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BUDGET SECRET

FROM: A M ELLIS
DATE: 9 March 1984

cc PS/Chief Secretary
PS/Financial Secretary
PS/Minister of State
Sir P Middleton

e B
Mr Lord Mr Battishill
PS/IR

Mr Isaac - IR

The Economic Secretary has read Mr Isaac's minute of 8 March, and

agrees with his recommendation that there should be mention of the

Friendly Society in the

Budget Speech, but suggests a re-draft as

follows:
I am also proposing to withdraw the special - but
unfortunately widely abused - privileges for what

are known as 'tax exempt' Friendly Societies and

bring them into
Friendly Societies
However the limits

Friendly Societies

line with the normal rules for
doing 'mixed'bbusiness.
within which in future all

will be able to write assurance

il be nocesd
on a tax exempt ba51sAfrom £500 to £750 and I am

also proposing to increase existing limits of

£50,000 up to which Friendly Societies may write

assurance policies

L5 U
to £60,000,/the current

maximum level for Building Society mortgages out-

side the Special Advances category.

A M ELLIS
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Board Room

H M Customs and Excise
King’s Beam House

Mark Lane London EC3R 7HE

From: B 0X
March 1984

MR KERR

BUDGET SPEECH

I attach an alternative draft of paragraph 142 and a
consequential amendment to paragraph 143 in order to cover

the possibility that the Italian Government will give a

written assurance by tonight that they will reduce their

VAT rate on imported spirits by ten percentage points forthwith
and abolish the differential completely in 1985. We agree
with the Foreign Office that you would have substantially
achieved your objective if such a written assurance is received.

B o

B H KNOX
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We hant Dhys St
142. I-have-aeecowdingly complied fudly with the Court's

Judgment ., [I shoyld also tell the House that with my

agreement my RH Friend the Secretary of State for Foreign

and Commonwealth Affadps has had discussions with the Italian
Government about their cempliance with an earlier Court

ruling to do away with disdégiminatory taxation of imported
spirits. He has secured an Wwndertaking from them to reduce
the VAT rate on Scotch whisky by\10 percentage points forthwith

and to completely abolish the VAT ddiscrimination in 1985.:3

I am sure the House“ill welcome this as being a substantial
benefit to a leading ited Kingdom export industry.

Paragraph 143, last two lines, delete ", except the
vermouth surcharge,".
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E 3 FROM: ADAM RIDLEY
9 March 1984

CHAN cc CST
FST

A MST EST.
: Mr Lord
Mr Portillo

BUDGET SPEECH: UNINCORPORATED BUSINESSES

There is possibly a tricky issue here which I should stress even

at this late stage. It could be that the bulk of your listeners

will not at first fully realise that the withdrawal of allowances

and stock relief extends to all businesses; certainly the section

of the speech dealing with it does not bring the point out that much,
even if you take the amendments proposed by Mr Monck. Nost listeners
in the house and outside will not think twice about the matter.

But some of the more intelligent listeners will be curious. If so,
you or a colleague will be asked shortly afterwards if the self-
employed are covered - e.g. by Grylls at the Backbenchers Finance
Committee - or IDT will be pressed by specialist Jjournalists. You
will then, of course, say that they are. The bulk of ordinary chaps
will then be a bit worried; and you could just be accused of a degree
of lack of frankness in your speech. One could even imagine this
turning into a fuss such as the one which engulfed your predecessor
after the '81"Autumn Statement when he allegedly did not confess
overtly that NICs on employers were being indexed. I therefore
wonder whether you should not look for one or two more phrases -

no more -~ which cut down that risk further without rubbing home the
point blatantly.

2. A second and related problem could arise in the weeks that follow
and in the Finance Bill. I cannot at present banish the anxiety

that you will encounter some very heavy criticism from the unincor-
porated community before long and, possibly, some very heavy
pressures during the Finance Bill as a result. Though it may be
difficult for us here to compute what the loss of stock relief and
allowances will mean to unincorporated business as a whole, the
individual businessman can work out pretty quickly what is at stake
simply by looking at his accounts, as can the Barry Baldwins of this

world for the SBB'. \/QJ€1

A N RIDLEY
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BUDGET SECRET
From: J ODLING-SMEE
9th March 1984

