





BUDGET SECRET
)

c/Ex reF no /3 {8'3)8

COPY NO /© OF 34 COPIES

RECORD OF THE FOURTH BUDGET OVERVIEW MEETING AT 11AM ON/ 15 FEBRUARY

Present:

Chancellor Mr Burns —— Mr Fraser (C&E),NIB&Q%!
Chief Secretary Professor Walters (No ;0) Items 1-3 only
Fcononic Secretary. Me Moose. on ™/ wr Frectnan (CaB) Item 3
Minister of State (C) Mr Kemp S Mr Howard  (C&E) only
Minister of State (R) Mr Cassell Mr Isaac (IR) )

Sir Douglas Wass Mr Ridley \“H’/// Mr Blythe (IR) ) i;Tn4
Sir Anthony Rawlinson Mr Kerr Mr Spence (IR) ) o

Sir Lawrence Airey (IR) Mr Robson

Papers:
i. Progress Report (Mr Kemp's minute of 14 February) -
©id. Budget Packages (Sir D Wass's minute of 14 February)

T oiii. Indirect Taxes, Petrol and Derv (Mr Fraser's minutes of 1l February)

iv. - Income Tax Options (Minutes of 7 and 1l February from Mr Spéﬁce,
Mr Blythe and Mr Isaac)

Ve Budget Speech (minute of 14 February by Mr Kemp)

ITEM 1l: Progress Report

Budget Balance

The meeting considered whether Budget B (2 billion fiscal adjustment,
half on income tax thresholds) in Table A to Mr Kemp's minute was the
best "central case" for planning purposes. It was suggested that, if
in the light of the forecast which would be available in the week of
21 February a larger fiscal adjustment seemed possible, the increased
relief should be tilted more to industry than in the present Budget C.
Cabinet and backbench opinion favoured action to benefit industry, and
such public opinion poll evidence as was available suggested that this
preference was widely shared. It was also argued, however, that the
likely future oil price movement might justify some caution about the
fiscal adjustment, and that business and industry would benefit substan-

tially, although indirectly, from increases in the income tax thresholds.
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2. It was agreed that Budget B should remain the "central case"; but
the Chancellor asked that the next progress report should incorporate

variants to Budget C which would tilt it further towards direct help
to industry. (Action: Central Unit)

3. The meeting briefly considered the extent to which it would be
possible at Budget time to take credit for the Autumn NIS reductions.
It was suggested that only one of the two (half point) NIS reductions
announced in the Autumn Statement could fairly be taken into the Budget
arithmetic for presentational purposes. The Chancellor asked that the

matter be further considered in the next progress report.
(Action: Central Unit)

ITEM 2: Packages

Construction

4, The Financial Secretary expressed concern that small operators were

excluded from the extension of the Allowances ehvisaged for self-catering
accommodation. = He thought it important that some relief for tﬁe'small
operators should be found, particularly if the larger operators were to
benefit. The Chancellor asked that the matter be considered further.
(Action: FST/MST(R))

West Midlands

5. The Chancellor and the Chief Secretary noted a reference, in

Sir Douglas Wass's minute, to the possibility of giving the West Midlands
development area status. It was noted that this should be seen as a
warning, raéher than a recommendation, and that the case against it had
been put in a minute by Mr Chivers, It was agreed that the possibility
should not be considered for the Budget: decisions on the designation of
future development areas should await the consideration of the Quinlan

regional policy study.
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Fairness in Taxation

6. The Chancellor agreed that it would probably be wrong to envisage

a specific package on "fairness in taxation" at Budget time. But some
of the measures now being considered under this heading might well be
appropriate to the Budget, and to presentation seriatim in the Budget
Speech. (Action: FST/MST (R))

Review of Packages

7. It was noted that the overview meeting on 22 February would review
progress on packages, and the balance between them, following individual
meetings on each in the current week. The Chancellor asked that the

packages should be presented, for that meeting, in a collated form,
listing and costing firm decisions, and remaining options, on each.

The options should be set out in the order of preference of the Minister .
coordinating each package. (Action: Central Unit) )

ITEM 3: Excise Duties
Tobacco

8. The Economic Secretary reported on the position reached on the

residual tobacco duties, which had been referred to him following the
decision already taken on cigarettes. He suggested, and the Chancellor

agreed, that the duty on cigars should be increased in line with that
on -cigarettes. As for pipe tobacco, he was attracted by the case - made,
among others, by the Secretary of State for Northern Ireland - for no
increase this year. ‘ Tﬁ; cost would be only some £2.5 million. The
Chancellor agreed that there should be no increase in the duty on pipe

tobacco.

VED/Petrol/Derv

9. Although this would be slightly above revalorisation, it was agreed
that VED should rise by £5.

10. The Chancellor was inclined to think that straight revalorisation

would be right for petrol, and probably also for derv, though there might
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be a case for increasing the differential in favour of derv. It was
noted that some rural interests would be offended by a duty increase

on either petrol or derv (though real farm incomes rose by some 32 per
cent in 1982) and the chances of a substantial revolt in the House were
probably lower this year than last year, and could be further reduced

if briefing material were available promptly on Budget Day. The
Chancellor asked for the preparation of a short analysis of the Secretary

of State for Transport's arguments for increasing petrol duty over and
above revalorisation. (Action: Mr Moore) Meanwhile the options could

be narrowed to full revalorisation of both petrol and derv, and increases

of 4p a gallon (petrol) and 3p a gallon (derv), The cost of the latter
would be £25 million. (Action: Customs & Excise)
Paraffin

ll. It was decided not to pursue the Secretary of State for Energy's
proposal to abolish the lp a gallon duty on domestic paraffin.

ITEM 4: Personal Taxation

Income Tax Thresholds

12. The meeting considered the impact of an 8% per cent increase in
income tax thresholds. The inter-action with NIC was noted: ‘figures
including NIC would have to be included in the tables published on
Budget Day. It was suggested that the tables, when converted from a
static to a dynamic basis, would be less disturbing, but that to convert

using a 6% per cent factor could have a damaging impact on pay expectations.

13, The Chancellor agreed that planning should proceed on the basis of an

8% per cent increase in thresholds. Tables should be prepared using the
assumption of a 6% per cent increase in average incomes, and also that of
a 4% per cent increase in average incomes. A final decision on the

incémes increase(s) to be shown would be taken later.
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Higher Rate Bands

14. It was suggested that the higher rate bands should be raised only

by revalorisation, or at least by less than revalorisation plus 8% per
cent. Indexation plus 8% per cent could provoke criticism. It was
also suggested that such criticism could best be defused if the higher
rate bands were raised only sufficiently to compensate for non-indexation
since 1979, with a view to returning to the position reached in the 1979
Budget. It was however argued, particularly by Sir L Airey and

Mr Isaac, that there were no obvious stopping-places short of 8% per cent,
that picking 1979 as an ideal year could be counter-productive, and that
it was not unreasonable that those paying tax at the higher rates, who
suffered most when the thresholds were not raised, should gain most when
they were. The Financial Secretary agreed, and thought that an 8% per

cent increase across the board would give elbow-room for action against
the more.dubious reliefs, and defuse criticism of non-revalorisation of - e

mortgage interest relief ceiling.

15, It was agreed that the higher rate thresholds and bands should

increase in line with the main personal tax allowances.

Investment Income Surcharge

16. The meeting considered the options of indexation, indexation plus

8% per cent, indexation plus a reduction in the rate from 15 to 10 per cent,
and an increase in the threshold to £11,000. It was noted that the
Revenue cost of the last two options would be some €85 million, though

the PSBR costs would be negligible in 1983/84, and only some £35 million

in 1984/85.

17. The Financial Secretary and the Economic Secretary were attracted by

the third option (ie a reduction in the rate): it would signal the
Government's intention to abolish IIS in due course, whereas raising the
thresholds would paradoxically make abolition more difficult. It was
however noted that reducing the rate would create no staff saving. The
Chief Secretary, Sir Lawrence Airey, and the Minister of State (C) argued
for the second option; and the Chancellor decided that the IIS threshold
should rise in line with the income tax threshold.
5
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Age Allowance

18. It was also agreed that the age allowance should rise by the same

percentage as the main tax thresholds.
ITEM 5:¢! Budget Speech

19. The Chancellor commended the "building blocks" for the Budget Speech

circulated with Mr Kemp's minute of 14 February. He had been encouraged
by the progress so far made on the Speech. He asked that any general
comments on the shape, scope, and structure of the draft should be
forWarded to the Central Unit by close of play on 16 February.

J O KERR

Distribution:

Those present

Mr Littler

Mr Evans \
Mr Hall

Mr French

Mr Harris

Mr Norgrove’
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NOTE OF A MEETING HELD IN THE CHANCELLOR'S ROOM, HM TREASURY AT
9.00AM ON TUESDAY 15 FEBRUARY 1983

Those Present:

Chancellor of the Exchequer

Chief Secretary ,
Financial Secretary /
Economic Secretary

Minister of State (R)

Sir Anthony Rawlinson

Mr Bailey

Mr Middleton

Mr Kemp

Mr Lovell

Mr Chivers

Mr Ridley

BUDGET INNOVATION AND TECHNOLOGY PACKAGE
The meeting had before it the Chief Secretary's minute of 9 February.

Tax Measures

2. The Chancellor noted that all three of the tax proposals identified

in the:.Chief Secretary's minute had now been agreed.

Public expenditure

3k The Chancellor referred to the desirability of incorporating in

the Budget measures which would be of especial benefit to the West
Midlands. The Prime Minister was known to favour such an element,

Mr Chivers' minute of 14 February had clearly demonstrated the difficulty
of according the West Midlands Assisted Area stakes in advance of a
general redrawing of the regional map. It would not in any case be
possible to make an announcement in time for the Budget, while a general

statement of the Government's intention to reconsider the coverage of

1
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the assisted areas would only create uncertainty throughout industry.
The Chancellor therefore saw considerable attractions in measures
such as SEFIS which could be shown to have particular relevance to

firms in the West Midlands and presented as such.

4, On the individual expenditure proposals listed in the Chief

Secretary's minute:

|
|
|
|

(i) SEFIS: The Chancellor wondered whether more expenditure

might be devoted to this item. Mr Chivers explained
that the Department of Industry had revised their bid

downwards since their Secretary of State had written to
the Chancellor on 12 January. The figures in the Chief
Secretary's package represented the Department's current
best estimate of what might be spent on a scheme which- .
remained open for applications for a 6 month period.

Mr Middleton pointed out that the Government could best

ensure that money was spent quickly by placing a time
limit on applications. It was agreed that provision
should be made for SEFIS in the package on the basis of
the figures set out in the Chief Secretary's Table 2.
The Chancellor said that he would consider with the

Secretary of State for Industry at his meeting on
18 February whether there might be any scope for reducing
the import content of the scheme.

(ii) Information technology (computer aids and software):

this item was agreed.

(iii) Innovation-linked investment: this was agreed.

(iv) Advisory services: the Chancellor said that he had at first

reacted adversely to this proposal, believing it would

involve an expansion of the bureaucracy. However it was

2
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pointed out that all this work would be contracted out
to the private sector. On this basis, it was agreed
that provision should be made for advisory services

within the package.

Science parks: it was noted that this item could also

probably be given a West Midlands slant. The Chancellor
would discuss the possibility of doing so with the Secretary
of State for Industry later in the week. It was agreed
that Science Parks could be included in the package,
provided that the total size of the package did not exceed
£200 million over the next three years. It was thought

that scope should exist for cutting back provision on some
of the other items in the package, if necessary to keep
within the overall total.

Advanced equipment for education: this item was rejected.

5. It was agreed that no provision for Alvey at this stage, although

the Secretary of State for Industry was known to attach high priority

to the programme. It was also agreed that the Treasury would not

make funds available to continue the maximum rate of grant under

Support for Innovation at 331/3 per cent.

that the Department of Industry would probably finance an extension
of the 331/3 per cent rate from within their block budget.

6. It was noted that decisions on the content of the whole of the

innovation package were contingent on final decisions to be taken on

the size of the public expenditure

Mo™

MISS M O'MARA

——————————————————— T — — S i — T ———————————————————— -

Distribution:

Those present Mr Mountfield
Minister of State (C) Mr Moore

Sir Douglas Wass Mr Robson

Mr Burns Mr French

Mr Harris

In practice,it was believed

element in the total fiscal adjustment
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BUDGET CONFIDENTIAL

FROM: DOUGLAS WASS
DATE: 14 FEBRUARY 1983

CHANCELLOR cc Chief Secretary
Financial Secretary
Economic Secretary
Minister of State (C)
Minister of State (R)
Sir Anthony Rawlinson
Mr Burns~
Mr Littler
Mr Middleton
Mr Bailey
NN Fentiom,

Mr Cassell
Mr Kemp
Mr Moore
Mr Hall
Mr Ridley

Sir Lawrence Airey (IR)
Mr Fraser (C&E)

Mr Kerr

BUDGET PACKAGES

Attached are the familiar three notes reporting progress on the packages: Noté A,
summary table; Note B, listing of the packages; Note C, fiscal risks and possibilities.
The notes do not reflect the results of the meeting you took this morning on the

construction package (though the arithmetic would not be altered substantially).

2. The totals for the packages remain in the right range, though at the top end they
would cost more than has been provided in the Budgets we have been discussing. Some
of the risks seem to be fading, but others seem now to have greater strength. I might
mention two. First, to give Development Area status to the West Midlands would cost
around £100 million a year. A note on this possibility is in preparation. Secondly, to
drop the so::ial security adjustment would cost £158-250 million in 1983-84 and £530-
725 million in 1984-85. This latter risk is substantial even in terms of the overall

Budget arithmetic.

3. The packages are in general moving forward satisfactorily and you will be

holding a number of meetings on them this week. But "fairness in taxation" could well







prove sensitive and troublesome. The Financial Secretary and the Minister of
State (R) will I understand be reporting to you on various aspects of the package, and I
think it would be useful for you to hold a meeting on it early next week. It seems right

for the moment to continue to see this as a package, though you may not want to

present it as such in the Speech.

&

DOUGLAS WASS
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BUDGET CONFIDENTIAL NOTE A
‘ DATE : 14 February 1983

BUDGET 1983 - PACKAGES ETC - SUMMARY

(£m revenue costs) 1983-84 1984~85
Total P/Ex Total P/Ex
element element
Packages (Note B belog) 315-335 150 265-350 92
Other risks and possibilities
(Note C below) 0-410 0-255 0-510 0-355
Child Benefit (In main Progress
Report) 90 90 250 250
Lo5-835 2Lo-495 515-1110 342-697
f= == = - o —— = ]

less: net amount absorbed by
virtue of P/Ex charged to -
Reserve (see Note 1) (100) (100)

Reduction to convert
revenue costs to PSBR (50-80) (60-120)

Net PSBR charge to

Fiscal Adjustment 255-655 355-890
===

Provided in Progress Report 400 550
fe = —— 1

Note 1. How much of the public expenditure element should be charged to the
Reserve, and the scope within the Reserve for this, is under review.
But whatever the treatment, the allowance for shpgtfall in the fore-
tast has to be reduced, thus giving rise to a charge to the fiscal
adjustment. It is estimated that for 1983-8L4 allowance for shortfall
has to be reduced to the extent of the whole excess of the additional
public expenditure elements over £100 million; for 1984-85 the figure
is less certain but a similar amount, which may be on the prudent side,
is deducted.

Note 2. For mention of some other risks see covering minute. There is also of
course the continuing risk on oil prices.

Note 3. All figures still tentative and subject to change.
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LD PACKAGES: COSTS SUMMARY TABLL L oruary Y83
& miltlion
5 834 19%“~8> Full year
Enterprise and Small Firms 737 1q5m236 179-2786
of which public expenditure: 5 5 -
Wider Share Ownership _ Now incorporated in enterprise package
07 which publiec expenditure:
Technology and Innovation 1A sl 127
of which public expenditure: Lty Tt 82
vonstruction 175200 120145 125150
of which public expenditure: 100 - -
(of which nortgage interest refief: 75-100 100-125% 75-100)
011 ¢axqtlou
of which public expenditure Not counted in package totals
Tourism = £ -
of which publiec expenditure: . " .
Apriculture - - .
of which public expenditure: w = -
Betting and Breeding )
of which publiec expenditure o Package dropped
‘Caring and Chsrities 2620 L difs 68~ T
of which public expenditure: - 43 i
Fairness in Yaxation 3e12 125160 2730260
of which public expenditure: - - -
Note on busimess/versons split of package i
11 February 1983%

POTALS 215-2%35 265350 270=370
of which public exvenditure 150 az 123
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BUDGET PACKAGES 3 BUSTNESS /PERSONS SPLIT
£ million
1983-84 198485
PERSONS ¢ =~
Capital transfer
tax 34 70
Mortgage interést
relief 75-100 100=-125
Caring and charities
package ' 24L-29 L1=-46
o TOTAL 13%=163 211=241
of which public
expenditure - 13
BUSINESS ¢
ALJL, other package items
TOTAL 182172 54m110
of which public
expenditure 150 79
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e - PACKXAGE: SMALL FIBMS AND ENTERPRISE

SUMMARY KOTE S §572 : S DATE  : 44¥ebruary 41983
‘ REVENU:Z COST £m
TIEM STATE OF PLAY ' .
| 1983-84 | 198085 | Full Year
(e) Czpital transfer tax FST wminuted Chancellor 48.1.83 Tropossing ;
package of improved rate scale, aigher ©
agricultural /businesz reliefs and extended !
instalwents pericd. Additisnal 3Re ]
subtissions /60.,4J {(¥z Isssc)
(Mr Beighton). Discuasszé a2t Ch 34 70 a0
meeting 4,2.83.
{(£) Loan Guarauntee Scheme ] !
4 ~ I's =
{pe) 5 (pe) 5
(g) Enterprise agencies: Proposed in Mr He
widening of qualifying Presumption at Ch ]
conditions for relief. 12.1.83 againg’v 2 |
L] i s»-\. ;....LSS:_\,ZI $O Tres - b
s t Chengellior \752.8 '
costs not therefor
(h) VAT registration ete Custons cubm1531on 2.4
thresholds decision reached
EST SETTLED 5 10
|
{Continged/..) i j
} i , |
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e T T PACKAGE: CONSTRUCTION
Y af 4 NS ERe he: W L1 ER DATE : 10 February 1983

REVENUE CCST £m

1985-84 198485 Fuil
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m
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|
There are two items whisch 2 previcusly f
been candidates for tourisz packagze whieh :
are ncw being exsmined in cunstruction |
package:-
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(1i) extension of 2
self-catering s

D ] » T 7 . ~ S I
CSI's minute to Chancellor 4.2.83 recommends
(i1} in preference %o (=

m

TOTALS 175-200 120-445 | 125-

of which public expenditure | 100 - nil
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BUDGET PACKAGES
SUMMARY NOTE

PACKAGE:
DATE :

TOURISM

10 February 1983

Minister in lesad : EST
Officigl in lead : Mr lMoore
REVENUE COST
ITEM STATE OF PLAY
1985-84 1984-85 Full Year
1 i
EST's recommenéauiogs in winute to Chancellor i
19.1.85. CBT wrote to Lord Cockfizld 9.4.83
regarding Mr Sproat's review. To Se discussed
at construction package meeting 14.2.83.
(a) Reting reliefs EST's recommendaticon zagainst, unless action :
on industrisl/commercial rating relief, - | - ~
{b) Capital allowances Two proposals:
2 N s - ) o N
(i)  inerease zllewance for hobtels to 50%;
(i1) extend 20% allowance to self-catering
 accono lation {(end smaller hotels).
{These are now being examined in
lvouuert of consbtruction package:
icosts not ineluded here. . N = -
|
{e¢) Increased grants under EST recommended aggsinst. - - -
section 4, Ilevelopment
of Tourisn Act. L
! . . . .-
i TUTALE il il nri
i
! of wnich publiiec experditure nil nil nil
H
4
!
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BUDGET PACKAGES S AT TUTG R AR TeREY A PACKAGE: AGRICULTURE
SUMMARY NOTE St G | G2 BB Becl N OB = DATE 10 February 1983
3 Minister in lesd: FST
Cfficiel in legd: Mr Moore
REVENUE COST £z
TIEM STATE OF PLAY ‘ -
1983-84 ¢ 1984-85 I Full Year
(2) Rentsl income to be FST asked (10.1.83) Revenue (IMr Battishill) _
treated 23 earned income. to examine: submissicn pending. This is
8moOnRg proposals in Loxd Ferrer’s leiter of
21.1.82; FED'z repiy of 24.1.83% indicates |
Dresumption ggainst sil these proposals and |
therefore no costs inciuded at this stage - - ~
TOTALS nil nil nil
of which public expenditure nilt nil nil

licte: Questionsble whether there is
suificient for free-stending packsge., CTT
agricultural reliefs included in item (e) of
small firms and eunterprise package.

