Mr Bridgeman

Mr Britton

Mr Burgner

Miss Brown

Mr Cassell

Mr Dixon

Mr Evans

Mrs Hedley-Miller
Mr Kemp

Mr Lavelle

Mr Monck

Mr Unwin

Mr Allen

Mr Corlett

Mrs Gilmore

Mr Griffiths

Mr Aaronson

Mr Folger

Mr Kelly

Mr Wren-Lewis

Mr Bush

PS/Customs

Mr Howard - C/E
PS/IR

Mr Gracey - I/R

Mr Ridley
Mr Cropper
Mr Cardona
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PRINCIPAL PRIVATE SECRETARY cc PS/Chief Secretary
PS/Minister of State (C)
PS/Minister of State (L)
Sir D Wass

Ryrie

Middleton

Battishill

Unwin

P V Dixon

Corlett

Cropper

FEEFEERR

PS/Inland Revenue
Mr Dalton)

Mr Tsaac ) Inland Revenue

INCOME TAX RELIEF FOR INVESTMENT IN NEW SMALL COMPANIES

The Financial Secretary has seen Mr Cropper's minute of 17 February,

and also Mr Isaac's minutes of 16 and 17 February.

On the main outstanding point, referred to in paragraph 2 of Mr Isaac's
minute of 16 February, and paragraph 3 of his minute of 17 February,
he considers there to be no case whatever for confining the relief to

companies wholly or substantially engaged in manufacturing business.

As to the name of the proposed relief, his preference is "the business

start-up scheme!'".

\AIL

S A J LOCKE
19 February 1981
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CHANCELLOR OF THE EXCHEQUER c ¢ Chief Secretary
Financial Secretary
Minister of State (C)
Minister of State (L)
Sir Douglas Wass
Mr Ryrie
Mr Burns
?B/ }/Lm~NNP* ‘ A =
B { | AL Mr Evans
Mr Burgner
L// Mr Unwin
Mr Kemp

Mr Ridley
Mr Cardona

PUBLIC EXPENDITURE AND THE BUDGET
This minute

- responds, negatively I fear, to your request for a
fresh search for public expenditure cuts for the
Budget;

e - reports on the problems created by the NCB affair
;   by for the Contingency Reserve and for the public
‘ﬂ”?““@b“ 410 expenditure totals, and the link with the proposals

b

concerning fuel prices.

Scope for fresh cuts

2. I regret to have to say that there is virtually nothing to
offer now by way of fresh cuts in 1981-82 which could be
announced in the Budget.

A A small amount could be saved by restricting the indexed
increase in public services pensions next November. You are
discussing this separately. Apart from that, the technically
feasible cut would be the familiar proposal to legislate to
cancel the Christmas bonus for pensioners, saving £105m (cash).
This has hitherto been excluded on political grounds.

4. For the following year 1982-83% we do envisage cuts. But it
is difficult to make much of this in the Budget speech. The
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impression is that you have gone as far as you can with colleagues
at this stage in getting agreement to the hint in the White Paper,
repeated in the present draft for the speech.

o No more can be done in time for the Budget by the use of
consultants.as in the water authorities. You have had, and
replied to, submissions from Mrs Case about nationalised industries
and Mr Bailey about the rest of the field, where the possibility of
further follow up is being reappraised, as you have asgked. But
there will be no savings by this means in time for the Budget.

6. The outstanding decisions for 1981-82 on social security benefits
have Jjust been settled with Mr Jenkin. The various employment
measures are to be reviewed with Mr Prior i<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>