MISS O'MARA

{ cc Mr Battishill
g Mr Folger
Mr Ridley

BUDGET SPEECH: INTRODUCTION

I have one comment on this, which Mr Battishill suggested I passed

| directly on to you since he has already sent his comments,

2 The first of the two themes mentioned in paragraph 5 is the further
reduction of inflation. I think that this could create difficulties, for
two reasons: first, because little is made of the reduction in inflation
later in the speech (compared, say, with most other pronouncements by the
Chancellor); secondly, because we are only reducing inflation to 3 per cent
after five years in the Red Book numbers, which is not obviously something

to boast about,

3 I therefore suggest that the first theme should be "setting out the
financial framework for the whole of this Parliament", The speech makes
quite a bit of the MTFS and the financial framework in general, and it also
dwells a little on the five year aspect of it. Furthermore, this year's
Budget is original in this respect., If this alternative theme were to be
adopted, little or no re-writing would be required later, The concluding

pararagraphs, however, would presumably make some reference to it,

e o~

J ODLING-SMEE
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FROM: A M W BATTISHILL
B 314) 0TS DATE: 9 March 1984

MISE" MARA cc Chief Secretary
Financial Secretary

Minister of State

Economic Secretary

Mr Folger

Mr Odling-Smee

Mr Ridley

Mr Lord

PS/Inland Revenue

inflation™ looks, on reflection, to raise problems. ILooking at
quarterly figures year on year the path of inflation can be
seen to have started falling in the middle of 1980. If we say
"nearly four years" this looks rather precise and raises the
question how we regard the temporary rise in the autumn. In
Section B, on the economic background, we actually use calendar
year on calendar year figures. On that basis we can either say
"three years of falling inflation" or "over three years of
falling inflation", counting in the good January 1984 figure.
But there is then a slight risk if the February figure should
happen to move upwards again. My preference would be to say
"three years" - meaning the three calendar years 1981, 1982 and
1983.

iy

A M W BATTISHILL

BUDGE /-SECRET
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BUDGET SECRET

. FROM: T LANKESTER
DATE: 9 March 1984
MISS O'MARA cc Economic Secretary
. Mr Cassell
Mr Battishill
Mr Evans

Mr 0Odling-Smee
Mrs Lomax

Mr Ridley

Mr Lord

BUDGET SPEECH: PUBLIC S‘S;QﬁfBORROWING ETC AND MTFS

On the public sector borrowing section, the square bracketted phrase
in paragraph 45 needs to be deleted. The November Statement took
into account the public expenditure decisions and the July measures.

2 The following sentence in paragraph 45 should be amended to read
as follows:- "Bringing the PSBR down to £7 billion will not, on our
latest forecasts, require such an increase in taxation."

= In paragraph 42, second sentence: "The US situation" might be
replaced by "The influences of the US".

4y We have no comments of substance on the MTFS section. In

paragraph 22, "driven to stagger" sounds a bit forced. "Staggered"
or "forced to stagger" might sound better.

o

< 3

T LANKESTER

BUDGET SECRET
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BUDGET SECRET

‘ FROM: M C SCHOLAR

9 March 1984

=

PS/CHANCELL cc: Chief Secretary
Bailey
Anson
Battishill
0Odling-Smee
Pestell
Watson
Monger
Seammen

N J King
Ridley

Lord

FEEGRRFSFRFREFRF

BUDGET SPEECH: PUBLIC EXPENDITURE

1. You asked for me to co-ordinate comments on the public expenditure part

of the Budget speech.,

2, On paragraph 51, we suggest in the penultimate line, after "individual"

insert "and the benefits for the economy™.

3. In paragraph 52, line 5, delete "does not rise™ and substitute "is
broadly stable",

4, On the new figuring for the tax burden which has gone into the Green

Paper, it would be possible to get back to theotaﬁkﬁurden of the early 1970s
VoW’

with something less thanLl per cent real annualLrate in expenditure, The

"broadly stable" wording is in line with the revised wording of the Green Paper.

5. At the end of paragraph 52 Mr Rﬁk%ey suggests expanding the last sentence
Sthr exwrsivg  ErAnhin 5l

to read, "..Lgconomy, the slower the reduction in today's tax burden, the less

the growth of GDP, and the firmer the grip of the vicious circle of rising tax

burdens and falling growth,™

6, We are not showing in the FS?% any charge at all on the Reserve, It is,
therefore, rather awkward having/%he Budget speech a loud and clear assertion
that we are accepting a claim on the Reserve of &2m for Calke Abbey., If the
reference to Calke Abbey is to stay in I would prefer the deletion of the

last sentence in paragraph 55, The alternative, of including something in
the FSBR, is unattractive: it would look silly to charge &£2m against a Reserve

of &2, 75b,

BUDGET SECRET
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7. In the third line of paragraph 56, delete "on Budget Day" and substitute
"ot Budget time", In the past social security upratings were announced, not
in the Budget, but afterwards, by the Secretary of State.