.;“‘_‘;1 q‘ £ -

PAGE NUMBER
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BFUDGET PACKAGES
SUMMARY NCTE

ACKAGE :

DATE

Mipigter
Cfficisl

AND CHARITIES

ry 1983
CcsT

Mr Monger

STATE OF PLAY

REVENUE COST &m

{a) Extension of Widows

Bereavement Allowance
for further year.

Restoration of 5%
abatement of invalidity
benefit,

Removal of 1d¢alld;ty
benefit "trap”.

(d8) War pensioners mobility

scheme.

Real increase in mobility

allowance/theraputic
earnings iimit.

(Continued

Propesals now received from Mr Fowler (4.2.83)

and Mr Whitelaw (5.2.83).
15.2.83.

=

(M Lsaac) submission 23.12. 85.
at 25.1.8% nmeeting on package

Not proposed by Mr Fowler: costs
Temoved. ’

A proposal in Mr Fowler's letter
in ST subwmission of 10.2.83.

A propesal in Mr F
in ST submissicn ©

4

1
10.2.83,

U

o~

A proposal in Mr Fowler's letter;

ST submission.

ST (Mr Monger)
submission to CST 10.2.8%. Meeting

ixed for

ST recommended (11.1.8%) following Revenueé
C)T in favour.

therefore

covered

cocvered

covared in

g 198485 Full Year
¥
!
25-30 | 25-30
(pe) 2% {pe) ou
| (1985-86)
(pe) 1 L(Pez 2
(1985-86)
i (pe) & (pe) &
(1985-85)

PAGE NUIMBER 4



BUDGET PACKAGES
SUMMARY NCTE

e FACKAGE: CARING AND CHARITIE:
'f:ﬁ,f;%_;m:_j:?¥ ,, Lt DATE : 171 February 1983

REVENUE COST £m
I'I'EM STATE OF FLAY 7
1983-84 1984-85 | Full Year
i .

(£) Development of voluntary |Discussed at FPC meeting 2.2.8%: ST submission (pe) 2 (pe) 2 {pe) 2
ete care service for i recomnmends against. 5 (1985-86)
elderiy. ! '

(g) Extension of Irvalid Care |Effectively rejected at FPG meeting 9.2.83: - - -
Allowence. costs therefore removed.

{h) Other sncizl security '
Weasures :

}

- ;

f - |
(1) Housing benefit - [ Mr Fowler likely to press: 8T reservations (pe) 5 (pe) 15 . (pe) 15
children's needs : 1985-86)

aiiowance. ’ :

|
(i1) 8B - capital disregard | ) . i{(pe) 2.5 % (pe) 7 (pe) 7
) ST reccmmend in 1C.2.3% submission. 1\".985-86.)

. %

(iii) SB -~ singie payment 5 (pe) 1 (pe) 3 {pe) 3
capitzl disregari ¢ - iL1985-86)

f j

(Continued/..) |




BUDGET PACKAGES S o b 3 ey e a5 EREE B PACKAGE: CARING AND CHARITIES
SUMIARY NCTE | N i ifL DATE  : 41 Pebruary 1983

o 1 REVENUE COST &m
ITEM STATE OF PLAY : 7
1983-84 198485 | Full Yes
4
(i) Abolition of £250,000 CST in favour st 25.1.85 wmeeting. Incresase under under 1 | under 1
ceiling for CTT eﬂwmption proposed in Mr Whitelaw's 5.2.83 letter. ’
cn gifts to charities.
(j) Deeds of covenant: CST in favour at 25.1.83% meeting. A proposszl nil 2 %
increase in ceiling for in Mr Whitelsw's 5.2.83% ietter. '
higher rate relief to N
£5.000. -
(k) Other fiscal measures:
(1) - reliaf for payroll | CST inclined zgainst at 25.1.83 meeting. - - : -
giving: Mr Whitelaw's 5.2.83% letter suggests study. .
(ii) relief for CST inclined against at 25.1.83 meeting. - - -~
individual donations
(iii) reiief for company | CST inclined against at 25.1.83 meeting. —— - -
donations;
(iv) relief for seconded CST in faveur at 25.1.8% meeting. A proposal junder 1 under 4 under 4
staff;, riv Mpr Whitelaw's 5.2.83 letter.
(v)  covenanted payments | CST incliined agsinst st 25.1.83 meeting. - - -
gETrNSSe. : My Whitelaw's letter of 5.2.8% prcposes :
couposite rate.
{(Continued/.)
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BUDGET PACKAGES L B ' PACKAGE: CARING AND CHARITIES

L t NG 1{"“. & b, -: - I-:- . :‘—.: 0":;:\ A :g|‘ B “r Enl P
SLMII:LRY NCIE - ] v = B ;- . K | :,-. , ‘-: --_ X :;'.-: ) DATL . /lq February 1985
r |~
e REVENUE COST
L STATE OF TLAY

198384 J 1984-85

(1) Other v»ublic expenditure .
TLessunes _ !
(i) investment grants to - - - -
voluntary sector;

~

CST inclired against at 25.1.83 umeeting.

g9
o]
]

[
t
ct
o

NP NI N NN

I
!

Note: mh° total cost of the public expenditurd
measures in the pack"ﬂﬁ iz £20 million for
1989—8.$ £57 =million _or 1984-35 an

£061 million for 1985-B3. However, te

3
tL—’J

aki
intc zceount offsevds ngs, if the
package recoummended by agresd, the net
effect will be as shown opposite. 1t is
these figures which sre inclivded in the
pacKsge totals, nil 1%

TCTALS 20.-29 L=l4E
f wbich publiec expenditure nil | 13
- ~ ™ - - " " - o P:_G-._j I‘I‘UT‘BER
™ I [ == ﬁ"
o — £ -~ . = :
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GET PACKAGES
SUMMARY NOTE

P—

EVENUE COST

against. .

ITEM STATE OF PLAY
1983-84 1084-85 Full Year
{(a) Investment income Revenue (Mr Svence) submission 2.1.83: 5 50 25
surcharge -~ abelition/ discussed at ChanceIIOW‘s mcetlﬁq 2.2.83%.
sprvions. Further submission cn cptions 10/4%.2.83,
Figures are for reductiocn to 10%.
() Btamp duty - selective MST(R) note to Chancellor #4.2.83: Chancellor's 5 5 5
reform vackage. initial respcnse 8.2.83.
TCTALS 410 i 55 \ %
Note Thers are in addition a number of
”“,rltave propesals. These sre:i-~
My Heseltine, 6.1.8% ' ;
(1) VAT exemption for works of art accepted ‘ng na ns
- - n '
. in lieu of vax; Customs (Mr Xnox)
‘ submigsion 4.2.83, i
H |
(i1} tax relief for businsss contributions na na | 113
to preservstion snd envircnmental i
trusts: Revenue (Mr Vu%n) suvmission |
s 4.2.8% recommended I

=






BUDGET
SUMMARY

MISC
DATE

 ELLAVECUS UNPACKAGED ITENMS

: 14 Februsry 1983

’,:_:_. —— \, P om— . =1 i OT
Lo ¥ B N2 H & T Bl & B
REVENUE COST £m
TIEM TATE OF FPLAY 7 ~-
198%-84 198485 | Full Yezr
i
Lord Bellwin, 18.7.8% ;
(iii) tax slicwances faz repairs to listed l
b ;__Lalngo. Bevenue (Mr Lusk) = . 1 —
submission sgainst 4.2.8%5 recommended [
against. '
|
FST's minute to Chancellior 7.2.8% endorsed the 1
Reveaue recommendations on {(1i) gnd {(iii).
CST's winute 10.2.8% egreed that neither
. . . . S G - - *
item desirable, as 4id EST (minute 11.2.833).
: |
]
'
} |
[ |
} i
. . g PAGE NUMBER 2
} ¢ = d LEIeR



-



COHTFIDENTLAL
NOTE C
14 February 1983 |

OTIER FISCAL RISKS AND POSSIBILITIES

£ million

1983-84 1984-85
Possiliie Public Expenditure

Unemployment. Mr Tebbit's ideas put to Prime Minister
starting 1983-84.

i. Extension and modification of TSTWCS and/or 100 : 100

ii. Continuation and extension of Enterprise

Allowance Scheme. ’ 45 145
(Amended JRS would start 1984~85.) Other
possible proposals

iii, Early retirement: extension of existing

scheme entitling penple aver 60 to leave

labour market in exchange for long-term

Supplementary Benefit rate. Largest

DHSS option, say 10 155 10 255
Petrochemicals. A review of current problems
may lead to proposals to give assistance either
by way of PRT modificaticn or by public
expenditure means. Submission
circulated. 106 100

255 355
Possible Tax
Empty Property Rates. Wide range of possible options
for reductions with widely varying costs. Say 50 50
Stamp duty - selective reform 5 5
Qil Taxation. Further relief
called for by Mr Lawson above amount
provided in packages, say 100 100
155 155

TOTAL ' 410 )

1
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BUDGET SECRET

FROM: E P KEMP
14 February 1983

CHANCELLOR OF THE EXCHEQUER cc Chief Secretary
Financial Secretary
Economic Secretary
Minister of State (C)
Minister of State (R)
Sir Douglas Wass
Sir Anthony Rawlinson

Burns

Littler

Middleton

Bailey

Cassell

Moore

Hall

Ridley

Sir Lawrence Airey (IR)

Mr Fraser (C&E)

Professor Walters (No 10)

FERERFRA

FOURTH BUDGET PROGRESS MEETING TOMORROW

I attach a note showing three possible Budgets, for consideration at your
Progress meeting tomorrow. This is on the lines of Annex A to my minute of 7

February, which we looked at at the Progress meeting on 8 February.
2., It reflects :-

a. The various possible tax changes etc on the basis of the
provisional decisions that have been taken or the various

ranges and possibilities which have been kept on the table.

b. Figures for packages and risks at around the middle of the
range of possibilities shown in the separate summary note
coming forward with Sir Douglas Wass' minute. These are
in terms of PSBR effects, and take account of the estimated
impact of the public expenditure items on shortfall in the

forecast.

c. PSBRs of £8 billion for 1983-84 in accordance with the last
Progress meeting, and £7.5 billion for 1984-85. (At the last
Progress meeting figures for 1984-85 of £8 billion or £7} billion
(23 per cent of GDP) were kept open).

1. 30#7
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BUDGET SECRET
All figures remain tenative and subject to checking and change.

3. As you suggested, the table now shows how the revenue costs of the Budget
could be said to split between persons and businesses, both taking account and
not taking account of the Autumn NIS reduction. (This is on an indexed basis;

a non-indexed basis would show a slightly more favourable balance towards
persons.) For the purpose of this analysis I have assumed arbitrarily that the
packages are split 50:50 persons and businesses, which is not likely to be all
that far out.

4. Points to note include the following :-

a. The Budgets are not self-contained '"take it or leave it"

entities. Many different permutations are possible.

b. While on the simple arithmetic now before us, Budget C
- the most "Expensive" - looks not impossible (its cost
for 1983-84 is only slightly above the fiscal adjustment
we have and for 1984-84 there is a modest but positive
adjustment even on the basis of a £7.5 billion PSBR), it
is risky given what may happen to the forecast on eg oil
prices and the like, Per contra, Budget A seems over safe.

Budget B looks like the best '"central case' to work on.

¢. The revenue costs of any of the budgets, as they might
appear in the FSBR, are not, one could argue, all that
frightening - even the biggest figures shown (the 1984-85
cost of Budget C. ) are at £3290 million indexed and £3745
million non-indexed not substantially above the parallel

figures for last year £2520 million and £3485 million).

d. If one takes budgets alone the revenue costs split as
between persons and businesses is fairly heavily in favour
of persons, as one would expect, But if we throw in the

Autumn NIS reduction then the split is very much more even.

2.
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(Note: we have taken the value of the whole 1 per cent

as the Autumn measure - some might argue that we should
only take 3 per cent, having regard to the backdating, so
to speak, of the other 3 per cent. But even if we only take
3 per cent the figures are arguably defensible.)

More worthy of attention, perhaps, is the split - as it could

be perceived - of the benefits for persons as between benefits

for the '"better off" and benefits for the rest. This is a point
which will come up later in the Progress meeting, and Mr Isaac

has submitted a note. It will be necessary to consider how possible
elements in the Budget such as relief over Rooker/Wise on the higher
grade thresholds and allowances, small firms CGT and CIT reliefs,
increase in Mortgage Interest Relief, revalorisation of IIS threshold
(and reduction in rate), measures on wider share ownership, and
taxation of fringe benefits, all would look if taken and presented
together; and of course as seen in the context of the handling of
the adjustment for the over-provision on social security benefits

et November 1982,

The amount provided for packages and risks is (as I say) around

the middle of the present range of the possibilities. It could
prove adequate. On the other hand depending on decisions it may
not be enough (and certainly would not be enough if the risks on
the social security benefits over-provision materialised). Some
cutting down, either within the packages or in one or other of the
other elements on the table, would then become necessary. (This is
of course something different from the separate constraint imposed
by the position on the Reserve and the need.not to add to overall

public expenditure totals.)

The meeting may like to consider the table and the features which I have just

No immediate action is called for; of the main elements outstanding

tomorrow's Progress meeting will discuss the remaining excise duty issues and
personal taxation, further meetings will need to be set up to discuss further

Corporation Tax issues and oil, and it is expected that a full run round the

3.
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packages etc picture should take place at the Progress meeting on 21 February.
Following those meetings the precise constraints will become clearer (and it
may be necessary to return to some of the matters previously thought closed).

Tomorrow's meeting may like to look at two broad points :-

a. Whether the sort of overall PSBR costs incurred by
Budget B are the sort of ball park we should be in
at this stage, or whether we shall be going for something
less - towards Budget A - or something more - towards
Budget C - having regard to the risks, the position on the
PSBRs, and the fiscal adjustment to be shown for 1984-85,

b. Whether the approximate balance as between persons and
industry of various Budgets, notably Budget B, are about
right, taking account as appropriate of the Autumn measures.
(The question of balance within the personal tax area (para-

graph 4(d) above) is better taken later in the meeting).

If the answer to (a) or (b) is '"mno", then more work might be needed to look at

alternatives giving a better pattern.

E P KEMP
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BUDGEl' PRCGRESS REPORT

PSBR COSTS (indexed base) £m

Firm

or

Open

Specific Duties Overall F
Petrol 0

Industry NIS F
0il F

0il 0

CcT (o]

CT 0

Persons RV 0
CB (o}

118 0

Packageszgisks Misc o}
Fiscal Adjustments 0
PSBR o

REVENUE COSTS OF BUDGETS £a

Indexed

Non~indexeq

Direct Split - Revenue costs
Budget

Persons

Businesses
As above

Budget plus Autumn

Persona

Businesses

As above plus Autumn

BUDAET BECRET

BUDGET A BUDGET B BUDGET C
1983-84 1984-85 1983-84 1984-85 1983-84 1984-85
10 10 10 10 10 10
- - - - 50 50
200 300 200 300 200 300
90 140 90 140 20 140
- - - - 15 ( 30)
- - 130 180 130 180
- - - - - 100
700 " 730 990 1040 1140 1200

[ 903 [ 250] L 901 f 250] [ 90] { 250]
- - - - 5 35
Loo 550 400 550 4oo 550

1400 1730 1820 1 2220 2040 2535
2000 3000 2000 3000 2000 3000
8000 7500 8000 7500 8000 7500
1530 2130 2015 2805 2255 3290 )
)
1760 2585 2345 3260 2485 3745 )
1020 1315 1360 1735 1570 2085
510 815 655 1070 685 1205
1530 2130 2015 2805 2255 3290
1020 1315 1360 1735 1570 2085
1210 1615 1455 1870 1485 2005
2230 2930 2818 3605 3055 4o9o

DATE: 114 FEBRUARY 1983 TABLE A

Comment

Cigarettes and Cider
Possible petrol

¥ N8 from August, private sector only

0il - Package B ) Note: Mr Lawson looking
0l - PRT reliefs ) ek tatal

Cockfield on CT or Reduce CT rate by 2% ato
ACT/TTR options

RN + 6-83-10%
CB (P/Ex charged to the Reserve)
Reduce IIS to 10%

(3ay) see meparate notes

Depending on forecast.
Depending on decisions.

These might appear in Table 1 of the FSBR

Indesed revenue costs as above

Indezed revenue costs as above plus
% NIS from April (£700m 1983-84,
£800y 1984-85)
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FROM: E P KEMP
21 February 1983

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

. M EBvass Sir Anthony Rawlinson
Mr Burns
(o MU leornyls Mr Littler
PR | e, AT ) Mr Middleton

Mr Bailey
Mr Cassell

Lt Mr Moore

ufv Mr Hall
Mr Ridley
Sir Lawrence Airey (IR)
Mr Fraser (C&E)

Professor Walters (No 10)

FIFTH BUDGET PROGRESS MEEI'ING TOMORROW

I attach a set of papers showing where we now stand on the fiscal side of the
Budget. The figures revolve around "Budget B" as we discussed it at the last
Progress meeting. The tables below show the total picture, a summary of the

rackages and risks, and details of some of the individual packages.
2. The basis of the arithmetic is as follows :-

a. The specific duties are fully revalorised except in
the case of cigarettes and cider where you have made
a firm decision, and petrol and derv, where the decision

is still open.

b. The NIS 7 per cent cut from August for the private
sector is regarded as firm. So is the first leg
of the o0il tax concessions, though in view of the
outstanding risk with Mr Lawson a further £100 million
has been provided in '‘packages" just in case. So far
as the CT, ACT and DIR options go, these stem from the
recent Inland Revenue submission; I have shown the

conceivable ranges which; 'Option 6" - variants on

BUDGET SECRET
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the upper profite limit so as to help with the marginal
rate or "Option 17" which does the same but takes the
main rate to 50 per cent; plus the ACT carry-back option;
plus the DIR option which should be taken with action on

tax havens if such were decided upon.

For individuals I have simply kept the 8% percentage points
over Rooker/Mise for all bands and rates etc. Equally I
have kept the child benefit increase at the level that has

been discussed.

To a great extent the packages speak for themselves. At
the top end I am including the risks of an increase in
Mortgage Interest Relief ceiling to £35,000, employment
measures costing £120 million, and additional measures on
0il tax, in case any of these materialise. It should be
noted that the packages include a substantial credit for

the various "fairness" measures.

For the fiscal adjustment I have retained for now the pre-
Budget forecast for the PSBR £8 billion for 1983-84 and
either £7.5 billion or £7 billion for 1984-85 (either of
these are broadly consistent with the 1%»per cent of GDP
that has been discussed). There is, however, a serious
risk in this whole area, as you will see from the draft
Industry Act Forecast which is also coming forward today;
that shows that the fiscal adjustments we have been thinking
about up to now, and which are reflected in the note below,

may in fact be shrinking. I return to this below.

It looks as though the public expenditure possibilities -
even at the higher end of the range = can be accommodated

within the Contingency Reserve and the planning totals.

No provision is made for anything on eletricity prices for
heavy industrial users - Mr Wicks' note to the Chief Secretary
of Friday} nor for anything on tax relief on NIC for the
self-employed.

BUDGET SECRET
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3. Taking the picture as displayed, the following tentative conclusions emerge: -

a. On the face of it there is room for Budget B, in both
1983-84 and 1984-85, right up to the maximum of the
options and risks shown; for 1983-84 this costs £1915
million against a fiscal adjustment of £2 billion, while
for 1984-85 it costs £2420 million against a fiscal
adjustment of £2.5 billion or £3 billion. (However if
one did go for the upper end of Budget B as presented
one would I think need a PSBR for 1984-85 of £7.5 billion,
to give a reasonable fiscal adjustment showing for that

year in the FSBR.)

b. Again at the top end of Budget B the revenue costs are probably
tolerable. The biggest figure shown is £3.8 billion, to be
compared with the parallel figure last year of £3.48 billion.
(I should emphasize that the £3.8 billion is a little rough

and needs refining.)

c. On the direct split between persons and businesses, the
position does not look too bad provided one can take
one~half of the Autumn NIS reduction into the pictﬁre.

You will see, in fact, that for 1984-85 the top end of
Budget B shows the benefits split almost precisely equally
between persons and businesses. (In making this split I
have allocated the Mortgage Interest Relief cost to persons

but the employment measures (principally TSTWCS) to businesses.)

d. As one goes towards the lower end of Budget B the split
between persons and businesses begins to look less good,
which is what one would expect since the items that are
thrown out or reduced are preponderantly "Business'.

At the lower end of the Budget B range it is not easy to
tilt the thing in favour of businesses, because of the
overwhelming weight of the cost of the excess over Rooker/
Wise; if we did have to do so then we would have to think
of doiqg something less than 81 per cent over Rooker/Mise and

BUDGET SECRET
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recycling some of the savings into eg a bigger CT option.
(Bach Rooker/Wise point costs slightly over £100 million
in PSBR terms).

e. Within '"personal' measures - and indeed generally - care
will however have to be taken that the Budget does not
risk being described as simply "for the better off".
While the individual elements we are considering are all
justifiable in their own right, taken together they could
lend themselves to this sort of attack - excess over Rooker/
Wise for the higher rates, Mortgage Interest Relief ceiling,
something on CGT and CTT, non-taxation of banks, etc. Against
this there are things like increased taxation on fringe benefits,
anti-avoidance measures, and the caring and charities measures.
But you will want to keep an eye on the whole question of

balance and presentation.

4, On the whole this is all right so far. But there are two large risks over-

hanging us.

5. The first of these is that referred to in paragraph 2(e) above - the fiscal
adjustment we have hitherto been working on melting at the hands of the forecasters
As I say a draft of the Industry Act Forecast is being put forward this afternoon,
and a meeting to discuss it has been set up for Thursday. That meeting would also,

I think, want to discuss the prospects for the later years, not just for 1983-84.

6. The second risk lies in the question of the social security over-provision.
The amounts involved here are £180 million in 1983-84 and £530 million in 1984-85,
or alternatively (on a scenario when not only do we not make the recovery of the
over-provision but the various concessions now in contemplation are nevertheless
given away) £250 million in 1983-84 and £725 million in 1984-85. This question

is being discussed separately.

7. Without knowing precisely how the forecast is going, nor the decisions on
the social security problem, it is difficult to say with any precision what
the effects of these risks on the Budget might be. On the face of it, however,

\
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one might hazard a guess that if either of these two risks (but not both) came
to pass then Budget B at the lower end might still be tenable, albeit the

balance shifts in the direction of persons away from businesses. 1In those

circumstances there might be a case for reviewing the number of percentage

points over Rooker/Wise that could be afforded. However if both risks came

to pass then Budget B is in serious difficulty, and it would probably be

necessary to have a much more profound review of the whole position.

Tomorrow's meeting

8. Tomorrow's meeting might like to :-

Note the general position on the possible ranges for
Budget B, as set out above, and on the basis shown
and the features this has eg by way of the split of
costs between persons and businesses. Assuming some-
thing on the lines of Budget B holds, is this broadly

acceptable? If not, in what manner shculd it shift.

Note the risks mentioned in paragraphs 5 to 7 above.
(Amongst other things these mean that while decisions

on ranges for outstanding matters ~ eg Corporation Tax -
can now be taken, final decisions cannot). Does the
meeting have any views - albeit preliminary and provisional
- on which of the elements shown in Budget B should be
shaded down, and to what extent, should either or both of

these risks materialise?

Note in particular the risk to the fiscal adjustments
mentioned -in paragraph 5 above. Has the meeting any
preliminary ideas about the implications of this for the
Budget in the broadest sense (as opposed to how the fiscal
measures might have to be altered)? Is there any further
work in this area needed against the meeting on Thursday
which is to discuss the draft IAF?

BUDGET SECRET
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d. Consider the overall position on the "packages", as

to content, balance, etc, Acceptable? Any changes?
e. Consider (rapidly) the position on the detailed packages
and the various outstanding matters; these may be briefly

summarised as follows :-

i. CGT and CTT matters, which are to be considered

at a separate meeting tomorrow.
ii, The "Fairness" elements.
iii. Mortgage Interest Relief ceiling.
iv. The employment measures.
v. The position on the North Sea fiscal regime.
vi. Various smaller matters.

Is the meeting satisfied with the position and progress in

each case?
E P KEMP
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Sypecific Duties:
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Ciguarettes and Cider

Petrol and Derv

3k rr e
Tuduetry:
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© 011 “"Package BY
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CT Opt

5on 6 - Option 17

ACT Oplion

DTR Op

Persons: 82% oV

CB (Pu

Fecknoes: Sce mne
Toierl Adjustrent

N B = - - P )
Vith 7R of )

OV SNUE COsES

Todened Y/1s in Teble 1

tion

er B/M

blic Fopenditvre)

sarate note

but sce cevering

minvte

Nen-indexed ) of YSER (epproxinate)

Tirect Split (Reverve o
Tudpet
Fersons

Business

As above
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BUDGEE CORFIDENTIAL DATE: 21 FULRUARY G483
MPLCKAGES"  SUMMARY £million
£nnex 1985-84 108h-85
Enterprise snd Small Firms (Note 1) A 67 205
Technology ond Irnovation B Ly 8l
Conslruction C 85 25
Caring and Charities D 30 60
Fiscellancous (including “"Fairness") E - ( 40 )
Fortgage Interest Relief (to £35,000) up to 100 125
Fuployisent up to 120 120
031 Tex - additional to seitled package up to 100 100
Cliild FPernefit - in msain Progress Report a0 250
216-626 58L..929
Less Poblic Fopendilure element slrcady
elleved Tor in forccest (ray) (Note 2) (100-150) (200--250)
Iess Reduction Lo #djust to PSER costs (say)
(Fote 2) ( 20- 50) (100-18&0)
In Propress Poport (say) . #,0-155 275500
Gross Public Tpenditure eleminis e2l-zhkly r20.Lig
llotes

1. Ko provision is made for anything on electricity prices for big
users or tax reliefs on NIS for the self-employed, on grounds that
these are unlikely to proceed.

2. MAdjustments still under review.

3, Due to further refinement some of these figures differ from those
in Summary of 18 February. Yet further changes remain possible.

BUDGET CONFIDENTIAL
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NG ET PACKAGES [Nole: items warred * are public expenditurel
YLELE A
SMALL FIRMS, ENIERPRISE AND WIDER SHANE OWNERSHIP
Full
1883--84 1984 -85 Year
Seltled
1. Business Expansion Schcue J nil 75 75
?. Loan Guarsntee Scheme® ) p) > -
3. VWidcr fhare owncrship 20 A5 40--45
4, Capitsl Gzins Tax
(a) monetary limits nil under 1 under 1
(b) retirewent relief nil under 1 1-2
5. VAT registration thresholds 5 10 10
6. De winiwis 1liwit for zssessment of
spportioned income under 1 under 1 under 1
7. Acceptonce credits 1.-2 1-2 1-2
Revenve cost 27 122
Public cxpenditure cost 5 5 -
NGO AT, PACKAGE COST ‘ 22 127 128154
St1i1)l ovistending
2kl oultstencing 23 ¢z
8. Crpital Tresnsfer Tax (P2.2.83% mtg) s el S0
Q, 7Zcro/deep-discounted sitock
(FST to winuvte Chencellor) na na na
40. Vet of tex puy tables) (FST na na na
_ lealing
11. Schedule D/E igcues ) dealing) na na na
12. Relief for interest, employee
buy-outs (IR submission 18.2.83 .
to FST) . under 1 -2 5
1%, Close companies -~ ACT limit on
loans (depends on mortgage
interest relief ceiling) under 1 under 1 under 1
A4, Tax treatuwent of interest paid
by companies to non-residents
(comments on consultative
document by 22.2.83) under 1 under 1 10
15. Other wider share ownership nil 5 5-10
\
[ 16. Tax relief for sel&—employed
NICs (CST/FST/EST against) - pm only 50 100 100 ]
OUTSTANDING ITEMS COST (excludin 35 78 110-115
GRAND TOTAL ) No 16% 67 205 239-249
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DATE: 18 Febrazy 1663
R15ED PACY.AGKS

FrCHN010GY AND JNNOVATION [Note: itens marked * are public expenditure)

Stled 1953-84 1964-85 1085-86

1. Extension of trausitional period ;
© for capital allowances ~ £3lms nil ril 50

2. Frtension of transitional period
for capital allowances - teletext

Vs . nil 10 15

3. S-RIsS* 20 e 4o

b, Tnforetion teclnology* 7 10 13

5. Doovation linked investnz=nt* 5 15 20

6. Ldvisory scirvices* 12 Q 9
7. Scicuce Parks (see note) - - -

Rivenue cosls nil 10 45

Poblie wipenditure costs L4y T4 82

WOTET, PACKARE COSTS Iy gl VY

Hote:  The tolal public capenditure cost over Uoee yeais is £200 million;
any science pavk cost 1s Lo be accomodsted witliin this total.

The cost of the whole package over three years is £255 million.

DATE: 18 February 1983

o B

\
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DATE: 271 Folsuary 1675

RIDGKT PACKAGES
COLEIRUCTION [Nole: dtcns marked * are public expendjiurej

163784 1984-85 Full Y
Settled
1. Fnveloping? 50 il -
2. Tnprovement grants* 35 nl -

" Tn(1\nae in proportion of office
space qualifying for industrial

building allouwance nil 10 25
4, Fxicension of hotel allowance to
self catoering nil up to 5 up to 10
5. DIT - e>tension of own-use
deTersient nil vrder 1 5
6. &nll Worvshiop Schome - &velaging
for oo LA BE uwnicer 1 under 1 under 1
Bevernue cosls riil 15 ho
Public eapeniiture costs g5 il ) -
TOTAL FAOVAGE COSIS a5 15 L0
Sti1l cuisiading
7. Stock relief: houszholders
part erchange (IR subwission under 1 10 10
pending)
Tourism items '
8. Section U4 grants nil nil nil
Notes GRAND TOTAL 85 25 50

(1) The mortgage interest relief item previously listed in the construction

package is now listed separately.

(2) Ttem 8 on Section U grants would involve expenditure of £3 million each year,

but with offsetting savings from Tourist Boards.

BUDGET - CONFIDENTIAL »2 e 183
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DETE: 21 Fobraay 1800
115k FPACYAGES
CARING AND CHARITIES [Note: dtems marked * are public cxperiiture]
1063-84 1984-85 Full ycar
Seitled
1. »tension of widows Leircavenent 20-25 25-30 25-30
allcwmmice
2. Real Snercase in mohility allowance* 2 6 . -
3. Real dinciease in therapeutic
carnings 1inat* 0.1 0.3 -
. Abolition of £250,000 limit for
CIT cxemplion —gifts to charities  under 1 under 1 under 1
5. Deeds of covenznt; dncrease in
ceiling for higher ete reliefl
Lo F5,000 nil 3 3
O. Tew war ponsioners mobility
sanploment* -0.1 1 =
7. Soeple wertoay bonefit capital
G 3.5 10 .
8. T reliel for stalf seconded
ty cor penies to voluntary bodics urder 1 under 1 under 1
2, A oval of irvelidiiy Liap? 7.5 3 -
Reverue costs 20 -25 c8-53 FS-33
Foblic expenditure costs 13 a1e) -
Tahlice expenaiture costs alter
orfsetiing cavings il 11 -
TOTAL, PACKAGE COSTS 20-25 30.-44 28-33
Still outstanding
10. Real increase in housing benefit)
childrens' needs allowance * )see 5 15 =
. . . note
11. Grants to bodies involved in )

voluntary service for elderly* ) 2 2
GRAND TOTAL 27-32 56-61 28-3%3%

Note: Decision on items 10 and 11 te be taken after meeting with
Secretary of Staté for Social Services.

BUDGET - CONFIDENTIAL

E: 21 February 19






Loab o g | T R T e
i Colean N ii/\‘_
EUNGET PACHLGES
USTATR I Y
FMISCRLTARBOUS (INCLUNING FPAIRNESS TN TAXATTOR)

Note: 411 figures are ylelds

unless otherwise specified

Full
1983-84  1984-85  Year

Settled
1. TFringe benefits - scholarships 1-10 1-10 1-10

2. Fringe benefits - car and
car fuel scales nil 25..40 25 40

3. Fringe benefits - "Marks & Spencer"
device nil nil 1

4. Bceneficial loans — official rate 7
COST: nil 1.-2 1-2

5. Tife assurance: chsrgesble evenls:
secondlhiand bonds under 1 onder 1 under 1
6. CGT: ron-resident Lrosts vnder 1 tnder 1 nnder 1
TOPAT, PLCKAGE YLIEILD 2--11 56--49 3750

U311 oulstending

7. Group relief: avoidence (RL) nil 10 10
8. DLT: disposals by non-residents 1 2 2
5., Texetion of interrational business.under 1 under 1 100
Yote: 1SP(R) rcecommends procezding
with items '7-9

10. Fringe benefits; dovble 25,000

dzxwoe (dcpends on worigege

interest relief ceiling S nil under 1 under 1
41. Directors PAYE tax (decision in

context of Keith and package

as a whole). nil 10 10
12. TSBs to be trecated as bodies

corporate (inclusion depends on

Budget arithmetic) COST: 10 20 20
1%. Company cars: capital allowances

(FST dealing) nil nil nil
14. Couwpany cars: easement of potentlal

‘double charge nil nil nil

15. /...

BUDGET - CONFIDENTIAL
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15. Stomp duly - selective xeform
packape (ewaziting ,
Chancellor's decision) COST: 5 5 >

16. VAT exemption for work of art
accepted in lieu of tax _
(Customs to advise) na na na

17. Agricultural rental inocome to be
trezted as carned income na na na
_(FST dealing)

QUTSTANDING ITEMS YIELD 14 (COST) 2 (COST) o7
GRAND YIELD TOTAL 312 (COST) 34-47 13 .87
Taken as nil (40) yield

raial S
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BUDGET MEASURES

FIRM
Tax NIS - 3% from August
IT - 8% over RW + roundings
Specific Duties - net
0il - as proposed
CT - Package 6(b)
MIRC - to £30,000

Packages (separate notes)
Small firms
Technology
Construction
Caring

Miscellaneous

Publiz Bxpenditure - separate notes

TIAL FIRM

OI'HER POSSIEILITIES

Tax ACT carry back

Widows Bereavement

Public Expenditure - separate note (say)

TOTAL POSSIBILITIES
GRAND TOTAL

(Grand total of notes of 1 March)

3 March 1983

1983-84
PSBR REVENUE
200 220
1010 1170
(10) (10)
105 120

35

55

32

3
120 250
1550 1890
20 25
30 30
50 55
1600 1945 -
1590 1920

1984 -85

PSBR REVENUE

300 Loo

1060 1490

(10) (10)

85/ 100

: =

85

148

10

15

I

(42)

180 395

1870 2665

60 20

25 30

20 20

105 120

1975 2785

—— f—————

2020 28320)
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COPY NO g oF 3% COPIES

RECORD OF THE FIFTH BUDGET OVERVIEW MEETING AT 11 AM ON 22 FEBRUARY

/

'
Present: 4
Chancellor Mr Burns — Mr Kemp
Chief Secretary Sir Lawrence Airey AIR) Mr Cassell
Financial Secretary Mr Fraser (C&E) Mr Ridley
Economic Secretary Mr Littler Mr Hall
Minister of State (C) Professor Walteps (No 10) Mr Evans: Item 1 only
Minister of State (R) Mr Bailey Mr Green: (IR) Items 3&4
Sir Douglas Wass Mr Middleton Mr Kerr only

Sir Anthony Rawlinson Mr Moore

Papers:
1 Post-Budget Forecast aryd Draft IAF (Mr Evans' minute of
21 February)
ii. Petrol, Derv and VED (Minutes of 18 February from Mr Moore and
Mr Freedman, and of 21 February from Mr Bone)
iii. Corporation Tax (Mr Battishill's minute of 17 February)
iv. Progress Report (Mr Kemp's minute of 21 February)
V. Budget Speech (Mr Norgrove's minute_.of 18 February)

ITEM 1l: Post-Budget Forecast

It was noted that the provisional post~Budget forecast appeared to imply
that the fiscal adjustment in 1983-84 might be some £0.5/1 billion lower
than in the January forecast. But it was still subject to a number of
uncertainties, for example the o0il price assumption, and further work
was in hand. The forecast for inflation was rather better than before.
The 1982-83 Qutturn PSBR might now be only some £7.5 billion, though

further work too was in hand on it.

2. The Chancellor noted that further discussion of the post-Budget

foreéast would be required. But Mr Evans' submission illustrated the

need to keep close to the lower end of the cost-bracket for Budget B

in the annex to Mr Kemp's minute. A separate meeting on the draft

industry act forecast (and the MFTS) had been arranged for 24 February.
/ITEM 2: Petrol

1
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ITEM 2: Petrol and Derv

3. It was agreed that increases of 4p and 3p in the excise duties on
petrol and derv -should be the preferred option. The alternative
option of increases of 4%p and 3%p should however be kept alive,
pending discussions with the Secretaries of State for Transport, Energy, '
Scotland, and Wales, and with the Chief Whip and the Prime Minister. |

ITEM 3: Corporation Tax

4. It was agreed that, in the light of the provisional post-Budget
forecast, corporation tax options involving a reduction in the main
rate from 52 per cent to 50 per cent should now be dropped. Cutting
the small companies rate from 40 per cent to 38 per cent was regarded
as a higher priority, and it was agreed that option 6b in

Mr Battishill's minute should be included in the Budget. The lower

profit limit would remain at £0.1 million, but the upper limit would rise

to £0.5 million. The new marginal rate would be 55% per cent, and
the cost some £40 million in 1983-84, and £70 million in 1984185.

ITEM 4: Progress Report

Budget Balance

5. It was suggested that some might see the proposed NIS reduction as the
marginal item, and the proposed 8% per cent increase (above Rooker Wise)
in income tax thresholds as the essential element, if the fiscal
adjustment were squeezed. Others, including the Chief Secretary,
however suggested that the increase in thresholds and the NIS cut
should be regarded as central to the Budget. Given the forecast, it
was agreed that it would be important not to exceed "Package B" on
0il taxation, now under discussion with the Secretary of State for
Energy: the Minister of State (R) would indicate to the Energy
Secretary on 23 February that the Chancellor could not go beyond the
position described in his letter of 21 February. The ACT and DTR
/options should

2
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options should remain under consideration, though both might suffer in
the event of a serious squeeze. It was noted-that the risk of pressure
for assistance for petrochemicals, or on energy prices, appeared to
have receded. Discussions on the mortgage interest relief ceiling
were proceeding: a concession must be strongly resisted. And on
employment measures, it appeared that the sum now at risk was/now/
only of the order of £25 million, since the Employment Secretary was
not pressing for the temporary short time working scheme. (No provision

need be made in the Budget arithmetic for tax reliefs on NIC for the

self-employed. ) The Chancellor would talk to the Employment Secretary (on 23 February)

Public Expenditure

6. Apart from the separate question of the adjustment of the social
security uprating, it was noted that the public expenditure position
was reasonably satisfactory, given the reduction from £120 million to

£25 million in the amount at risk on employment measures.

Packages
7. The Chancellor thought the technology and innovation package - as

described in the note of 18 February - satisfactory, though it must
of course remain subject to review in the event of a squeeze. In the

construction package, as described in the note of 21 February, only

items 4 and 7 were contentious. Urgent advice from the Inland Revenue
was required on item 7 (stock relief: householder's part exchange);
while the Chief Secretary should consult Lord Cockfield about item 4
(extension of hotel allowance to self-catering). Final decisions on
the caring package should await other decisions on social security
matters, and a meeting with the Secretary of State for Social Services
(subsequently arranged for 28 February). It was noted that the most
costly item - the extension of widow's bereavement allowance - was
also'probably the most attractive: the Chancellor thought that it

should if possible be retained. In the miscellaneous package, the

Chancellor asked
3
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Chancellor asked for early submissions on items 10 and 12 to 17 in
the list of 21 February. It was noted that item 11 could now be

dropped.

8. The Central Unit were asked to provide revised and condensed
tables, covering the overall Budget and the packages,for further

discussion, perhaps before the next overview meeting.

BUDGET SPEECH

9. The Chancellor commended the draft Budget speech circulated by

Mr Norgrove on 18 February. Drafting suggestions should be submitted
to the Central Unit by close of play on 23 Februaryrbearing in mind
the desirability of shortening, rather than lengthening, the present
text.

«

J O KERR
22 February 1983

e o o e g ————— T — o S ——{——— — o e S S S ——— -

Distribution:

Those present

Mr Freedman - Customs and Excise
Mr Howard - Customs and Excise
Mr Isaac - Inland Revenue

Mr Battishill - Inland Revenue
Mr Mountfield

Mr Robson

Mr Griffiths

Mr French

Mr Harris

Mr Norgrove
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BUDGET SECRET FROM: E P KEMP
23 February 1983

CHANCELLOR OF THE EXCHEQUER cc Chief Secretary

Financial Secretary
Economic Secretary
/¥3 ‘ Minister of State (C)
Mipister of State (R)
ir Douglas Wass
Sir Anthony Rawlinson
Burns
Middleton
Cassell
Evans
Moore
Ridley
Norgrove

e ]
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BUDGET - FURTHER PROGRESS REPORT

I attach a further Progress Report against your meeting tomorrow evening.

2. The top half of the top sheet below summarises the various measures.

These fall “into three categories :-

8e

The measures which are firm or which are reasonably
likely to proceed. These total up to the lower end
of the ranges shown. It should be noted that not all
these are yet finally settled.