8. In the 6th line of paragraph 57, delete "That target has been achieved,"

and substitute "That target will be achieved™, We are confident that it will

be achieved, but, as of Budget Day, it will not yet have been achieved.

| MLA

M C SCHOLAR

BUDGET SECRET
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BUDGET CONFIDENTIAL

‘ FROM: G W MONGER

o DATE: 9 March 1984
>

cc Mr Scholar
Mr Aaronson

MR KERR

EXPENDITURE

There is a smal? inaccuracy in paragraph 48. The sentence which now

reads

"...as recently as 198384 no married man had to pay a penny of
income tax unless his taxable income was at least 45%....

should read:

". ..as recently as 1983-84 no married wage-earner had to pay a
penny of income tax unless his earnings were at least 45%....

2 The main point is that 'axable income" is after deducting
allowances so the statement as it now appears is circular. While this
is being corrected it is also worth replacing "married man" by "married
wage-earner", since the calculations are different for unearned income.

G W MONGER
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i BUDGET SECRET

. FROM: T LANKESTER
DATE: 9 March 1984

MISS O'MARA cc Economic Secretary
Mr Cassell

Mr Battishill
Mr Evans
Mr O0dling-Smee

Mrs Lomax
Mr Ridley
Mr Lord

cf'

/'i
BUDGET SPEECH: MONETARY POLICY -

We have the following comments on the latest redr of the section.

45 We suggest the last two sentences of paragraph 31 and paragraph 32
should be amended as follows:-

R growth of liquidity. But they do not measure money
immediately available for current spending. In defining policy
it is therefore helpful also to make specific reference to
narrower measures of money which do provide such a guide.

32. M1 was for this reason introduced as a target aggregate,

but it has not proved entirely satisfactory for that.purpose.

With the rapid growth of interest-bearing sight deposits,

M1 has become an increasingly poor measure of money held to
finance current spending. The signs are that this will continue."

3 The main change here is the deletion of the distinction between
narrow and broad money in terms of whether or not they earn interest.
M2 has a very large interest-bearing component. In the MTFS, we

make the distinction purely in terms of whether it is money held
immediately for spending, and I think the speech should follow that.
The phrase - "with the introduction of new, interest-bearing checking
accounts " - at the end of paragraph 32 has been deleted because this
development would actually make M1, as compared with say NIBM1, a
better guide to money held for transactions purposes.

BUDGET SECRET
1



BUDGET SECRET

4. In paragraph 33, we suggest that "the pace of change has not
diminished its value as an indicator of financial conditions" should
be replaced by "I believe it is likely to be a better indicator of
financial conditions than M1.," The point here is that the pace of
innovation affecting MO has arguably been just as fast if not faster
than for M1. The velocity trend has of course been relatively stable,
which is partly why we are going for MO; but this is a rather arcane
thing to say in the speech. Hence the more general formulation.

e In paragraph 36, we would prefer the last sentence to read as
follows: "As in the past, we shall seek to influence monetary
conditions by an appropriate combination of fiscal policy, funding
and short-term interest rates."

6. The phrase "operations in the money market" in(existing draft
is rather cryptic and will not be widely understood; it has slight
overtones of monetary base control; and it may draw attention to
overfunding/money market assistance problems. It seems much better
to stick to the formulation in the Mansion House speech - including
the reference to fiscal policy; any other will raise unnecessary

questions.
T The first word - "Precise" - of paragraph 38 could be deleted.

8. Finally, I suggest the last sentence of paragraph 29 should
finish at "decline".

L

T LANKESTER

BUDGET SECRET

2
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cc. S P-Middlelon

N~ Couse [l
SPRe |

BUDGET SECRET

Treasury Chambers. Parliament Street. SWIP 3AG
O1-233 3000

10 March 1984

John Bartlett Esqg
Private Secretary to the
Governor

Bank of England

dos Qi

BUDGET SPEECH

I attach, for the Governor's information, the (very
nearly final) text of the Budget Speech. I know
that you and he will ensure that it is very carefully
handled.
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BUDGET SECRET

SPALE

Treasury Chambers. Parliament Street, SWIP 3AG
01-233 3000

10 March 1984

Andrew Turnbull Esqg
10 Downing Street

p&w Rt

BUDGET SPEECH

o T I enclose the latest, and very nearly final, text
of the Budget Speech. You will see that the
Chancellor has taken considerable account of the
points which you mentioned to me last night.
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FROM: J O KERR
DATE: 10 March 1984

SIR PETER MIDDLETON cc Chief Secretary
Financial Secretary

Minister of State
Economic Secretary
Sir T Burns
Fraser (C&E)
Battishill
Monger

Ridley

Lord

Portillo
Norgrove

Knox: C&E
Folger

REFEAERRR

BUDGET SPEECH

I attach the near-final text of the Speech. It reflects
further work by the Chancellor on 9/10 March.