Measures which might be (or might have to be) accommodated.
These are added in to give the higher ranges shown below.
They include the possibility of an increase in the Mortgage
Interest Relief ceiling to £30,000, the spending of £25
million on employment measures, and of course the risk on
the social security position where I have provided for a
possible cost of £30 million in 1983-84 and £90 million in
a full year, though whether this would merely be a charge
against the forecast or whether it would be reflected in the
Budget arithmetic remains for study. Alternative uplifts in
child benefit are also provided for. There is also provided
for in this category the desirable but dispcnsable measures
on ACT and DTR.
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c. Not provided for at all include risks such as energy
prices of big users, tax reliefs on NIC for the self-
employed, and anything on industrial rates (the "anti-
deroofing" measures, if they go ahead, are estimated to

have a negligible cost).

3. As well as showing the estimated PSBR costs involved, the table below

also shows how these measures, if they went ahead, split as between persons

and businesses, and how they would look in the FSBR on an indexed and non-indexed
basis. The persons/businesses split is not all that happy, on the face of it,
but of course one would pray in aid the fall in the exchange rate and the way
businessés have been favoured in previous years. A perhaps more important
problem here, of which you are aware, is how the "persons'" measures could be
selectively paraded with a view to making the Budget look as though it were

"for the better off'.

4. The lower part of the top sheet below seeks to show how the PSBR costs of
these measures we have in contemplation looks as against the fiscal adjustment
which might be available. I setlout in the table how the fiscal adjustments
currently look, against stated assumptions for the PSBR as they would appear

in the MI'FS - these would of course be the rounded figures and the actual PSBRs
as they would appear in the more detailed arithmetic might well be up to

£250 million higher in each year.

5. I should emphasize, although it needs no emphasizing, that these fiscal
adjustments are dependent on the forecasts, which are still shifting around.
In particular I am told that for 1984-85 the fiscal adjustment shown below

may be optimistic,

6. Subject to this reservation, however, it looks as though the total of the
cost of the proposed Budget measures at the lower end (paragraph 2(a) above)
is acceptable for 1983-84. For 1984-85, however, the position as shown is
less comfortable - and may turn out to be even more difficult than shown -~

so that it might prove difficult to have much of a positive fiscal adjustment,
if indeed any, for that year: As we move up into the higher end of the
possibilities shown (that is, taking in some of the measures/risks referred

to in paragraph 2(b) above) then while give or take the margins of error the
\
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position might still just be tenable for 1983-84, for 1984-85 it looks even

less comfortable.

7. One immediate conclusion from this analysis is that the position is accept-
able. TFor 1983-84 one would seek to stay towards the bottom end of the range
shown, but even if all the risks etc materialised the thing would not be
impossible.‘ For 1984-85 the position could be eased by a moving up of the
proposed PSBR to Mr Burns' original "ariant A" of £8 billion; a political/
economic judgment would have to be made as to the relative drawbacks on the

one hand of showing a higher PSBR than £72 billion and on the other showing

a small or nil fiscal adjustment.

8. However even if the position as stated could be lived with on these terms,
that position could deteriorate eg because of adverse changes in the forecast

and/or the materialising of other inescapable Budget measures which have to be
met. In this case iﬂ might be necessary to consider one or both of two

possibilities :-

a. Showing a higher planned PSBR path than that now shown
for 1983-84, and for that shown (or Mr Burns' higher
variant) for 1984-85.

b. Scaling down or throwing out some of the measures now
in contemplation. However the scope for this is very
limited. I think we have to regard the NIS reduction,
the 87 per cent over Rooker/Wise, the oil package as
stated and the child benefit proposals (at least at
the lower end in contemplation) as firm. This mops
up some £1.3 billion for 198%-84 and £1.6 billion for
1984-85, One might scrape up a further £100 million
or thereabouts through a rigorous re-examination of
eg what is proposed on Corporation Tax or parte of the
packages (cendidates costing more than £10 million
include the CIT measures, parts of the technology and
innovation measures, parts of the construction measures,
and widows bereavement allowance), but this only at the

cost of throwing out some very worthwhile measures, both

\

BUDGET SECRET
S



»a



BUDGET SECRET.

economically and presentationally. Moreover, a cull
on these lines would be very likely to worsen the person/

business split.
9. At your meeting tomorrow you might like to discuss :-

a. Is it possible (or desirable) to try to hold the options
on the table to the lower end of the ranges displayed?

b. On the given forecast and PSBR assumptions, could we

live with the higher end of the ranges?

c. As a development of (b), what views are there on the

PSBR/fiscal adjustment trade-off in respect of 1984-85?

d. Against the possibility that things may turn down, how
are the options set out at paragraph 8(a) and (b) above

to be ranked and rated?

e. Is the persons/businesses split as displayed, and within
the persons element the distributional consequences,
acceptable; and, if not, are there any feasible modifications

to what we have now which might be made.

10. Much of this, of course, turns vitally on the prospects for the forecast
for 1983-84 and 1984-85, and I understand Mr Burns will come to tomorrow's
meeting ready to speak to this.

@i%\

E P KEMP
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DATE: 24 FEBRUARY 1983

£ million
PSBR COSTS
—_— BUDGET B
1983-84 1984-85
Specific Duties: Cigarettes and Cider 10 10
Petrol and Derv, less VED 10 10
Industry: - NIS - 3% from August 200 300
0il - "Package B" 80 120
0il - "Condoc" concessions 15 ( 30)
CT - '"Package 6(b)" 35 60
ACT - extended carry back - 0- 60
DTR - reverse set off with ACT S - 0~ 35
Persons: IT - 831 over R 1010 1060
CB - 10p variation (P/Ex) [ 70-90 ] [ 200-250 ]
Packages: As attached note 150-300 250-450
Cost of Budgets 1510-1660 1780-2075
mmﬂ_
REVENUE COSTS (approximate)
Persons 1330-1400 1810-1910
Businesses (including 2% of Autumn). 890- 920 1320-1450
mm
Total including 3% NIS of Autumn (Indexed) 2220-2320 3130-3360
o=t - T — ——S
Total without 4% NIS of Autumn (Indexed) (for FSBR) 1870-1970 2730-2969
= = e I — ——— ]
Total without 2% NIS of Autumn (Unindexed) " 2100-2200 3160-3390
f—— —— -]
PSBR cost of Budgets (as above) 1510-1660 1780-2075
e — ]
Fiscal Adjustments - on provisional forecast at 21.2.83.
With rounded PSBRs of £8/273 billion (27/24% GDP) 1500 1750-2250







BUDGET SECRET DATE: 24 FEBRUARY 1983

"PACKAGES" SUMMARY £ million

TABLE 1983-84 1984-85
Enterprise and Small Firms A 50 215-240
Technology and Innovation B Ly 84
Construction C 85 30
Caring and Charities D 30 57
Miscellaneous (including "Fairness') E 2- 11 ( 53~ 76)
Mortgage Interest Relief (to £30,000) 0- 75 0-100
Employment 0- 25 0- 25
Child Benefit - in main Progress Report 70~ 90 200-250
Social Security uprating changes (Note 2) 0- 30 0- 90
281-44o 533-800

Less: Public Expenditure element already
allowed for in forecast ( 100 ) ( 250 )
less: Reduction to adjust to PSBR costs ( 25-30 ( 50-100)
156-310 233-450
In Progress Report (say) 150-300 250-450
Gross Public Expenditure elements F 201-276 288-453

Notes:

1. No provision is made for anything on electricity prices for big
users, tax reliefs on NIC for the self-employed, or additional
North Sea o0il measures.

2. Treatment of Social Security changes under review.

3. Due to further refinement some of these figures differ from those
in Summary of 22 February. Yet further changes remain possible.

\
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TABLE A

DATE: 24 February 1983
BUDGET PACKAGES [Note: items marked * are public expenditure]

SMALL FIRMS, ENTERPRISE AND WIDER SHARE OWNERSHIP

Full
1983-84 1984-85 Year
Settled
1. Business Expansion Scheme nil 75 75
2. Loan Guarantee Scheme#¥* nil nil -
3. Wider share ownership 20 35 40-45
4. Capital Gains Tax
(a) monetary limits nil under 1 under 1
(b) retirement relief nil 1 4
5 VAT registration thresholds 5 10 10
6. De minimis limit for assessment of
apportioned income under 1 under 1 under 1
7. Acceptance credits 1-2 1-2 1-2
Revenue cost 27 123 130-135
Public expenditure cost nil nil =
TOTAL PACKAGE COST 27 123 130-135
Still outstanding
8. Capital Transfer Tax (22.2.83 mtg; see note) 23 46 55
9. Zero/deep-discounted stock
(FST to minute Chancellor) neg 25 na
10. Net of tax pay tables) (FST nil nil nil
11. Schedule D/E issues ) dealing) nil nil nil
12. Relief for interest, employee buy-outs
(IR submission 18.2.83 to FST) 1 2 2
13. Close companies - ACT limit on loans
(depends on mortgage interest
relief ceiling) under 1 under 1 under 1

BUDGET - CONFIDENTIAL






BUDGET CONFIDENTIAL

Full
1983-84 1984-85 Year
14, Tax treatment of interest paid by
companies to non-residents
(comments on consultative
document by 22.2.83) under 1 under 1 10
15. Other wider share ownership
(IR submission 22.2.83) nil 20-25 25-5_>0
OUTSTANDING ITEMS COST 24 93-118 92-117
GRAND TOTAL 50 215-240 222-252

Note: For item 8 the cost of the measures when statutory indexation is taken into account
is £38, 76 and 90 million respectively.

DATE: 24 February 1983

\
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TABLE B

DATE: 23 February 1983

BUDGET PACKAGES

TECHNOLOGY AND INNOVATION [Note: items marked * are public expenditure]

1983-84 ° 1984-85 1985-86

Settled
1. Extension of transitional period
for capital allowances - films nil nil 30
2. Extension of transitional period
for capital allowances - teletext
TVs nil 10 15
3. SEFIS* 20 40 40
4. Information technology* 7 10 13
5. Innovation linked investment* 5 15 20
6.  Advisory services* 12 9 9
7. Science Parks* (see note) - - -
Revenue costs nil 10 45
Public expenditure costs 44 74 82
TOTAL PACKAGE COST 44 84 127

Note:The total public expenditure cost over three years is £200 million; the science park
cost is to be accommodated within this total. The cost of the whole package over
three years if £255 million.

DATE: 23 February 1983
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BUDGET PACKAGES

TABLE C

DATE: 23 February 1983

CONSTRUCTION [Note: items marked * are public expenditure]
1983-84 1984-85 Full Year
Settled
1. Enveloping¥ 50 nil -
2. Improvement grants* 35 nil -
355 Increase in prdportion of office space
qualifying for industrial building allowance nil 10 25
4. Extension of hotel allowance to self
catering (CST to discuss with
Lord Cockfield) nil up to 5 up to 10
5. DLT - extension of own-use deferment nil under 1 5
6. Small Workshop Scheme - averaging for
converted premises under 1 under 1 under 1
Revenue costs nil 15 40
Public expenditure costs 85 nil E
TOTAL PACKAGE COST 85 15 40
Still outstanding
7. Stock relief: housholders part exchange
(IR submission 24.2.83) under 1 up to 10 up to 10
8. Small Workshop Scheme - extension of
period for buildings up to 2,500 sq ft.
(IR submission 21.2.83) neg 5 5
Tourism items
9. Section 4 grants nil nil nil
GRAND TOTAL 85 30 55

Notes

(1) The mortgage interest relief item previously listed in the construction package is now

listed separately.

(2) Item 9 on Section 4 grants would involve expenditure of £3 million each year, but with

offsetting savings from Tourist Boards.
\
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TABLE D
DATE 23 February 1983

BUDGET PACKAGES

CARING AND CHARITIES [Note: items marked * are public expenditure]

1983-84 1984-85 Full year

Settled (see note)

1. Extension of widows bereavement
allowance 20-25 25-30 25-30
2, Real increase in mobility allowance* 2 6 -
3. Real increase in therapeutic earnings
limit* 0.1 0.3 -
4, Abolition of £250,000 limit for
CTT exemption - gifts to charities under 1 under 1 under 1
5. Deeds of covenant; increase in ceiling
for higher rate relief to £5,000 nil 3 3
6. New war pensioners mobility
supplement ¥ 0.2 2 -
7. Supplementary benefit capital
disregards¥* 3.5 11 -
8. Tax relief for staff seconded by
companies to voluntary bodies under 1 under 1 under 1
9. Removal of invalidity trap* 7.5 23 -
Revenue costs 20-25 28-33 28-33
Public expenditure costs 13 42 =
Public expenditure costs after
offsetting savings nil 12 -
TOTAL PACKAGE COSTS 20-25 40-45 28-33

Still outstanding

10, Real increase in housing benefit

children's needs allowance* 2 L9 -

11. Grants to bodies involved in 2 2 _
voluntary service for elderly¥*

GRAND TOTAL 25-30 52-57 28-33

Note: All the public expenditure items in the package are subject to further discussions
with Mr Fowler.

\ DATE 23 February 1983
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BUDGET PACKAGES

TABLE E

Date: 23 February 1983

MISCELLANEOUS (INCLUDING FAIRNESS IN TAXATION)

Note: All figures are yields unless
otherwise specified

1983-84 1984-85 Full year
Settled
1. Fringe benefits - scholarships 1-10 1-10 1-10
2. Fringe benefits - car and car fuel
scales (FST note 23.2.83) nil 35-40 35-40
3. Fringe benefits - "Marks & Spencer"
device (FST note 23.2.83) nil nil 1
4. Beneficial loans - official rate Cost: nil 1-2 1-2
5. Life assurance: chargeable events:
secondhand bonds under 1 under 1 under 1
6. CGT: non-resident trusts under 1 under 1 under 1
TOTAL PACKAGE YIELD 2~-11 36-49 37-50
Still outstanding
7. Group relief: avoidance (BL) nil 30-40 30-40
8. DLT: disposals by non-residents 1 2 2
9. Taxation of international business under 1 under 1 100
Note: MST(R) recommends proceeding with
items 7-9
10. Fringe benefits; double £25,000 device
(depends on mortgage interest relief
ceiling; FST note 23.2.83) nil under 1 under 1.
11. Directors PAYE tax (FST note 23.2.83) nil 10 10
12. TSBs to be treated as bodies corporate
(inclusion depends on Budget arithmetic)
Cost 10 20 20
13. Company cars: capital allowances
(FST dealing) nil nil nil
14. Company cars: easement of potential
double charge (FST note 23.2.83) nil nil nil

\
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1983-84 1984-85 Full year

15. Stamp duty - selective reform package
(awaiting Chancellor's decision) Cost: 5 5 5

16. VAT exemption for work of art accepted
in lieu of tax (Customs submission
23.2.83) COST: 1 1 1

17. Agricultural rental income to be
treated as earned income (FST

dealing in context of "self-caterers") na na na
OUTSTANDING ITEMS YIELD 13 (cost) 17-27 116-126
GRAND YIELD TOTAL 2-11(cost) 53-76 153-176

Note: Ministers are to discuss 'fairness in taxation' items at a meeting on 2.3.83.

Date: 23 February 1983

\
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PUBLIC EXPENDITURE IN "PACKAGES" £ million
1983-84 1984-85
Loan Guarantee Scheme nil nil
Technology and Innovation Ly 74
Construction 85 nil
Caring and Charities (after offsetting 2 14
savings)
Employment 0-25 0-25
Child Benefit 70-90 200-250
Social Security general 0-30 0-90
201-276 288-453
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FROM MINISTER OF STATE (R)
DATE: 28 February 1983
CHANCELLOR OF THE EXCHEQUER Chief Secretary

cc

Financi Secretary
¢ Secretary

er of State (C)

A3

Byatt
Middleton

Kemp

Wicks

Robson

Mr Crawley
PS/Inland Revenue

OIL TAXATION PACKAGE

You asked for a table setting out where we stood on the o0il taxation

package, following Nigel Lawson's 25 February letter.

2. The table below sets out the position we have agreed so far,

(= = cost to the Exchequer; + = yield)

£m, money of the day

Average over

1983-84 1984-85 1985-86 1986-87 4 years
Main structure package
(offered in 21 Feb -90 =130 -340 -290 =212
letter)
Condoc proposals
offered (MST(R) 4 Feb -
letter, with %m tonnes 15 +30 +10 +25 +12
allowance)
Overall package -105 -100 -330 -265 =200

3.

As I thought he would, Nigel stresses in his letter that he wants

to ensure "that the net cash flow benefit to the companies does not drop

"below £200m a year" in what he calls "the years which most concern us."

1
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4, The table above shows that we have reached an average of £200m

a year down to 1986-87 with our present package. Judging from his
letter, Nigel is reckoning that the yield from Condoc will be approaching
£50m in 1985-86 and 1986-87 which he deduces will reduce the average to
some £150m per year. He will be pleased to find out that this is not

SO.

5. The question is, whether this goes far enough to satisfy him.

My feeling is that we really need to do a bit more. Rather than do

this on Condoc - where we are already at the generous end of what the
industry themselves suggested - I think we could accelerate the phase-out
of APRT. The choice seems to be between packages G and M of my

25 February note. These cost the same overall, but M has a higher cost
in 1983/84. They produce the following overall costs (including Condoc

and appraisal relief):

Average over

83/84 84/85 85/86 86/87 4 years ?
G 105 160 400 225 223
M 125 150 400 215 223
6. In addition, I see some merit in giving temporary further abatement

for pre-May 1982 agreements (para 5(b) of my 25 February minute) for
5 years., This would cost less than £5 million a year, but might lessen

the unjustified criticism of retrospective taxation. .
7. Thus if we can afford M and do the temporary further abatement in
paragraph 6, the total oil package will be one totalling over £900 million

for 4 years.

8. For the sake of completeness, I ought to mention 3 other relevant

points, which I am still discussing with officials.

(a) Future Southern Basin and On-Shore Fields

Nigel Lawson wants these fields to be given the new fields treatment

for royalties and the PRT oil allowance. Treasury and Inland

2
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Revenue officials recommend against this, and I accept their
advice. I agree with the advice w the new PRT appraisal relief

‘should be given to these fields.

(b) Exempt Gas and Pay Back

There is a complicated problem affecting Esso and Shell, where they
claim that the curtailment of uplift and safeguard reliefs in

1981 is going to produce an increase in their total tax payable of
some £250 million between now and 1988/89. Our officials recommend
that we should not legislate to avoid this charge on them. I will
report to you in more detail on this, but both we and the oil
companies have good cases to deploy. On balance, I think ours is

the better, but we should recognise that there will be trouble with |
this during Finance Bill debates. i

(c) Esso Reorganisation

Esso have pointed to an anomaly in some 1980 legislation, which
leads to a tax charge on a recent reorganisation they have made.
I accept the case for correcting this (at a once-for-all cost of j
£10 million in 1983/84, followed by a yield of £5 million in
1984/85), and it may help us presentationally.

7

‘CH JOHN WAKEHAM

/Written by the Minister and signed
in his absence/
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cc Chief Secretary
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BUDGET - FURTHER PROGRESS REPORT ON FISCAL PROPOSALS

I attach a further Progress Report for consideration at the sixth "Overview"

meeting tomorrow afternoon.

2., This comprises :-

Note A, which shows the PSBR costs of the measures we now

have on the table ranked in descending order of priority

as you asked.

Note B, which shows the revenue costs of the same measures

split as between those which directly affect businesses and

those which directly affect persons.

Note C, which summarises the various packages, and similarly

both ranks them in priority order and splits them between

businesses and persons;

Note C is supported by Tables A to

E which show more detail of the packages.
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3., There is, I am afraid, rather a lot of detail in these papers, which is

inevitable since they seek to summarise what we are now proposing more or less

all completely.

L, There seem to me to be three broad questions now arising, for discussion

tomorrow or otherwise :-

e

b.

Ce

How do the total PSBR costs of the measures as

shown in Note A now appear seen from the point of

view of the PSBR paths looked for and the latest

position on the forecast. On this I understand

that Mr Burns may be letting you have separately a

note. If any of the measures have to be dropped

what would be the precise priorities? Anything to be added?

How does the balance of the fiscal side of the Budget

as a whole now look, taking into account in-particular
the analysis of £he split of the direct effects of the
measures on persons and businesses shown in Note B?

As we always expected, even if we take into account

one half of the Autumn NIS reduction, persons come

out well ahead. Against that, however, the measures

for businesses remains substantial in: absolute terms
(nearly £1 billion for 1983-84, counting the % per cent
Autumn NIS), and of course businesses will have benefited
from the fall in the exchange rate. But if the balance
is not attractive, what if anything might be done to alter
itd

How, administratively, are we going in clearing up the
various outstanding points? 1In the tables dealing with
the packages I have side-lined elements where it seems to
me final decisions are still required. Elsewhere we
want final decisions on oil (and I see the MST(R) in his
minute of 28 February suggests an addition to the package

we now have on the table which seems to add substantially

BUDGET SECRET
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to the cost particularly for 1984-85), on unemployment
where I gather a meeting is being held tomorrow, and
of course on the Mortgage Interest Relief ceiling and
the whole question of the social security area. We
also need to tackle the ACT/DIR proposals, and what is
finally to be done on personal thresholds, though these
are more dependent on how much can be afforded than on

their own merits.