24 In preparing this version, the Chancellor considered all
amendments offered to the previous version. Any further
suggested amendments should reach me by lpm on 12 March: this
is I fear a real deadline. But there is of course no need
for copy addressees to repeat suggestioys previously made,

unless an inaccuracy has [i—nadvertantlﬂ not been corrected.

S

-

J O KERR
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INTRODUCTION

THrs BuDGET WILL SET THE GOVERNMENT'S COURSE FOR
THIS PARLIAMENT, THERE WILL BE NO LETTING UP IN OUR
DETERMINATION TO DEFEAT INFLATION, TH1s BuDGET
WILL CONTINUE THE POLICIES THAT WE HAVE FOLLOWED
CONSISTENTLY SINCE 1979, THOSE POLICIES PROVIDE THE
ONLY WAY TO ACHIEVE OUR ULTIMATE OBJECTIVE OF STABLE
PRICES. 10O LET THEM GO WOULD BE TO RISK RENEWED
INFLATION, AND MUCH HIGHER UNEMPLOYMENT. As A
RESULT OF OUR DETERMINED EFFORTS, INFLATION IS AT
ITS LOWEST LEVEL SINCE THE 'SIXTIES. GROWTH IN THE
ECONOMY IS STRONG, EMPLOYMENT IS GROWING.

2. THOSE ACHIEVEMENTS ARE A TRIBUTE TO THE COURAGE
AND FORESIGHT OF THE FIVE BUDGETS PRESENTED BY MY
DISTINGUISHED PREDECESSOR, WHOSE DUTIES SADLY KEEP
HIM IN BRUSSELS TODAY,

/My BuDGET

O




BUDGET SECRET

3, | SHALL DO NOTHING TODAY TO COMPROMISE THOSE
SUCCESSES, Butr THERE 1S MUCH THAT | CAN DO TO
BUILD UPON THEM.

4, My BUDGET TODAY HAS TWO THEMES,

5. FIRST, THE FURTHER REDUCTION OF INFLATION., AND
SECOND, A SERIES OF TAX REFORMS DESIGNED TO ENABLE
THE ECONOMY TO WORK BETTER., REFORMS TO STIMULATE
ENTERPRISE AND SET BRITISH BUSINESS ON THE ROAD TO
PROFITABLE EXPANSION, REFORMS THAT WILL HELP TO
BRING NEW JOBS.

6. I SHALL BEGIN BY REVIEWING THE ECONOMIC
BACKGROUND TO THE BUDGET. | SHALL THEN DEAL WITH
THE MEDIUM TERM FINANCIAL STRATEGY: WITH MONETARY
POLICY AND THE MONETARY TARGETS FOR NEXT YEAR: AND
WITH PUBLIC BORROWING AND THE APPROPRIATE PSBR FoR
THE COMING YEAR, | SHALL THEN TURN TO PUBLIC
EXPENDITURE, INCLUDING THE PROSPECTS FOR THE LONGER

/TERM,



BUDGET SECRET

TERM, FINALLY | SHALL DEAL WITH TAXATION, AND THE
CHANGES IN THE STRUCTURE OF TAXATION WHICH WILL PAVE
THE WAY FOR CUTS IN TAXES IN SUBSEQUENT YEARS,

7. AS USUAL, A NUMBER OF PRESS RELEASES, FILLING
OUT THE DETAILS OF MY TAX PROPOSALS., WILL BE
AVAILABLE FROM THE VOTE OFFICE AS SOON AS [ HAVE SAT
DOWN,
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¢ BUDGET SECRET

THE ECONOMIC BACKGROUND
8, 1 START WITH THE ECONOMIC BACKGROUND,

9. Since 1980, INFLATION HAS FALLEN STEADILY FROM
(omrer” %) A PEAK OF OVER 20 PER CENT., LAST YEAR IT WAS DOWN
e &0 10 ABOUT 4% PER CENT. THE LOWEST FIGURE SINCE THE
SIXTIES, AND WITH LOWER INFLATION HAVE COME LOWER
INTEREST RATES,

10, THIS IN TURN HAS LED TO AN ECONOMIC RECOVERY
WHOSE UNDERLYING STRENGTH IS NOW BEYOND DISPUTE,
WHEREAS IN SOME PREVIOUS CYCLES RECOVERY HAS COME
FROM A SELF-DEFEATING STIMULUS TO MONETARY DEMAND,
THIS TIME IT HAS SPRUNG FROM SOUND FINANCE AND
HONEST MONEY., LOWER INFLATION AND LOWER INTEREST
RATES BENEFIT [INDUSTRY, BUSINESS, AND CONSUMER
CONF IDENCE ALIKE.

/ACROSS THE




BUDGET SECRET

11. ACROSS THE ECONOMY, TOTAL MONEY INCOMES GREW IN
1983 BY ABOUT 8 PER CENT, OF WHICH 3 PER CENT
REPRESENTED REAL GROWTH IN OUTPUT. ALTHOUGH THERE
IS STILL ROOM FOR IMPROVEMENT, THIS IS A VERY MUCH
HEALTHIER DIVISION BETWEEN INFLATION AND REAL
GROWTH THAN THE NATION EXPERIENCED IN THE 1970s.
OUTPUT IN THE SECOND HALF OF 1983 1S NOW RECKONED TO
HAVE EXCEEDED THE PREVIOUS PEAK, BEFORE THE WORLD
RECESSION SET IN, AND IS STILL RISING STRONGLY,

12, PRODUCTIVITY TOO HAS CONTINUED TO IMPROVE
RAPIDLY. JUST AS OVER THE PAST YEAR MANY HAVE
WRONGLY PREDICTED AN END TO THE RECOVERY., SO SOME
HAVE TRIED TO DISMISS THE SHARP RISE IN PRODUCTIVITY

N

AS A FLASH IN THE PAN, YET [DURING] 1983’f

MANUFACTURING PRODUCTIVITY GREW BY 6 PER CENT|WITH
NO SIGN b? SLOWIN; DOWN} UNIT LABOUR COSTS ACROSS
THE WHOLE ECONOMY ARE LIKELY TO SHOW THE SMALLEST
ANNUAL INCREASE SINCE THE 1960s. THIS HAS ALLOWED A
WELCOME AND NECESSARY RECOVERY IN REAL LEVELS OF

PROFITABILITY.

/HIGHER PROFITS

@



BUDGET SECRET

13. HIGHER PROFITS LEAD TO MORE JOBS. [HE NUMBER
OF PEOPLE IN WORK INCREASED BY ABOUT 80,000 BETWEEN
MARCH AND SEPTEMBER LAST YEAR. THE LOSS OF JOBS IN

MANUFACTURING HAS SLOWEDAPQWN,SHARPLY, WHILE JOBS IN
g ‘_)‘ f ¥ ‘0(' oM UUTI ™ Ea
- SERVICES INCREASED Bv(ﬁLmosf\ 00,000 IN THE FIRST

NINE MONTHS OF LAST YEAR. et

14, BUT FURTHER PROGRESS IS NEEDED: ALTHOUGH OUR
UNIT WAGE COSTS IN MANUFACTURING ROSE BY UNDER 3 PER

Thy

CENT LAST YEAR,;QUR THREE BIGGEST| COMPETITORS, THE
US, JAPAN AND GERMANY, DID BETTER.,  |HE EMPLOYMENT
PROSPECT WOULD BE SIGNIFICANTLY IMPROVED IF A BIGGER
CONTRIBUTION TO IMPROVED COST PERFORMANCE WERE TO
COME FROM LOWER PAY RISES.

15, DEMAND, OUTPUT, PROFITS AND EMPLOYMENT ALL
ROSE LAST YEAR., HOME DEMAND HAS PLAYED THE MAJOR
PART IN THE RECOVERY SO FAR.,  LOWER INFLATION
REDUCED PEOPLE’'S NEED TO SAVE, AND REAL INCOMES
ROSE. PERSONAL CONSUMPTION INCREASED BY OVER 3% PER

/CENT COMPARED




BUDGET SECRET

CENT COMPARED WITH 1982, FIXED INVESTMENT ROSE
RATHER FASTER THAN CONSUMPTION, WITH INVESTMENT IN
HOUSING AND SERVICES PARTICULARLY STRONG.