5. In addition to decisions on the precise tax and public expenditure measures

we also need decisions on the PSBRs (see paragraph 4(a) above) and the associated
monetary target paths, for the purpose of the FSBR and of course the Budget Speech.
I hope we shall be able to let you have drafts of the whole FSER, in printers

proof form, tomorrow or the day after.

E P KEMP
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NOTE A
1 March 1983
BUDGET MEASURES £ million PSBR costs indexed
1983~84 1984 -8
Prior Claims 1903-o4 1002
NIS - 2% from August 200 300
IT - 8% over RW - bare basic* 990 1040
CB - lower rate contemplated** [ 60] . [ 175]
Total Prior Claims 1190 1340
1
Group A
Specific Duties - net*** (10) ( 10)
0il - Package B plus Condoc concessions 95 85
CT - Package 6(b) 35 60
IT - roundings on allowance* 20 20
CB - higher rate contemplated** [ 20] 50
Unemployment Measures L 25] 25
Package elements (see attached Note C) 125 265 205 L3s |
Total Prior Claims + Group A : 1455 1775
Group B
MIRC - upper end of costs of going to £30,000 70 85
ACT - extension of carry-back 6 years - 60
DTR - raverse ACT/DTR set off - )5/
Package elements - other (see attached Note C) 65 135 65 245
Total Prior Claims + Group A + Group B 1590 2020
——— 1 —
Not reflected
Social Security (?) (Revenue cost)**** 0-30 0-90 ’
f————— E__—_———4

This is the basic cost of 8% per cent over RW. In Group A is the additional
cost of rounding the married man's allowance. Other permutations are possible.

CB and unemployment measures are public expenditure. Of the total cost £100 about:
million and £175 million (1983-84 and 1984-85) are scored at nil for the

Budget arithmetic being covered by public expenditure shertfall already

allowed for in the forecast. All the other public expenditure elements

in the Budget are charged at full PSBR cost.

Gains on cider and VED, less costs on tobacco, petrol and derv concessions.

Net cost after offsetting unemployment benefit and caring proposals.
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Note B
1 March 1983
FOR DETAILS OF MEASURES SEE NOTE A £ million revenue costs indexed

Persons Businesses Persons Businesses

1983-84 1983-84

Prior Claims
NIS* 570 800
IT 1150 ' 1450
CB 60 175

Total Prior Claims 1210 570 1625 800

Group A
Specifics (10) (10)
0il 105 100
.CT Lo 70 i
IT 20 4o |
CB 20 50 |
Unemployment 25 2> E
45 133 293 (10) ~ 80 250 435

\n

Packages

Total Prior Claims + Group A 1255 863 1705 1235

Group B
MIRC 75 100
ACT .70
DTR 4o
Packages 27 102 L8 48 5 105 76 186

Total Including Prior Claims,
Group A, Group B and Autumn
2% NIS. Tax and P/EX. 1357 911 1810 1421

Total revenue costs - Budget only
indexed** 1620 2215

Total revenue costs - Budget only
unindexed** 1900 2750

* 29 August plus 2% Autumn

** As in FSBR (provisional figures). Excludes P/Ex elements charged to reserve
or otherwise absorbed in existing totals.







BUDGET SECRET

NOTE C

1 March 1983

PACKAGES £ million revenue costs
1983-84 1984-85
Group A Group B Group A Group B
Enterprise and Small Firms (Table A) (B) 28 (B) 146
except CTT* (B) 23 (B) 46
Technoiogy and Innovation (Table B) (B) 44 (B) 84
Construction (Table C) (B) 60 (B) 20
except some cutting down on enveloping
and/or improvement grants (B) 25
Caring and Charities (Table D)** (P) 5 (P) 27
except Widows Bereavement (P) 25 (P) 30
Miscellaneous and "Fairness" (Table E)(B) 1 (P) (37) .
except "publicans mortgages" (P) 2 (B) 5
Total revenue costs as Note B 138 75 240 81
Reduce to PSBR costs (say) 13 10 35 16
Total PSBR costs as Note A (say) 125 65 205 65
=== —— - ——= ———-1
Revenue costs split (say)
Businesses (B) 133 48 250 76
Persons (P) 5 27 ( 10) 5
* CTT taken as "businesses' in this analysis as part of enterprise etc package.

But it could be described as ''personsi'.

score both ways or not at all).

**  WCaring" package costs (and unemployment benefit proposals) scored net

BUDGET SECRET
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' DATE:

BUDGET PACKAGES [Note: items marked * are public expenditure]

SMALL FIRMS, ENTERPRISE AND WIDER SHARE OWNERSHIP

TABLE A
1 March 1983

Full
1983-8L 1984-85 Year
1.0 Business Expansion Scheme nil 75 75
2. Loan Guarantee Scheme* nil nil -
3 Wider share ownership 20 30 35
ly, Capital Gains Tax (see note)
(a) monetary limits nil 1 1
(b) retirement relief nil 1 4
5. VAT registration thresholds 5 10 10
6. De minimis limit for assessment of
apportioned income under 1 under 1 under 1
7. Acceptance credits 1-2 1-2 1=2 .
A 8. Capital Transfer Tax (see note) 23 ke 55
I| 9. Zero/deep-discounted stock
(under discussion) neg 25 75
10. Relief for interest, employee buy-outs 1 1 2
+ Nl Close companies - ACT limit on loans
(depends on mortgage interest relief
ceiling but assumed dead) . - -
( 12, Tax treatment of interest paid by
companies to non-residents
‘ (Revenue submission to come) under 1 under 1 10
GRAND TOTAL 51 192 268

Notes: (1) For item 4 of the cost of the measures when statutory indexation is

taken into account is nil, 5 and 15 million.

(2) TFor item 8 the cost of the measures when statutory indexation is taken

into account is 38, 76 and 90 million respectively.
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TABLE B

DATE: 1 March 1983

BUDGET PACKAGES

TECHNOLOGY AND INNOVATION [Note: items marked * are public expenditure)

1983-84 1984-85 1985-86

1. Extension of transitional period
for capital allowances - films nil nil 30
2. Extension of transitional period
for capital allowances - teletext
TVs nil 10 15
3. SEFIS* 20 40 40
4. Information technology* 7 10 13
5. Innovation linked investment* 5 15 20
6. Advisory services* 12 9 9
7o Science Parks* (see note) = - -
Revenue costs nil 10 45
Public expenditure costs 44 74 82
TOTAL PACKAGE COST 44 84 127

Note:The total public expenditure cost over three years is £200 million; the science park
cost is to be accommodated within this total. The cost of the whole package over
three years is £255 million.

DATE: 28 February 1983

BUDGET CONFIDENTIAL







BUDGET CONFIDENTIAL TABLE C
' DATE: 1 March 1983
BUDGET PACKAGES [Note: items marked * are public expenditure]
CONSTRUCT ION
198384 1984-85 Full Year
1. Enveloping* 50 nil -
2,- Improvement grants* 35 nil -
3. Increase in proportion of office space
, qualifying for industrial building allowance nil 10 25
X Increase in hotel allowance or extension
B to self catering (CST minute to
Chancellor 24.2.83 ). nil up to up to 5
5. DIT - extension of own-use deferment nil under L
6. Small Workshop Scheme - averaging for
converted premises under 1 under under 1
Revenue costs nil 15 4o
Public expenditure costs 85 nil -
7. Stock relief: householders part exchange--
simple -scheme. : under 1 5 5
( Extension of assured tenancy capital
k= allowance to shared ownership properties
(still under discussion with DOE) na na na
GRAND TOTAL 85 20 45
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TABLE D
DATE: 1 March 1983
BUDGET PACKAGES

CARING AND CHARITIES [Note: items marked * are public expenditure]

1983-84 1984-85 Full year
ALL ITEMS STILL OUTSTANDING

1. Extension of widows bereavement

allowance 25 30 30
K Real increase in mobility allowance* 2 6 -
3. Real increase in therapeutic earnings
limit* 0.1 0.3 -
4, Abolition of £250,000 limit for
CTT exemption - gifts to charities under 1 under 1 under 1
5, Deeds of covenant; increase in ceiling
for higher rate relief to £5,000 nil 3 3
6. New war pensioners mobility
supplement * 0.2 2 -
7. Supplementary benefit capital
disregards* 3.5 11 -
8. Tax relief for staff seconded by
companies to voluntary bodies under 1 under 1 under 1
9.  Removal of invalidity trap* - 7.5 23 -
Revenue costs 25 33 33
Public expenditure costs 13 42 -
Public expenditure costs after
offsetting savings nil 12 -
TOTAL PACKAGE COSTS 25 45 33

10. Real increase in housing benefit

children's needs allowance* 3 10 -

11. Grants to bodies involved in 2 5
voluntary service for elderly* -
GRAND TOTAL 30 57 33

Note: All the public expenditure items in the package are subject to further discussions
with Mr Fowler.

DATE: 28 February 1983
BUDGET CONFIDENTIAL



.




BUDGET CONFIDENTIAL

BUDGET PACKAGES

MISCELLANEOUS (INCLUDING "FAIRNESS'")

2.

3a

9.
i 10a

1M,

124

s

14,

15.

TABLE E

DATE:

1 March 1983

£m (yields) unless
otherwise stated

1983-84 1984-85 Full year

Fringe benefits - scholarships neg ( 5) ( 5 )
Fringe benefits - car and car fuel
scales - 14% or 15% nil ( 30) ( 30 )
Fringe benefits - "Marks & Spencer"
device nil nil 1
Life assurance: chargeable events: )
secondhand bonds under (1) under (1) under (1)
CGT: non-resident trusts under (1) under (1) under (1)
CIT - remove special deemed domicile
rule for offshore islands Cost: 1 2 2
Group relief: avoidance (BL) nil ( 10) ( 10 )
DIT: disposals by non-residents
(MST (R) considering) ¢ 1) ( 2 ( 2 )
Taxation of international business
(consider with ACT/DTR change) under (1) under (1) ( 100 )
Fringe benefits; double £25,000 device
(depends on mortgage interest relief :
ceiling) nil under (1) under (1)
Directors PAYE tax nil ( 10 ) ( 10 )
TSBs to be treated as bodies
Stamp duty - selective reform package
(awaiting Chancellor's final decision ? nil - - -
VAT exemption for work of art accepted
in lieu of tax (Customs submission
23.2.83 1 1 1
Self employed second home mortgage interest
relief ("Publicans'") 2 5 5

GRAND TOTAL costs/yields 3 ( 32 ) (132 )
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RECORD OF THE SIXTH BUDGET OVERVIEW MEETING AT 4PM ON 2 MARCH

Present: ////l
Chancellor Mr Burns ™ /M

p. r Cassell

Chief Secretary Sir Lawrence Airey (IR) / Mr Ridley

Financial Secretary Mr Fraser (CR&E) .// Mr Kerr

Economic Secretary Professor Walters (No/10) Mr Hall

Minister of State (C) Mr Bailey Mr Green (IR))
Minister of State (R) Mr Middleton Mr Monger ) Item2
Sir Douglas Wass Mr Moore Mr Mountfield) only
Sir Anthony Rawlinson Mr Kemp Mr Pestell )

Papers:

i. PSBR Forecast (Mr Burns' minute of 2 March)

ii. Progress Report (Mr Kemp's minute of 1 March)

ITEM 1: PSBR Forecast a

Mr Burns recommended that, in the absence of further changes in oil 2
prices, the PSBR for 1983-84 should be shown as 2% per cent of GDP “
(£8.2 billion) ,which would be consistent with Budget measures along
the lines of those in Annex A to Mr Kemp's minute. For 1984-85, a
PSBR of £8 billion, with a fiscal adjustment of £0.5 billion, could
be shown. The latest estimate for the 1982-83 outturn was between
£7.5 and £8 billion: to show £8 billion for each of the 3 years

would produce a GDP percentage path of 3 per cent, 2% per cent, and
2% per cent.

2. It was suggested that the 1983-84 PSBR could be raised to £8.5 bil-
lion (or £8.7 billion, rounded to £9 billion). It was however noted
that a 1984-85 figure of E£8 billion would be unattainable if additional
Budget measures, whose impact would carry forward, were allowed for
1983-84. It was also noted that a 1983-84 PSBR of €8 billion had

been suggested in the Autumn Forecast, and that developments on the
exchange rate and the o0il price since the autumn could point to greater
caution. The 1982 MTFS had suggested a 1984-85 PSBR of 2 per cent of
GDP: to go up to 2% per cent of GDP for that year might be seen as

1 _7%/
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a significant relaxation, even if the 1983-84 PSBR remained at 2% per
cent of GDP, as indicated in the 1982 MTFS. To compound this by

going above 2% per cent in 1983-84 would give the wrong signal.

3. It was agreed that, in the absence of any further dramatic oil
price fall before Budget Day, the MTFS would show PSBR figures of
€8 billion for the 3 years 1982-83 to 1984-85. A further meeting

would be held - on 4 March - to consider what action would be appropriatef

in the event of a major fall in the o0il price before 15 March, and how
the risk of such a fall after 15 March should be handled in the Budget
Speech.

ITEM 2: Progress Report

Specific Duties

4, It was noted that decisions had been taken on all the specific
duties. - Those on petrol and derv might however be at risk in the
event of an early and major oil price fall: they could be reopened
without undue difficulty up to 7 March, though changes thereafter
would create difficulty.

0il Taxation

e, It was agreed that the Secretary of State for Energy should be
offered the additional concessions noted in paragraphs 6 and 8(c) of
the_Minister of State (R)'s minute of 28 February, but not that in its
paragraph 5. The Revenue cost of the total oil package would then be
£120 million in 1983-84 and £100 million in 1984-85, the PSBR costs
some £105 and £85 million. The Chancellor would write immediately to
the Energy Secretary: if a further meeting with him proved necessary,

it would take place on 3 March.

Budget Core

6. It was agreed that the NIS % point reduction from August, the

Rooker-Wise plus 8% per cent increase in income tax allowances, and

2
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the additional rounding of the married man's allowance, and package

6 (b) on corporation tax should remain the core of the Budget.

Child Benefit

7. The Chief Secretary proposed that the increase in child benefit

should be to £6.50 a week. The extra costs above those already
allowed for would be £20 million in 1983-84 and £50 million in 1984-85.
To cover the 1983-84 costs he proposed to drop the proposed extension
of the home improvement scheme to inter-war houses, and to deduct

€5 million from the innovation package. How to handle the additional
costs in 1984-85 would need further study.

8. The Chancellor agreed. Child benefit should be raised to £6.50.
The handling of the 1984-85 extra costs would be discussed at a

separate meeting on 3 March, which would also consider the public
expenditure implications of the decisions taken at the Prime Minister's

meeting ‘'on unemployment measures on 2 March. -

Capital Transfer Tax

9. It was agreed that no major CTT relaxation, on top of indeéation,'
could be afforded, but that it would be in order to round up the
indexed scale at a cost not exceeding £5 million in 1983—84;

[Ehe Chancellor subsequently agreed to the rounded scale proposed in
Mr Beighton's minute of 3 March./ Three minor CTT reliefs were also
agreed, viz a 2 year increase in the period for payment by instalments
(1983-84 cost £2.5 million), the removal of the £0.25 million limit on
gifts to*charities (1983-84 cost negligible), and the removal of the
special deemed domicile rule for the offshore islands (1983-84 cost
£0.5 million). the Chancellor subsequently agreed to the inclusion

of the two further reliefs - the extension of the business relief for
minority holdings in unquoted companies, and q; the agricultural relief
for let land, from 20 per cent to 30 per cent, mentioned in

Mr Beighton's minute of 3 March (1983-84 cost £0.5 millionl7.

3
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Tourism Package

10. Themeeting discussed the Chief Secretary's minute of 24 February,
and subsequent comments from the Financial and Economic Secretaries.
It was agreed to drop both the proposed increase in the hotel

allowance and its extension to self-catering.

Caring Package

1ll. It was agreed that the proposed increase in the mobility allowance
should be dropped. The proposed extension of the widows' bereavement
allowance, and the possible removal of the invalidity trap, would be

discussed further on 3 March, when the public expenditure implications

of the child benefit and unemployment measures decisions were clear.

Taxation of International Business/Advance Corporation Tax - .

12. The Minister of State (R)‘proposed legislation in 1983, for
implementation from 1984, on tax havens and the reversal of the ACT/DTR
set-off. As explained in his minute of 2 March, the package would be
Revenue-neutral throughout.

13. It was suggested that, if implementation were to be deferred,

legislation this year on tax havens might court unpopularity to no

good purpose. The Minister of State, and Professor Walters, disagreed:

the Minister of State thought that every reasonable objection to the
tax haven%s proposals had now been met, and Professor Walters thought
that the package, including the reversal of ACT/DTR set-off, was well

worth while, and would be well received.

l4. It was agreed that the package, as proposed in paragraph 5 of
the Minister of State's minute, should be included in the Budget.

15. On the separate issue of the extension to six years of ACT carry

back, a decision was deferred. It would be taken in the light of

4
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the decision reached on the mortgage interest relief ceiling.

J O KERR

Distribution:

Those present

Mr Littler

Mr Battishill - Inland Revenue
Mr Crawley - Inland Revenue
Mr Evans

Mr Robson
Mr French
Mxr Harris
Mr Norgrove

BUDGET SECRET



e e i ——




BUDGET SECRET

CH/EX. REF. NO 6(33’) 5
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NOTE OF A MEETING AT NOON ON 3 MARCH IN HM TREASURY ON RESIDUAL
BUDGET ISSUES

Present:
All Ministers Mr Middleton Mr Moore
Sir A Rawlinson Mr Green - IR Mr Kemp
Sir L Airey - IR Mr Monger Mr Pestell
Mr Burns Mr Mountfield Mr Ridley
Mr Bailey Mr Cassell Mr Kerr

-_—-.—.._—.—.—._———_.-...—-—_———-_.—.—————.—.—_————-—_————————_—_———._.—...———.—-—---—————..-.

Papers: Mr Kemp's minute of 3 March "Budget: The Public Expenditure
Position".

1. The meeting noted the public expenditure elements recommended
for the Budget, and approved the category A list in the Annex to .
Mr Kemp's minute, noting only that:-

i A 1984-85 cost of £10m should be shown for
uprating the cost limitson improvement grants;
and

ii. The 1984-85 cost of the part-time job release
scheme could be substantial, and perhaps of the
order of £25m.

2. The items in category B - possible casualties - were considered
and it was agreed that:-
a. The decision on 2 March to drop the proposed
real increase in the mobility allowance should

stand;

b. The removal of the invalidity trap (the 1983-84
cost of which would be £4m) should be further
considered ZIt was subsequently approved by the
Chancellor/;iand

1. c. The proposed
BUDGET SECRET
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c. The proposed extension of eligibility for
improvement grant to inter-war houses

should be dropped.

It was noted that removal of the invalidity trap might have high
staff costs: though the Chancellor recalled that DHSS had
earlier indicated that such costs might be absorbed - para 9 of
the. Chief Secretary's minute of 14 February. Mr Monger was

asked to investigate this point,and to try to ensure that additional

staff requirements were minimised.

3. The meeting then considered fiscal issues.

4. It was noted that the mortgage interest relief ceiling would
be raised to £30,000 at a PSBR cost of £55m (1983-84) and E£70m
(1984-85).

5. The case for dropping the extension of the widows' bereavement

allowance was considered. It was noted that the Chief Secretary
had regarded this - minute of 14 February - as the highest priority
in the caring package, and the one substantial Revenue item in it,
needed to make it credible. The Chancellor deferred a decision.

Aﬁe subsequently agreed that the extension should be implemented./ i

6.- The case for dropping the extension to six years of ACT carry-
back was similarly discussed. It was suggested that it would be
right to keep at least one free-standing response to the Corporation
Tax Green Paper in the Budget; and that the proposed measure was
well targeted to help manufacturing companies. It was on the
other hand suggested that public debate would proceed, whether or
not the Budget contained such a Corporation Tax concession, and
that - given the raising of the mortgage interest relief ceiling -
the heavy (£60m) 1984-85 costs of extending ACT carry-back would
be particularly difficult. A decision was deferred. Zﬁut the
Chancellor subsequently decided that the measure should be dropped;7
Pr. 7. The meeting
BUDGET SECRET






"BUDGET SECRET

7. The meeting then considered the staffing implications of
the Budget.
8. It was suggested that the impact of the Budget measures as a

whole might be to create an increased net staff requirement. This
was however contested: the large rise in income tax thresholds

would reduce IR staff requirements considerably.

9. The Central unit were asked to prepare an overall staff costs
score sheet. The reckoning would have to be released on Budget

day, and might well merit a place in the Budget speech.

J O KERR
3 March 1983

——————————— —— ————————— T — — f— — ————————————————— i ——————————— ——— T —— f————

Distribution:

Those present

Sir D Wass

Mr Fraser: C&E
Mr Littler

Mr Evans

Mr Robson

Mr Hall -

Ms Seammen

Mr Norgrove

Professor Walters No 10.
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MR KEMP

FROM: J O KERR
DATE: 3 March 1983

CH/EX REF NOWGE3I) |3
COPY NO ﬂ OF L COPIES

cc Chief Secretary
Financial Secretary
Economic Secretary
Minister of State (C)
Minister of State (R)
Sir Douglas Wass
Sir Anthony Rawlinson

~— Mr Burns Mr Monger
Mr Middleton Mr Mountfield
Mr Bailey Mr Ridley
Mr Cassell Sir L Airey)
Mr Moore Mr Green

BUDGET DECISIONS ON 3 MARCH: STOP PRESS
This is to confirm to you, and inform c
outstanding at the end of today's noon

follows: -

(a) To be included in the Budget

1983-84

Removal of ;
Invalidity Trap 4

Widows' Bereavement
Allowance Extension 20

- CTT: increase from
(1) 20% to 30% in business
relief for minority
holdings in ungquoted
companies and
(ii)in agricultural relief
for let land 0.5

(b) Dropped from the Budget

ACT carry back, extension
to 6 years -

.

>
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4%1 ) FROM: T BURNS
DATE: 2 MARCH 1983

CHANCELLOR cc. Chief Secretary
Financial Secrestary
Eccnomic Secretary
Minister of State(C)
Minister of St=ztz7R)
Sir Douglas VWoss
Sir Anthony Ezvliircon
Mr Littler
Mr Middleton
Mr Cassell
Mr Evans
Mr Kemp

Mr Ridley

PSBR FORECAST
1. I have been looking again at the prospects for the PSBR.
2. Over the period January-February 1983, estimates of the PSBR -~

on the basis of a Budget package worth £1% billion in 1983-84 and
£2 billiop in 1984-85, in PSBR terms - have varied as follows:

PSBR £ billion
1983-84 73-9
1984-85 | 62-9

The January forecast was at the lower end of the range; at the end
of last week we were at the top of the range; very latest estimates
are in the upper half of the range for each year.

3. As we have always tried to make clear, forecasts of the PSBR are
subject to errors of several billions of pounds in either direction.
The average error on PSBR forecasts is the equivalent of £4 billion
in 198484, 1In consequence, each new forecast is liable to show a
revision which, while small in relation to the margins of error, is

n

lzrge in relation to Bucget changes.
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4. Examination of the published forecasts for the PSBR éincé 1967-

dces not suggest zny bias. However since 1976 (coincidentally (%)
since concern with the PSBR hes increased) there has been a small
bias: the outturn has .been on average a little below the forecast.

5. V¥e have often pointed out that there hzs been something of a
cyclical pattern in these errors. For example the Ouuuurn has
tended to be below forecast when the growth rate 'has been’ 1mprOV1ng.
This points, if anything, to a further error in il.s* same dlrectwon
in 1982-84 as the growth rate is expected to improve further. Ve
have tried to give weight to these factors in forecasting; neverthe-
less we cannot be sure that they have been fully taken into account:-

6. TIn these circumstances I recommend that for 1983-84 you publish
a PSBR of 2£% of GDP (£8.2 billion) which would coincide - when
rounded to £8 billion - with the figure used in the Autumn Statement
and last year's MTFS.

7. TFor 1984-85 I suggest a PSBR of about £73 billion with zero
fiscal adjustment, or £8 billion with a fiscal adjustment of £g billion
These figures would be consistent with the forecasts of most Dut51de

rganisations.

8. The latest estimate for 1982-83 is between £71 biliion end L de
£8 billion. If we were to show £8 billion for each of the years A
1982-83 to 1984-85 the figures as a percentage of GDP would run -

3%; 2Z; . 23%. B
9. All this is on the basis of the present assumption about oil
prices (a p30.50-North Sea price from February “): if we decide to
base the Budget forecast on a substantially lower price then you will
want to look again at the PSBR and the size of the fiscal adJjustment.
But in the absence of further changes in o0il prices I suggest
freezing the PSBR figures at this point.

T BURNS e
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l¥}) FROM: T BURNS
DLTE: 2 MARCH 1983

CEALRCELIOR cc. Chief Secretsary
Financial Secretary
Economic Secretar

L

.
Minister of Stzte(C)
Minister of Stzt:'R)
Sir Tou=loe 1
Sir Anthony Esviinso

L9

Fr Iittler
Mr Middleton
Mr Cassell
Mr Evans

Mr Kemp

Mr Ridley

PSBR FORECAST
1. I have been looking again at the bprospects for the PSBR.
2. Over the period January;February 1983, estimates of the PSBR —

on the basis of a Budget package worth £1% billion in 1983-84 and
£2 billiop in 1984-85, in PSBR terms - have varied as follows:

PSBR £ billion
19835-84 73-9
198485 6%-9

The January forecast was at the lower end of the range; at the end
of last week we were at the top of the range; very latest estimates
are in the upper half of the range for each year.

3. ~As we have always tried to make clear, forecasts of the PSBR are
subject to errors of several billions of pounds in either direction.
The average error on PSBR forecasts is the equivalent of £4 billion
in 1984-8B4., 1In tonsequence, each new forecast is liable to show a
Tevision which, while small in relation to the margins of error, is

lzrce in relation to Bucget charnges.

=
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4. Examination of the published forccasts for the PSER sincé 1967
G02s not suggest any bias. EHowever since 1976 (coiDCideDtallyd(?Jgﬁ;
since concern with the PSBR has increased) there has been a small

bias: the outturn has.been on average a little below the forecast.

5. VWe have often pointed out that there has been something of a
cyclical pattern in these errors. For example the cutturn has
tended to be'below forecast when the growth rate hq@ been "improving.
This points, if anything, to a further error in t s same direction
n 583-84 as the growth rate is expected %o imprové further. Ve
have tried to give welight to these factors in forecasting; neverths-

less we cannot be sure<fhat they have been fully taken into accounti-

e

g

6. 1In these circumstances I recommend that forp 1983-84 you publish
a PSBR of 22% of GDP (£8.2 billion) which would coincide — when
rounded to £8 billion - with the figure used in the Autumn Statement .
and last year's MTFS.

7. For 1984-85 I suggest a PSBR of about £73 billion with sers
fiscal adjustment, or £8 billion with a fiscal adjustment of £} billio

These figures would be consistent with the forecasts of moStEéﬁtsidé'
Srganisations. i :

<3 e

8. The latest estimate for 1982-83 is between £73 billion'and s 4
£8 billion. If we were to- show £8 billion for each bfithefyears_?j;‘
1982-83 to 1984-85 the figures as a percentage of GDP would run -

3%; L% 22%, o
9. All this is on the basis of the present assumption about oil
prices (a P36:50-North Ses price from Februaryfﬁ):'if we decide to
base the Budget forecast on a substantially lower price then you will
want to look again at the PSBR and the size of the fiscal ad justment.
But in the absence of further changes in o0il prices I suggest
freezing the PSBR figures at this point.

5
i
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CHANCELLOR OF THE EXCHEQUER cc Chief Secretary
3 Fipancial Secretary

onomic Secretary
inister of State (C)
Minister of State (R)
Sir Douglas Wass
Sir Anthony Rawlinson
Burns — )
Middleton
Bailey
Cassell
Moore
Monger
Mountfield
Pestell
Hall
Ridley

FEFFTERFRR

BUDGET - THE PUBLIC EXPENDITURE POSITION

Following the request at your meeting yesterday, we have prepared the tables
below which list for decision the public expenditure elements now on the table
for the Budget. Category A are the items now favoured, while Category B are
some other items which have been in recent lists but which it is now proposed

to drop. Costs shown are excesses over the provisions made in the White Paper.

2. All the items adopted will be charged to the Contingency Reserve. This
should be stated in the Budget Speech in order to minimise the impression of

weakening control and failure to hold to White Paper decisions.

3.I For Cafegory A the note below shows not only the gross public expenditure
cost but also the net PSBR cost. As advised in previous papers, for 1983-8l
the first £100 million of the items charged to the Reserve can be regarded as
allowed for in the PSBR forecast; the excess over this scores against fiscal
adjustment. For 1984-85 the parallel figure is £175 million. In addition in
converting the revenue figures to PSBR figures we have made an allowance for

the off-setting saving on benefits arising from the employment measures.

1.
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ﬁ. I am letting you have separatelf a total score card for the Budget as it
now stands, reflecting the  figures shown in the notes below.

5. The figures in the tables below have been agreed with those responsible.

et

E P KEMP
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3 March 1983

£ million
Category A-Favoured
1983-84 1984-85
Social Sécurity
Raise cut off for SB resources to £3,000 2 7
Raise cut off for SB single payments to £500 1 3
Real increase in therapeutic earnings limit neg neg
New mobility supplement for War Pensioners neg 1
Less housing benefit savings R ¢-)) (6)
Restoration of 5 per cent abatement in UB 22 59
Increase Child Benefit to £6.50 per week,
plus corresponding rise in one parent benefit 74 97 212 276
Technology
As previous package, less £5m reduction
on advisory service and computer aids 39 69
Construction
Enveloping 50 -
Improvement Grants: uprating cost limits 10 60 -
Employment
DHSS early retirement (automatic credits 2
long-term SB 22) 24 2k
Enterprise allowance; cash limited
Nationwide scheme, plus spill over (gross) 25 25
Part-time JRS from 62, starting October (gross) 5 54 Note 1 L9
Gross P/Ex costs 250 394
Less allowed for in PSBR forecast 100 175
netting of unemployment measures cost 14 114 8 183
136 211
Less adjustment to PSBR costs 16 31
120 180

Net PSBR costs

Note 1: Unknown ~ to be determined ad referendum Ministers at D/Em meeting on 3 March
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Category B - Proposed to drop

Real increase in Mobility Allowance

Removal of Invalidity Trap
(net of amount already in Employment
package above)

Improvement Grant inter-war houses

Gross P/Ex costs

Summary

Gross cost of Category A items

-ditto- Category B items

1983-84

250

29

% March 1983

1984-85

14

20

39k

jo——— i

20

Note 1: Plus cost of Part-time JRS for 62, still to be determined.

(Note 1)
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' /
CHANCELIOR OF THE EXCHEQUER cc Chi;f Secretary
' Financial Secretary
2 onomic Secretary ,
inister of State (C)
Minister of State (R)
Sir Douglas Wass
- Sir Anthony Rawlinson
Burns — :
Middleton
Bailey
Cassell '
Moore .
Monger |
Mount field
Pestell
Hall
Ridley
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BUDGET - THE PUBLIC EXPENDITURE POSITION

Following the request at your meeting yesterday, we have prepared the tables

below which list for decision the public expenditure elements now on the table
for the Budget. Category A are the items now favoured, while Category B are
some other items which have been in recent lists but which it is now proposed

to drop. Costs shown are excesses over the provisions made in the White Paper.

2. All the items adopted will be charged to the Contingency Reserve. This
should be stated in the Budget Speech in order to minimise the impression of

weakening control and failure to hold to White Paper decisions.

3.. For Cafegory A the note below shows not only the gross public expenditure
cost but also the net PSBR cost. As advised in previous papers, for 1983-8L
the first £100 million of the items charged to the Reserve can be regarded as
allowed for in the PSBR forecast; the excess over this scores against fiscal
adjustment. For 1984-85 the parallel figure is £175 million. In addition in
converting the revenue figures to PSBR figures we have made an allowance for

the off-setting saving on benefits arising from the employment measures.

1.
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4. I am letting you have separately a total score card for the Budget as it

now stands, reflecting the figures shown in the notes below. |

|
5. The figures in the tables below have been agreed with tho?e responsible.

e

E P KEMP
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£ million

Category A-Favoured -
Social Security

Raise cut off for SB resources to £3,000 2 7

Raise cut off for SB single payments to £500 1 3

Real increase in therapeutic earnings limit neg neg

New mobility supplement for War Pensioners neg 1

Less housing benefit savings . (@) (6)

Restoration of 5 per cent abatement in UB 22 59

Increase Child Benefit to £6.50 per week,

plus corresponding rise in one parent benefit 74 97 212 276
Technology

As previous package, less £5mreduction

on advisory service and computer-aids 39 69
Construction

Enveloping 50 -

Improvement Grants: uprating cost limits 10 60 -
Employment

DHSS early retirement (automatic credits 2

long-term SB 22) 24 L

Enterprise allowance; cash limited

Nationwide scheme, plus spill over (gross) 25 25

Part-time JRS from 62, starting October (gross) 5 54 Note 1 49
Gross P/Ex costs . 250 394
Less allowed for in PSBR forecast 100 175

netting of unemployment measures cost 14 114 8 183
136 211

Less adjustment to PSBR costs 16 31
Net PSBR costs 120 180

Note 1: Unknown - to be determined ad referendum Ministers at D/Em meeting on 3 March
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Category B - Proposed to drop

Real increase in Mobility Allowance

Removal of Invalidity Trap
(net of amount already in Employment
package above)

Improvement Grant inter-war houses

Gross P/Ex costs

Summa{x

Gross cost of Category A items

-ditto- Category B items

1983-84

25

29

250

29

3 March 1983

1984-85

14

39k

20

Note 1: Plus cost of Part-time JRS for 62, still to be determinad.

(Note 1)
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NOTE OF A MEETING ON MONDAY 7th MARCH AT 4.15 P.M. IN
THE CHANCELLOR'S ROOM, H.M. TREASURY

Present: Chancellor of the Exchequer
Chief Secretary
Financial Secretary
Economic Secretary
Minister of State (C)
Sir D Wass
Sir A Rawlinson
Mr Burns ————
Mr Littler
Mr Middleton
Mr Cassell
Mr Mountfield
Mr Evans
Mr Moore
Mrs Lomax
Mr Shields
Mr Kemp
Mr Stibbard
Mr Hall
Mr Norgrove
Mr Corcoran
Mr Ridley

1983-84 FSBR
The meeting had before it Mr Corcoran's minute of 4 March.

2. The Economic Secretary queried the sense of moving the Budget proposals in detail to

the proposed position (part 4). After a brief discussion it was agreed that this did in fact

make sense and the document would stand as drafted.

3. The meeting considered the point in paragraph 8 of Mr Corcoran's minute, whether the
table 1.1 could be expanded to take credit for the autumn measures. It was pointed out that
this could create an unwelcome precedent and would pose conceptual problems. It was

agreed that the table should not be so expanded.
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4. There was some discussion of the change in definition of sterling M3 and the PSBR
alluded to in the footnotes to tables 2.2 and 2.5. It was noted that these changes would be
explained in greater depth in the Bank of England quarterly bulletin article but this would
not appear for two weeks after the FSBR was produced. It was agreed that there should be
a technical press notice produced to accompany the FSBR to explain the change and that the
footnotes should give a Part 5 paragraph reference. The Chancellor queried the consistency
of treatment of money GDP in paragraph 2.23. Mr Burns was not sure whether the figures

should be highlighted. He undertook to have another look at the figures.

5. The Chancellor asked if all were agreed on the formulation "no major change" to

describe the exchange rate in paragraph 2.13. Mr Middleton said that this had been

accepted by the Bank of England. It was agreed that this formulation should be used. Mr

Cassell agreed to have another look at the penultimate sentence of that paragraph.

6. The Chancellor asked that all references to oil prices be square bracketed in the next
version of the FSBR.

7. The FST noted that there was scant reference to unemployment in the FSBR. It was
agreed that this was not appropriate in such a document. The treatment was consistent with
the Government's insistence that it did not publish unemployment forecasts. The Chancellor

noted references to unemployment should be consistent with the Budget speech.

8. The Economic Secretary was concerned about the apparent discrepancy between the
text on productivity and the chart. Mr Kemp agreed to have another look at the words

although Mr Burns and Mr Evans did not think there was any inconsistency.

9. The Chancellor expressed concern about the picture shown on nationalised industry
price increases in table 3.2 of the section on inflation. It was agreed that this table should
be dropped. The reference to nationalised industry prices would come in the paragraph 3.22

where future performance could also be referred to.

10. There was some discussion of chart 3.6 and chart 3.3. It was agreed that the reference
"competitiveness" in chart 3.3 should be dropped and that there should be an attempt to

explain more clearly the concept of real unit labour cost.
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11. The Chancellor asked that the square bracketed sections showing the difference

between what was proposed and simple indexation should be left out from the part 4 text.

12. The Chancellor expressed concern about the zero percentage increase shown from
manufacturing production in 1983. Mr Burns thought that the table should show half year
figures. The Chancellor agreed that these should be included. That would put the figures on

the same basis as those on the autumn statement.

13. Mr Middleton agreed to have a careful look at the PSBR outturn for 1982-83.

14. The Chief Secretary alerted the meeting to the issues raised in Mr Stibbard's minute of

4 March. It was agreed that these would be discussed subsequently.

JIR

JILL RUTTER

Distribution

Those Present
PS/Minister of State (R)
Mr Monck

Mr Peretz

Mr Allen -

Mr Collison

Mr Robson

Mr Martin

Mr Harris
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CH/EX REF No,,',,B,[é‘?/zo

copy NO <. orF 28. COPIES

RECORD OF THE SEVENTH BUDGET OVERVIEW MEETING AT 11.30AM ON 8 MARCH

Present: :
Chancellor Mr Burns — /" Mr Moore
Chief Secretary Sir Lawrence Airey (IR) ,/ Mr Kemp
Financial Secretary Mr Fraser (C&E) Mr Cassell
Economic Secretary Professor Walters (No ) Mr Ridley
Minister of State (C) Mr Bailey Mr Kerr
Minister of State (R) Mr Middleton ) Mr Hall

Sir Douglas Wass
Sir Anthony Rawlinson

Papers:

i. Progress Report (Mr Kemp's minute of 8 March)

ii. Lower 0il Prices (Minutes of 4 March from Sir A Rawlinson
and Mr Cassell)

————————————————— T ————————— ] —— ——— T ————— — T —————————————————

ITEM 1l: Decisions of Minor Measures

The following decisions on minor measures were taken:-

a. as proposed by the FST (minute of 4 March) it was
agreed that the Business Expansion Scheme should be
brought into effect from 1 January, rather than
1 March,l984. The effect would be to bring forward
into 1983/84 costs which would otherwise fall in
1984/85. They might be up to some £25 million.

b. It was agreed that, as suggested by the Minister of
State (R) (minute of 4 March) the six year period
of carry back of_ég? should be introduced, as from
the present date, though with no backdating.
Compared to no extension of the period, there would
be no additional costs in 1983-84, and a cost of

some £1 million in 1984-85.

1
BUDGET SECRET
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c. It was noted (Miss O'Mara's minute of 7 March) that
the Secretary of State for Industry was bidding for
the restoration of €5 million a year to the technology
and innovation package, for use on Alvey. The decision
was that this bid should be rejected: decisions on
Alvey would have to be taken collectively, and should be

taken comprehensively.

d. It was noted that the increases in the car and fuel scales,

which were to be 15 per cent, had been rounded to cash
figures which all produced increases of over - and in some
cases substantially over - 15 per cent (Mr Driscoll's
minute of 7 March). While reasonably round cash figures
were certainly desirable, it was agreed that the proposed
scales should be re-examined, with a view to producing

figures rather closer tc 15 per cent.

e. It was noted, and agreed, that no action was proposed on

de-roofing.

ITEM 2: Budget revisions in the event of an oil price cut pre-15 March

It was agreed that no change to the proposed Budget would be required
provided that the world oil price did not fall below $27. Any

further fall before 15 March would, however, require Budget revisions.
A fall to $25 might increase the PSBR by some £0.8b, on top of the
increase of £0.5b which would result from the fall to $27. These
estimates assumed only a modest exchange rate fall - 2 per cent for

a 10 per cent fall in the o0il price: a larger exchange rate fall
would mean a smaller PSBR effect, though the need for offsetting action

might be greater on other grounds.

2
BUDGET SECRET
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The Chancellor asked for the urgent preparation of advice on possible
revisions to the Budget, on the assumption that the oil price fell
to $25 before 15 March.

BUDGET SECRET

While it might not in practice be necessary
to correct the full £0.8b PSBR effect of the fall from $27 to $25,
it was essential to consider what steps would be appropriate in the

event that it was decided to do so.

J O KERR

Distribution:

Those present

Mr
Mr
Mr
Mr
Mr

Evans
Robson
French
Harris
Norgrove
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CHARCEILOR OF THE EXCHEQUER cc Chief Secretgfy
Financial Sécretary
Economic Zecretary
Ministey of State (C)
Minist/r of State (R)

Burns

Middleton

Bailey

Cassell

Moore

Hall

Mr Ridley

Sir Lawrence Airey (IR)
Mr Fraser (C&E)
Professor Walters No 10

FUDGET - FURTHER PROGRESS HEPORT ON FISCAL PROPOSLLS

I attach a further Progress Report for consideration of the seventh "Overview"
meeting tomorrow morning. This is the same Report as you saw late last week.
It comprises an overall summary of where we are, detailed tables on the "packages",

znd a comacntary on sowme of the individual measures.

2. These ‘ebles svrarise what I hope can be regurded as the near final position
aon the Budget oversll. They ere, however, still subject to chenge, or risk of

change, from three msin angles -~

8. The actual arithmetic still requires @ ,dating in
some places (for instance the figures entered for
car and car fuel scales in Annex B are actually for
the previously suggested 14 per cent average increase;
they need to be increased for the 15 per cent now
settled.) There may be other points of correction

within agreed decisions that also seen to be picked

up.

b. Some policy issues are still outstanding. I understand,
for instance, that there is a proposal to advance the
start of the BES from 1 April 1984 to 1 January 198k,
This wosld have a cost. Another outstanding point,

BUDGET SECRET 3
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though this time with as I understand it no cost, is
the MST(R) proposal on the question of extending the
carry back of ACT. I am not aware of any other
outstanding points; if there are any they could

perhaps be mentioned at the meeting tomorrow.

c. Changes could of course be necessitated by events in
the o0il price area this week (or even on Monday of
next week). On this you had minutes from

Sir Anthony Rawlinson and Mr Cassell of 4 March.

%. Finally, of course, for completeness - I hope only for that reason - I
could mention that it is always possible to review or reopen some of the
proposals shown below, even if we have regarded them as firm, if now the total

picture can be seen it is felt it wents anending in some way.

4, I would suggest that the Overview meeting tomorrow might cover three broad

areas -
a. To note the overall position reached.
b. To clear up any known outstending points,

c. To discuss on a contingency basis what might happen
if the price of o0il did make some reductions necessary

over the next few days.

5. On the first of these, the meeting might just like to note what it set
out in the attached tables. The general shape of the Budget, as we knew,.
is one in which the lion's share goes to individuals in the first place,
though the position alters a little if one brings in to the reckoning one
half of the NIS reduction that was announced in the Autumn, and notes that
some of the measures scored to individuals particularly in "Housing and Home

Ownership" also help the construction industry.

BUDGET SECRET
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6. On the second point the only two matters I am aware of that are outstanding
are those mentioned at paragraph 2(b) above. As I say, if there are any others
perhaps they could be mentioned at the meeting. In principle it is undesirable
to add to the cost of the Budget following the settlement (at last week's Over-
view meeting) of the forecasts/PSBRs/fiscal adjustment picture for the FSBR. But
it may be that small changes that do not alter the picture materially might be

acceptable if there were strong reasons for them.

7. On the third point you have, as I say, minutes from Sir Anthony Rawlinson
2nd Mr Cassell. It is difficult to come to any firm decision about what might
be done, since the situation in which something might be necessary has not yet
arisen. But it seems sensible to assume that if the size of fhe Budget does
have to be cut down in a hurry it is best to go for mecasures which are (a) not
yet announced and (b) fairly big in themselves - we do not want to try to pick
up large sums of wovey in ponuy packages. This really reduces the possibility
to those which are listed in Mr Cassell's paragraph 5; NIS, personal allowances,
Mortgage Interest Relief ceiling, oil,child benefit and enveloping; plus, if
revenue incresses are to be looked for, action on the indirects of which petrol
is the most obvious., On the other =ide, of course, come of the effect of a

fall in oil prices could be met by letting the P3ER rise,

8. Since the situstion is unclear obviously final decisions cannot be taken.
But the meeting might like to discuss (a) whether these possibilities are all
thet could be reasonsbly looked if it was necessary to take urgent action, or
whether there are sny others vhich should be pursued, (b) how these various
possibilities would rank one ageinst each other if the need for action did
come up, (c) possible practical difficulties, eg with the(FSBR, Press Notices,
Revenue and Customs publications) and (d) whether there is any more work which

can usefully be put in hand now?

AL

E P KEMP
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BUDGET  SECELT ANNEX A

£ million
1983-84 1984-85
PSBR REVENUE PSBR  REVENUE
Andividuals
Personal Allowances 1010 1170 1060 1490
Housing and Home Ownership :
(Table B1) 80 115 65 105
Social Security (Table B2) 75 125 190 320
Unemployment (Table B3) 25 55 Lo 75
1190 1465 1355 1990
Businesses_and Industry
Corporation Tax 35 Lo €0 720
National Insurance Surcharge 200 220 200 Loo
Small Firms and Enterprise
(Table BY4) 25 35 130 165
Technology and Innovation
(Table BS) 30 Lo 50 80
290 335 540 - 715
North Sea 0il 105 120 85 100
Specific Duties (10) ( 10) ( 10) (10 )
Miscellaneous (Table B6) - - ( 30) (45 )
GRAND TOTAL 1575 1910 1940 2750

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

2: The figures shown are rounded and may still vary marginally. The
specific PSBR costs shown for each group of measures is necessarily
approximate,

BUDGET CONFIDENTIAL
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HOUSIRG AND HOME OWNERSHIP

1. Enveloping*

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

Sa Improvement grants*

4, Stock relief: householders part
exchange simple scheme

S Self-employed second home mortgage
interest relief

Revenue costs

Public expenditure costs

GRAND TOTAL

Tzken as

Note: Items marked * are public expenditure

BQDGET CONTIDENT IAL

ANNEX B
TABLE 1
£ million
1983-84 1984-85 Full Year
50 nil -
50 85 60
10 10 -
under 1 5 5
2 5 5
52 95 70
€0 10 -
112 105 v
105

115
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BUDGET s¥irprnT ANNEX B

TABLE 2
SOCTIAL SECURITY £ million
198%-84 1984-85
1.  Abolition of £25,000 limit for CIT
exemption on gifts to Charities under 1 under 1
2e Deeds of Covenant - increase in
ceiling for higher rate : 3
B Tax relief for staff seconded by
companies to voluntary bodies under 1 under 1
i, Fxtension of widow's bereavement
allowance 25 20
5. Raise cut-off for SB resources to
£3,000 * > 7
6. Raise cut-off for SB single payments to
£500 * 1 3
7 Real increcase in therspeutic earnings
limit *
8. New mobility supplement for War
Pensioners *
Less housing benefit savings | (2) (6)
9. Restoration of 5 per cent abatement
in UB * . 22 59
10. Increase child benefit to £6.50 per
week, plus corresponding rise in one
parent benefit * 74 212
11. Removal of invalidity trap * L 14
Revenue costs ) 25 3l
. Public expenditure costs 101 250
GRAND TOTAL 126 324
Teken as 125 320

* Public expenditure items. Costs are those over and
above amounts provided {or in the White Paper
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TABLE 3
UNEMPLOYVENT £ million
1983-84 1984-85
DHSS early retirement (automatic
credits 2, long-term SB 22)* 24 24
Enterprise allowance: cash limited
nationwide scheme, plus spill
over (gross)* 25 25
Part-time JRS from 62* 5 25 A
GRAND TOTAL Sh 74
Taken as 55 75

Note: Items marked * are public expenditure

A £25 million is provisional estimate
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TABLE 4
SMALL FIRMS, ENTERPRISE AND WIDER SHARE OWNERSHIP £ million
1983-84  1984-85 Full Year
1. Business Expansion Scheme nil 75 75
2e Loan Guarantee Scheme® nil nil ~
3, Wider share ownership 20 30 » Lo
4, Capital Gains Tax (see note 1)
a. monetary limits nil 1 1
b. retirement relief nil 1 L
Se. VAT registration thresholds ) 10 10
6. De minimis limit for assessment
of apportioned income under 1 under 1 under 1
7 Acceptance credits 1 1 1
8. Capital Trensfer Tax (sce note 2) 8 18 20
9. Zero/deep-discounted stock neg 15 15°
10. Relief for interest, employee
buy-outs 1 1 2
11e Tax treatment of interest pzid by
companies to non-residents under 1 under 1 10
12. Increase in proportion of office
space qualifying for industrial
building allowance nil 10 25
13. DIT - extension of own-use deferment nil under 1 L
14. Small Workshop Scheme - averaging
for converted premises under 1 under 1 under 1
. GRAND TOTAL 36 163 208
Taken as 35 165

- Note: 1Items marked * are public expenditure

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

2. Indexation of CTT costs 15, 30 and 45 respectively. The additional
costs shown for item 8 are for rounding up the indexed thresholds, for
extending the instalment period from 8 to 10 years, and for increasing
reliefs on let land and unquoted companies to 30 per cent.
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TECANOLOGY AND INNOVATION

1983-8k4

1. Extension of transitional period

for capital allowances - films nil
2. Extension of transitional period

for capital allowances - teletext TVs nil
3. . SEFIs* 20
4, Information technology* 5
5; Innovation linked investment* 5
6. Advisory services®* 9

7. Science Parks* (included above)

Revenue costs : nil
Public expenditure costs 39
GRAND TOTAL 39
Taken as Lo

Note: Items marked * are public expenditure

ANNEX B
TABLE 5
£ million
1984-85 1985-86

nil 30

10 15

Lo Lo

8 11

15 20

6 6

10 ks

69 77

79 122

30

The cost of the whole package over three years is £240 million

\
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MISCELLANEOUS

9.

10.

11,

Car and car fuel scales -
15 per cent average increase

Cheap housing for directors

Life assurance: chargeable events:

secondhand bonds

CGT: non-resident trusts

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

Group relief: avoidance (BL)

DIT: disposals by non-residents

axetion of international busivess.
Offset by Double Taxation Relief

against Corporation Tax

Beneficial mortgage loans from
emplojers

Directors PAYE tax

PSBs to be treated as bodies

corporate

GRAND TOTAL

Taken as

ANNEX B
TARLE 6
€ million (yields)
1983-84 1984-85 Full Year
nil ( 25) ( 2 )
nil nil ( 1 )
under (1)  wunder (1) under (1)
under (1) under (1) under (1)
1 2 2
nil ( 10 ) ( 10 )

nil nil nil
nil under (1) under (1)
nil ( 10 ) ( 10 )
3 10 10
2 ( 47 )Y - 52 )
- ( & )
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Annex C.
INDIVIDUAL MEASURES
Personal Allowances
1. All thresholds and allowances (including the higber rate and IS thresholds) to increase

by 14 per cent, or 8% per cent above the statutory minimum. This will for the great
imajority of people (but not guite all) more than outweigh the increased Natjonal Insurance

Contributions which come into effect in April,
forial Sectivity et

2. Child benefit to increase to £6.50 per week, taking its value above the level inberited
jn 1979. There will be a parallel increzse in one-parent benefit. The 5 per cent abateinent
in waemployment benefit, effected in 1980, to be vestored; widows be eaveraent allowince
o be exte:ded {0 a second year; the invaliditly trap to be eliminated. Should go some way

to offset the criticism on general social security vpratings.
Teneing snd Home Ownership

3. This group includes the increase in the Mortgage Tnterest Relief ceiling from £25,000
‘o0 £30,000. Also include€ zre proposals to provide more for Home Improvement Grants, and
also to provide money for so-called "enveloping” schemes, under which local zuthorities
repair the external fabrics of complete streets or terraces, as part of helping counter the

problemms of housing decay.

Uienployment

4. The measures here include proposals in respect of early retirement, a nationwide
extension of the Enterprise Allowance Scheme, and making the Job Release Scheme

available to part-timers from the age of 62.

Corporation Tax

5 Reduce the small companies rate from 40 per cent to 38 per cent, and alter the limits
so as to reduce the transitional marginal rate.

\
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National Insurance Surcharge

6. Cut NIS by 1 per cent for the private sector only, from next August. Complete
abolition of the Surcharge is the single measure most frequently and forcefully pressed in

industrial representations.
Small Firms, Enterprise and Wider Share Ownership

7. A major extension and simplification of the Business Start-Up Scheme, to he called the
Pusiness Expansion Scheme. The principal change is the extension of the present scheme {0
provide tax relief for equity investment not just in new companies but in all qualifying
e‘stablished unquoted trading companies. (Following a review, other changes are being
made to make the scheme less restrictive.) Also further measures to encourage wider
share ownership, improvements in the Capital Transfer Tax regime, an extension of the Loan

(Guarantee Scheme, and an increase in the VAT registration threshold.
Technology and Innovation

8. The major measure is the re-opening, at a cost of £100 willicn over the next thice
years, of the S aall Engineering Firms Investinent Scheme (SEFIS). Also included in the total
techuology pachage of £240 million over three years is help with Information Technology,
Tnmovation Linked Investment and a provision for extension of Science Parks. It is hoped

ithat this packzge will particularly benefit the West Midlands.
Other

9. The measures bere comprise mainly action on corporate anti-avoidence and personal

fringe benefits.

10.  On anti-aveidance, the intention is:-

(1) to counter the "British Leyland" device for avoidance through group relief.
Treasury Ministers are satisfied that the proposals will not hamper genuine

business transactions.

(ii) to legislate on tax havens but not implement the new measures before 1984, and
to provide for Double Taxation Relief to be allowed from the same date against
the full corporation tax liability before ACT is deducted. This is one of the

\
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changes most widely requested in representations on our corporation tax green
paper. Taken together the two changes do not involve any net increase in the
burden of tax on international business, but a switch in the burden away from
those who remit profits to the UK towards those who accumulate surplus cash
balances in tax havens overseas. The tax havens element in the package has
been the subject of extensive consultation by Mr Wakeham: he and the
Chancellor are satisfied that the proposals in their latest form meet every

reasonable representation that has been made during the consultative process.
11, On {ringe benefits, the intention isi-

(1) from 1984/85, to increase car and car fuel scales for company cars used
privately by higher paid employees by 15 per cent on average. (But the scales

will still be well below any realistic estimate of the costs of running a car.)

(i) on Directors PAYE tax, to deal with ceses in which clese counpanies pay
directors or higher paid emnployees a sum without deduction of tex from him snd
so accovint for insnfficient tex fo the Revenue. To do this, tax accounted for Ly

the company will be deemed o be a benefit in kind to the director,

(311)) 1o tax as a benefit expensive accommodation provided by companies to

~mploycees.

(iv) a deficiency in the present rules will be remedied {o prevent cmployees getting
both tax relief up to the limit on a comnercial mortgzge =2nd the bencfit of a

commensurate interest free Joan from the employer for house purchase.
Suveral other propoesals go in the opposite directicn:~-
k =1 &

(i) the extension from 20 per cent to 30 per cent of the CTT reliefs for minority

holdings in unquoted companies, and for let land.

(i) the removal of the special "deemed domicile" CTT rule applying to those
emigrating to the Channel Islands and the Isle of Man. (The Home Secretary has

pursued this case for some time.)

(iii) allowing the tenant self-employed (publicans and farmers) to have interest relief

on "second" home mortgages.
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_pecific Duties

12. These will be increased generally in line with inflation, thought with some small real
decreases in cigarcttes, petrol and derv, and, largely due to rounding, some small real
increases in beer, cider and VED. The Chancellor's minute to the Prime Minister of 24

February set out details of the proposals for petrol, derv and VED,
oil

13, The Chancellor's minute of 4 March reports on the package of measures agreed with

the Secretary of State for Energy.
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CH/EX REF No B 3%\

cory No / oF 3\ COPIES

RECORD OF A MEETING ON BUDGET CONTINGENCY PLANNING FOR A LOWER OIL
PRICE: 4.15PM, 9 MARCH, HM TREASURY

PRESENT:

Chancellor Mr Burns — / Mr Moore
Financial Secretary Sir Lawrence Airey (IR Mr Cassell
Economic Secretary Mr Fraser (C&E) / Mr Kemp
Minister of State (R) Professor Walters fﬁo 10) Mr Ridley
Sir Douglas Wass Mr Middleton Mr Kerr

Sir Anthony Rawlinson Mr Bailey

PAPERS:

Sir Anthony Rawlinson's minute of 4 March;
Mr Cassell's minutes of 4, 8 and 9 March;

Sir L Airey's minute of 8 March.

———— ———— —— T —— T T — S S e S S S —— —————— -

The meeting considered whether any action would be necessary in the
event of a fall in the o0il price, before 15 March, to $27. It was
agreed that it would be right to hold to the Budget measures as now
proposed; and the forecast 1983-84 PSBR of £8.2 billion to be

published; but that changes in the Budget speech would be required.

2. It was argued that the factors listed in paragraph 7 of

Mr Cassell's minute of 8 March amounted to a strong case for changes
to the proposed Budget measures which might reduce the PSBR by up to
£0.5 billion in the event that the oil price fell to $25 before

15 March. It would be reasonable to expect a fairly substantial
consequent fall in the exchange rate below the levels assumed in the
FSBR forecast (not least because the present levels were below those
assumed), but it would take a very large fall to maintain North Sea
revenue with oil at $25. And it was suggested that any oil price
fixed by OPEC in the immediate future would not stick for long, and
that the price might be well below $25 before the end of the year.

1
BUDGET SECRET






BUDGET SECRET

3. It was argued, on the other hand, that it would be a mistake to
make major Budget changes on the basis of a snapshot of oil prices
in mid-March, and that this would entail giving excessive weight to
one, admittedly important, variable. It was also argued that the
regulator provided a means of mid-year correction, which would be
widely understood, if the PSBR were in fact to show signs of over-

shooting substantially, because of reduced oil revenue.

4, The Chancellor however thought it right to prepare a contingency

plan providing for possible changes in the Budget measures saving up
to £0.5b on the 1983-84 PSEBR. In considering candidate changes, he
thought that:-

a. reversal of the decision to raise the mortgage interest
relief ceiling would, if attainable, be an obvious

starter.

b. Among public expenditure measures,"enveloping"could be
sacrificed relatively easily, together with £10 million
on improvement grants.
A reduced uprating of child benefit was another possibility,
but one which he would be reluctant to contemplate.

c. The NIS cut would be a logical casualty.

d. The proposals to advance the date of repayments under the
Business Expansion Scheme, and to extend the Widow's
Bereavement Allowance, could also be dropped (but he would
be reluctant to drop any of the other measures mentioned

in Sir L Airey's minute).

e. A modest increase - 2p a gallon - in the proposed new duty
on petrol and derv might cause some political difficulties,
but would be less disadvantageous than increases in the

other excise duties, given the substantial RPI effect of

2
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increases which would bring a relatively small yield.

(A small - 1lp - additional increase in the duty on
cigarettes could however be considered, for the increase
previously proposed did not amount to full revalorisation.)

5. ZT attach a note of the £0.49bn package thus provisionally

agreed,on a contingency basis=7
6. It was also agreed that no further consideration need be given to
an additional increase in VED; and that all or any of the measures

listed would be less damaging than a cut in the proposed increase in

income tax allowances.

J O KERR

Distribution:

Those present

Chief Secretary
Minister of State (C)
Mr Littler

Mr Evans

Mr Green (IR)

Mr Isaac (IR)

Mr Painter (IR)

Mr Hall

Mr Harris
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CHANGES TO PRESENT PLANS TO SAVE UP TO ABOUT £500 MILLION ON 1983-84 PSER

PROPOSED CHANGES 1983-84 1984-85
® ok EE LERE 4
Revenue PSBR PSBR
Saving Saving Saving
1. MIRC -hold at £25,000 50 45 70
2. Enveloping and Improvement Grants
- do not proceed 60 55 10
3. NIS - hold at 13% 220 200 300
L, BES - later start 25 25 ( 25)
5. Widow's bereavement extension - No 25 25 30
*x
6. Petrol - + 2p (becomes + 6p) 95
* %
7. Derv - + 2p (becomes + 5p) 25 105 105
* %k X
8. Cigarettes - + 1p (becomes + bp) 35 35 35
535 490 525
= f= = =————1 f=———=
OTHER
9. Petrol and Derv - another ‘1p 50 50
10. Cigarettes - another 1p 35 35
11. Child Benefit - £6.25 instead of
£6.50 45 120
‘ RPI effect of + 2p - under 0.1 per cent
.5 " + 2p - negligible '
i L i + 1p - under 0.7 per cent

****  Approximate
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FROM: D R NORGROVE
< o " DATE: 11 MARCH 1983
Sl ol €

1. MRW Ny Wil e Rt cc  Chief Secretar}
H«)\A \M,:l{/u c»(ﬂ.m. Financial Secretary

2. CHANCELLOR Economic Secretary
TE it \QM\S L qo Minister of State (C)
Minister of State (R)

oy L\._:S wa bt Sir Douglas Wass

Sir Anthony Rawlinson
“M—A_(”“\ ‘:(7{”%( Mr Burns '
. Mr Littler

Mr Middleton
Mr Bailey
Mr Moore
Mr Cassell
Mr Evans
Mrs Lomax
Mr Allen
Mr Hall
/ ' Mr Ridley

Mr French

Mr Harris

THE BUDGET ARITHMETIC

The Budget speech (eighth draft) makes various statements about the overall
arithmetic of the Budget and the autumn measures. People may find it helpful to have
a8 more precise description of how these figures are derived than is possible in the
speech itself.

c] Sl
A. "Last autumn, I announced measures with a revenue cost in 1983-84 approaching
£1 billion" (Public borrowing, paragraph 9)

1983-84
£m revenue
This is:
NIS 1% cut 700

Costs of holding down NIC by 0.3% in total 200 ("a little over 200")

900






B. "Most of this [autumn measures] was directed to reducing the burden

on private industry and commerce". (also paragraph 9)

1983-84

Revenue cost

NIS 1% cut 700

Cost of holding down employers' NIC

by 0.15% 100
800

So 800 out of 900 gives "most",

C. PSBR of £8 billion in 1983-84 "permitsfeal tax cuts with a cost to the PSBR of
some £11 billion" (pargraph 10 of "Public Sector Borrowing"),

"real" here means above indexation.

£fm 1983-84

revenue cost

Cost of tax measures
(table 1.1 FSBR first column) 1,670

Cost of expenditure measures scored

against fiscal adjustment

(not mentioned in FSBR but can be revealed

if necessary) 140

Then adjust from revenue cost to PSBR gives near £1.6 billion but say "some
£11 billion".
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D.  Budget and autumn together will "provide help for business and industry that is
worth around £1% billion in a full year". [Present draft of the speech says "more
than £14 billion . See separate minute proposing change.] (People and Business,

paragraph 2).

£m

Autumn Measures Revenue Cost 1983-84

Lower cash burden of

NIS and NIC 450

Chancellor said on 8 November: "As a result of the changes in national insurance
contribution and national insurance surcharge, the total reduction in the cash burden
on employers in the next year will be £686 million, about £450 million of which will be
a reduction wholly to the benefit of the private sector.” [Note that this estimate
takes account of rising earnings, higher NIC, lower NIS etec. It is of course on a
different basis from the figure shown in B above. B looks at the changes from the
government's point of view ie the cost of the measures compared to what would
otherwise have happened. The above calculation looks at the position from the point
of view of the amount of cash having to be found by employers.]

Full year
£m revenue CoSkh

1983 Budget

Corporation tax 70

NIS 390

Small firms and enterprise 190

Technology and innovation 120

North Sea oil 100 (full year estimate not shown in FSBR)
870

Note that this assumes revalorisation of the excise duties is not a charge to
industry (the CBI sometimes imply that it is) though on the other side the housing and
construction measures have not been scored as helping business. The cash cost to
business of revalorising petrol, derv and VED is about £170 million; the housing etc
package is worth £115 million.

Full year
£m revenue cyyb—

So Autumn and Budget together
say "around £14% billion" 1320






E. "The cost to the PSBREof the increases in allowances, thresholds and bands]

above indexation, will be over £1 billion". (Personal tax, paragraph 6)

Revenue cost £1,170 in 1983-84 and £1,490 in a full year (table 1.1 FSBR). Then
adjust to PSBR cost.

F. "Including indexation, the total revenue foregone [by raising the allowances,
thresholds, and bands] will amount to some £2 billion in 1983-84 and £2% billion in a

full year." (Personal tax, paragraph 6).

£2,000 million in 1983-84 and £2,545 million in a full year (table 1.1 FSBR).

2. There are some rough edges to these figures (combining full year and 1983-84
figures in D for example). But these seem unavoidable and generally defensible. The

numbers themselves will be checked yet again on Monday.

Do
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Sir D Wass

i Mr Burns——"
Treasury Chambers, Parliament Street, SWIP 3AG yr r Middleton

01-233 3000 Byatt
Mr Cassell
Mr Kemp
Mr. Moore

PRIME MINISTER Mr Crawley: IR

MORTGAGE INTEREST RELIEF ' -

... I attach the note by my people which I mentioned to you.
I know you won't like it, but I am bound to say that I
find the case against an increase in the ceiling on

mortgage interest relief pretty convincing. I have
discussed this with all your Treasury Ministers. None
of us believes that it would be right to raise the ceiling.

2. As you will see from the figures in the note, the

costs of making amove would significantly affect the
Budget arithmetic. To raise the ceiling to £30,000 .
could in the end cost about as much as a full percentage E
point increase this year in all the income tax thresholds, :
which would in practice be far more beneficial. Gains
would go mainly to existing owners: because house prices
would be pushed up, benefits to first-time buyers would

be minimal.

3. I believe the politics point in the same direction.
Any change on this front will increase our exposure to
the charge that the Budget (like the income tax changes
which we rightly made in 1979) leans too much in favour
of the better off. And it would be criticised for
favouring the "affluent South" to the disadvantage of i
the North.

/4. If you remain

,\’\
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4, If you remain unhappy about this, I will of course

be happy to have another word. But I really do think
that to increase the ceiling would be a mistake.

G.H.
24 February 1983
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MORTGAGE INTEREST RELIEF

Costs of increasing the limits

1. The cost of mortgage interest relief in 1983-84 will be some
£2.1 billion. The following table gives broad estimates of how

the costs would rise if the ceiling were raised:-

Eventual* cost
(at 1983-84 prices and

1984-85 cost

income levels)

Increase 1983-84 (including initial including the effect
ceiling to: cost extra borrowing) of additional borrowing
£m £m £m

£30,000 50-75 75-100 100-200

£35,000 75-100 100-125 200-300

£40,000 100-125 125-150 250-350

£60,000 125-150 150-200 350-450

£80,000 150-175 200-250 400-500

*This cost would build up over about 5 years.

If the ceiling were raised in line with average increases in house

prices in the life of this Government it would be about £33,000.

Mortgages and house prices

2. -~ The figures for building society average new mortgages show that
the £25,000 ceiling affects only a minority of cases, and that these

are concentrated in London and the South East.

Average nz2w mortgages:

(Building Societies only)

UK Greater Rest of South East
London
£ £ £
All buyers (Q4 1982) 16,900 22,600 20,100
First-time buyers (Q4 1982) 15,700 22,300 19,300

1
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The Inland Revenue estimate that out of nearly six million mortgages
only about 100,000 to 150,000 are currently over £25,000.

3. House prices rose by 6 per cent from Q4 1981 to Q4 1982. The
house price/earnings ratio is lower now (3.3:1) than at any time
since the introduction of the mortgage interest ceiling in 1974 - at
‘the end of 1973 the ratio was 4.5:1. Gross mortgage repayments for
first-time buyers now average 20 per cent of income, compared with
27 per cent at the end of 1981, and 26 per cent at the end of 1973.

Gainers and losers

4. The main beneficiaries of a ceiling increase would be existing
owners with big mortgages who would pay less tax. First-time buyers
at the top end of the market might benefit for a time, but lower

mortgage costs are likely to increase house prices (especially when
the market is rising anyway). Railsing the ceiling is thus unlikely

to make housing cheaper for first-time buyers.

The effect of lower interest rates

5. The mortgage rate fell from 15 per cent to 1O per cent in 1982.

- a purchaser taking out a £25,000 mortgage in December 1981
would have paid interest gross of £3,750, or net of tax
relief at the basic rate,of £2,625;

- for the same house now, and allowing (generously) for a
10 per cent increase in mortgage to cover house price
increases, a £27,500 mortgage would cost only £2,000 a
year net despite the £25,000 limit;

- the £2,625 net he would have paid in December 1981 would

now pay his net interest on a £33,750 mortgage.

Investment in housing or

3
CONFIDENTIAL

|
|
1
|
|
|






CONFIDENTIAL

Investment in housing or in enterprise

6. The tax treatment of investment in housing already compares
very favourably with the treatment of investment in risk projects.
Tax concessions to home ownership are already worth over £5 billion.
In addition to mortgage relief, the sale of a taxpayer's main
residence is exempt from capital gains tax, but other gains from
investment are not, and tax and investment income surcharge is

levied on the income they generate. As the Tax and Savings Group

pointed out, this has channelled funds away from the equity market, t
raised the cost of capital, and so contributed to the decline in

private equity and business investment, which we wish to stimulate.

7. The following table summarises the contrast in treatment:-

House - Own Business Shares

Tax relief

= on investment No Yes No(l)

- on interest payments Yes Yes No

Tax

- on income from asset No Yes Yes

- on capital gain |
from asset No Yes Yes |

Note:

(1) But relief is given at the company stage in the form of a

capital allowance against corporation tax.

Monetary implications

8. A large part of mortgage lending is of course used to finance

additions to the stock of owner-occupied houses, or te finance

improvements. But most of the remainder undoubtedly ends up financing
/additional
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spending or purchases of other assets.

ways in which this kind of leak can occur.

part of the funds raised for housing inevitably accrues as cash

the hands of the last person in the chain, who is ceasing to be

There are perfectly legal

For example, a large

owner-occupier; and tax relief encourages people to borrow more

than they otherwise would, leaving more of their own funds free

for other uses.

9. Total bank lending to persons rose by 45 per cent and bank

"lending for mortgages by 85 per cent in the year to January 1983.

A recent Messels survey suggested that mortgage lending which

becomes available to finance other forms of spending will amount

in 1983 to some £7.2 billion.

This is probably an over estimate:

a figure of some £4-5 billion out of total mortgage lending of

around €12 billion is more likely.

But the impetus this gives to

monetary growth, consumer spending and ultimately inflation is

disturbing, and would increase if the ceiling on mortgage interest

relief were raised.

Comparison between owner-occupiers and council tenants

10. Between 1979-80 and 1983-84 council rents will have more than
doubled. Tenants will be paying some 80 per cent more from their own

resources than in 1979. Most mortgagors will, however, be paying

less in cash now than at any time since 1979 because of the fall in

interest rates and because they still have the same mortgage.

L

11. As the following table shows, owner-occupiers have also done

better from the subsidies under this Government. Mortgage tax

relief has increased by 50 per cent while direct subsidies to public

sector housing have halved.

Council house subsidies

Mortgage tax relief

1979-80

£1.95 billion
£1.4 billion

5
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1983-84

£0.85 billion
£2.1 billion

HM TREASURY
24 Februarv 1983
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NOTE OF A MEETING ON FRIDAY 4 MARCH 1983 AT 11.00AM IN THE
CHANCELLOR'S ROOM HM TREASURY

Present:

Chancellor of the Exchequer
Sir Douglas Wass

Sir Anthony Rawlinson
Mr Burns —

Mr Littler

Mr Byatt

Mr Middleton

Mr Unwin

Mr Cassell

Mr Kemp

Mr Kerr

Mr Wicks

————————————— T —— ————————— T ————— ———— —————————————————— i —————————— -

THE ECONOMIC EFFECTS OF LOWER OIL PRICES

The meeting had before it Mr Wicks agenda of 3 March, Mr Barber's
minute of the same date, and Mr Middleton's minute of 1 March.

OPEC timetable

Mr Wicks reported that almostall OPEC Ministers were now in London.
He was not sure whether a formal meeting would take place but it
was clear that they were hoping to take decisions over the week
or on Monday or Tuesday. The status of the meeting was not yet
clear. No one had yet approached the Department of Energy as a
formal emmisary, but as a matter of normal courtesy the Energy
Secretary was agreeing to see Ministers who requested a meeting.
The UK was taking the line that it had no power to control
production and that the price was a matter for OPEC to determine.
The focus of attention now was on the Nigerians. Oteiba had
said that the OPEC Ministers might try to persuade the Nigerians
to raise the price of their crude to $30 a barrel. 1In that
scenario OPEC would want the UK to keep the price of North Sea
crude at $30.50. But North Sea crude was inferior to Nigerian
and the Department of Energy would find it hard to defend that

/differential.
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differential. It was possible that OPEC might present an agreement
conditional on the UK sticking at its current price. But that
would make UK crude uncompetitive. It was noted that the market

at present was very weak because de-stocking was taking place in

the expectation of a price cut.

2. On handling, the Chancellor thought it would be worthwhile

having a collective Ministerial discussion before Budget day.

There was some discussion of the mechanics of a meeting. The
Chancellor thought that Ministers not directly involved would
require a factual background paper. The Chancellor agreed
that it might be better to meet in a smaller forum than OD.

Mr Middleton undertook to call a meeting to organise the most

suitable paper. The Chancellor thought that such a paper might

usefully include not only an appraisal of the current situation

but also an assessment of where the UK's interest lay and how

the UK should react to approaches from OPEC and from the European
Commission on a variable oil levy; it should also take account in the

broader summit context of energy use and fiscal policy.

Future course of oil prices

3. In discussicn it was pointed out that undertakings not to

impose production cuts before the end of the Parliament reduced

UK Government's scope for action. The nature of the participation
agreement prevented the UK Government from holding back from the
market. Since companies were making money f rom upstream operations
it was unlikely that they would come to the Government asking

for production cuts. Mr Middleton thought it would be worth

looking again at Annex B approvals.

4. In discussion of the course of 0il prices it was agreed
that the UK had an interest in smoothing out wviolent fluctuations.

The Chancellor expressed scepticism about estimates of a large

increase in the real o0il price by the year 2000. The UK did not
/have a long run

2.
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have a long run interest in a high oil price because by the
mid-1990's the UK would cease to be self-sufficient. Mr Burns
pointed out that future forecasts were subject to high margins
of error and should not determine current policy. Mr Byatt and
Mr Barber took the view that if the o0il price fell sharply now
the o0il market was likely to be tighter in later years.

5. There was some discussion of how far the oil price might
fall. Mr Barber thought that if OPEC disintegrated completely
the 0il price could go below $20 a barrel. Mr Middleton pointed

out that in these circumstances Saudi Arabia would account for a
large proportion of OPEC oil and that result would require a
reversal of current Saudi policy. Mr Middleton thought that

a deal might emerge at a marker of around $29-30. Mr Byatt
noted that many producers were now producing well below capacity
and those that faced severe revenue cconstraint would be tempted

to increase production if the price fell.

Short term options

6. The Chancellor thought it necessary to focus on the probablities

for.the coming week and for the period in a month or two following
Budget day. The Chancellor thought it would be hecessary to

reassess if the marker price went below $27 a barrel. If a price

was agreed above $27 a barrel the impact on Government revenue

could be taken on the PSBR. The exchange rate was also a factor

in the equation. Mr Middleton pointed out that if nothing was

done on the PSBR in circumstances where the oil price fell substantially interest

rates would take the strain. He thought there could be'a case for meeting scime of

the shortfall of revenue through a levy on domestic consumption

of oil. It was pointed out that in the short run the immediate

effect would be to depress the price of oil further. Mr Cassell

thought that if there was uncertainty on the long term expectation

on the o0il price it might be better to recoup the revenue through

a diffuse mechanism. Mr Middleton agreed. The Chancellor thought
/that domestic

3.
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that domestic consumption could be expected to carry some of the

burden. The Chancellor asked for an assessment of fiscal options

if the oil price dropped below $27 dollars a barrel before Budget
day. Mr Kemp pointed out that it was possible to change the Budget
speech until the evening before Budget day.

7. On the question of public expenditure options Sir Anthony

Rawlinson thought that there was little to be gained in trying
to reduce particular porgrammes because of the o0il price fall:
It would not be obvious what adjustments should be made because
departments d id not buy crude oil and it would undermine the
cash planning system, The effect would be hard to disentangle
from,-say, exchange rate effects on MOD programmes. He thought
if the position deterioratecd substantially it might be possible
to decree a general crisis and ask for across the bcard cuts.

He would conduct an in-house exercise. The Chancellor thought

that this might be a runner if the oil price went down to $20,
but was not an option if it stuck at $25.

8. It was also agreed different options on the Budget should be
examined. It was pointed out that one of the more logical

candidates for removal from the Budget might be the cut in the
National Insurance surcharge since industry would benefit from

lower energy costs and lower exchange rate. Mr Cassell pointed

out that changes might not necessarily need to be one for one with the

change in expected o0il revenue.

9. The meeting finished at 12.45pm.

JIR

JILL RUTTER
8 March 1983
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MR KEMP cc Chief Secretary

Siry/ Douglas Wass
Burns «—m

Middleton

The Chancellor has worked over the week-end/on the draft

of the minute to the Prime Minister ich would cover

the draft of his Cabinet paper, and/must Assue on 26 January.
I attach a copy of the latest\vergion, ich may need some
amendment after tomorrow's "oveXy¥iew" npeeting, and certainly
shdulél?e finaliged before it./ But I/should be most
grateful if copy addresses coild 1e¥X yvou and me know of

any major problems they see/in this dyxaft.

KoL .

J O KERR
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DRAFT

PRIME MINISTER

THE 1983 BUDGET

We spoke on 20 January about the 3 February Cabinet, and

I now enclose the paper which I plan to circulate.

2. I am sure that we should resist any pressure for
changes in the monetary and fiscal framework which we have
established. Sustaining present policy is right, both
economically and politically.

3. My present thinking therefore is that:-

a. for the monetary aggregates we should, as

envisaged in last year's Red Book, reduce the ' T

target range from this year's 8-12 per cent to
7-11 per cent for 1983-84. Our policy in respect

of the exchange rate should remain unchanged.

b. the 1983-84 PSBR should certainly not be
much higher than the estimated 1982-83 outturn,

now put at £8 billion: indeed we have spoken of

the case for showing a lower figure next year.

We of course published a figureg of £8 billion

(2% per cent of GDP) for 1983-84 in the futumn |
Statement. Our latest forecast (before any changes

beyond revalorisation) is some £6 billion. My

provisional conclusion is that we should hold to

the published £8 billion.

-1 -
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4. This would give us room for tax cuts of up to

£2 billion. But it is of course important to stress that

we are still at an early stage: the picture,and the figures,
may change a lot before 15 March. 1In order to retain
freedom of manoeuvre, my Cabinet paper does not mention the

£6 billion and £2 billion figures.

5. I should prefer that colleagues concentrate their

advice on how best we should target our fiscal measures.

As the draft Cabinet paper says, the fall in the exchange rate
has to some extent changed the balance of claims for relief

as between persons and companies. Given the fall in interest
rates over the last year, and the reductions in NIS which

we announced in the autumn, it could be argued that the bulk
of tax reductions in March should go to raising income tax
thresholds. There may be scope for raising them some

8 percentage points over the Rooker-Wise revalorisation,
giving around 13% percentage points in all. This would
restore allowances to roughly the same percentage of average
earnings as in 1978-79. (I am inclined to think that

child benefit should rise in line with personal allowances,

and I shall be discussingthis with Norman Fowler.)

6. But there are also strong pressures for further help
for companies; and it is of course true that substantial
problems of profitability and competitiveness remain. And
we do want to encourage output, as well as demand. Moreover,
a Budget that contained major tax reductions, but none for
companies, would be out of line with what we have tried to
do in recent years, and could be misconstrued as electorally-

motivated.

7. I am at present inclined to helping both individuals
and companies. Action on industrial rates is ruled out for

the present largely on the grounds of practicality. A further

- 2 =
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reduction in NIS, or indeed its abolition, is widely 8023k+}
and if there is room some small move - say a further half

per cent reduction - would certainly be desirable. There

may be a stronger case for a reduction in the Corporation Tax
rate, from 52 per cent to, say, 50 per cent. This would have

structural economic benefit$.

8. The indirect taxes ought I believe to be revalorised

in line with inflation in most cases. However I shall want
to look carefully at the individual components; and, as

you have asked, will look in particular at the petrol and
derv duties. But the real price of petrol at the pumps has
in fact dropped in the last / _/ months/years; OPEC
prices are more likely to fall than rise in the year ahead;
/.

and a failure to revalorise these duties would cost Zf

9. I am also working on a range of possible measures to
promote enterprise and small firms, to encourage wider share

ownership, and to stimulate technology and innovation.

I envisage further concessions on o0il taxation as an
encouragement to North Sea development. And I am looking again

at the ceiling on mortgage interest relief.

10. The gquestions posed in my Cabinet paper are designed to
give colleagues an opportunity to express their views on the
broad strategic issues, and on the right blend of fiscal
change. What we must of course avoid on 3 February is any
attempt to reach precise gquantified decisions: the whole
picture could change sharply before 15 March, eg if the oil
price, or sterling,again tumbled sharply. I wish to keep

you in the picture throughout; but I would not want to have

to go back to Cabinet to seek the reversal of decisions reached
too soon = too precisely, ond 1o cth(uk‘w.léx ]

11. We might perhaps discuss this and the draft paper at
our meeting on 27 January. The paper is very similar to the
one I circulated last year - C(82)1 - which produced a rather
successful discussion on 28 January.

GH
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