16, OurR RATE OF ECONOMIC GROWTH LAST YEAR WAS THE
HIGHEST IN THE EUROPEAN COMMUNITY. FOR MucH oF 1983
OUR EXPORT PERFORMANCE WAS AFFECTED BY WEAK DEMAND
IN MANY OF OUR OVERSEAS MARKETS, WHILE IMPORTS ROSE
SLIGHTLY FASTER THAN HOME DEMAND. BuT BY THE END OF
LAST YEAR WORLD TRADE WAS CLEARLY MOVING AHEAD
AGAIN, AND IN THE THREE MONTHS TO JANUARY
MANUFACTURING EXPORTS INCREASED VERY SUBSTANTIALLY,
THE BALANCE OF PAYMENTS ON CURRENT ACCOUNT LAST YEAR
IS ESTIMATED TO HAVE BEEN IN SURPLUS BY ABOUT
£2 BILLION,

17. QurR CRITICS HAVE BEEN CONFOUNDED BY THIS
COMBINATION OF RECOVERY AND LOW INFLATION., EVEN THE
PESSIMISTS HAVE BEEN FORCED TO ACKNOWLEDGE THE
DURABILITY OF THE RECOVERY. [T IS SET TO CONTINUE

/THROUGHOUT
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THROUGHOUT THIS YEAR AT AN ANNUAL RATE OF 3 PER
CENT. INFLATION IS EXPECTED TO REMAIN LOW., EDGING

BACK DOWN TO 4% PER CENT BY THE END OF THIS YEAR,
WITH RISING INCOMES AND LOW INFLATION, CONSUMPTION
WILL CONTINUE TO GROW. AND, ENCOURAGED BY IMPROVED
PROFITABILITY  AND  BETTER  LONG-TERM  GROWTH
PROSPECTS, INVESTMENT IS EXPECTED TO RISE BY A GOOD
6 PER CENT THIS YEAR.

18, LOOKING ABROAD, TOO, ECONOMIC PROSPECTS ARE
MORE FAVOURABLE THAN FOR SOME TIME, QUTPUT IN THE
UNITED STATES SHOULD CONTINUE TO GROW STRONGLY THIS
YEAR. AND RECOVERY IS SPREADING TO THE REST OF THE
WORLD,

19, OF COURSE, THERE ARE INEVITABLE RISKS AND
UNCERTAINTIES., THE SIZE AND CONTINUED GROWTH OF THE
UNITED STATES BUDGET DEFICIT IS A CAUSE OF
WIDESPREAD CONCERN AND KEEPS INTEREST RATES HIGH,
EXACERBATING THE PROBLEMS OF THE DEBTOR COUNTRIES.

/AND THE NEED




BUDGET SECRET

AND THE NEED TO FINANCE THE US DEFICIT BY INFLOWS OF
FOREIGN CAPITAL HAS KEPT THE DOLLAR ARTIFICIALLY
HIGH AND LED TO A MASSIVE AND GROWING TRADE DEFICIT,
GREATLY INCREASING THE PRESSURES FOR PROTECTIONISM
WITHIN THE UNITED STATES.

20, A SECOND POTENTIAL RISK IS DISRUPTION IN THE
OIL MARKET. THE UNITED KINGDOM, AND INDEED THE
WORLD ECONOMY, INEVITABLY REMAIN VULNERABLE TO ANY
MAJOR DISTURBANCES IN THIS MARKET.

21, BUT DESPITE THESE RISKS THERE IS A GROWING
SENSE THROUGHOUT THE INDUSTRIALISED WORLD THAT THE
RECOVERY THIS TIME IS ONE WHICH CAN BE SUSTAINED.,
THE ESSENTIAL REQUIREMENT IS THE CONTINUED PURSUIT
OF PRUDENT MONETARY AND FISCAL POLICIES,




BUDGET SECRET

THE MTFS | ' ANCAL ST

22, For THE UNITED KinNeDOM, THE MeDIUM TEeRM
FINANCIAL STRATEGY HAS BEEN THE CORNERSTONE OF SUCH
POLICIES, [T WILL CONTINUE TO PLAY THAT ROLE: TO
PROVIDE A FRAMEWORK AND DISCIPLINE FOR GOVERNMENT
AND TO SET OUT CLEARLY, TO INDUSTRY AND THE
FINANCIAL MARKETS, THE GUIDELINES OF PoLICY. Too
OFTEN IN THE PAST GOVERNMENTS ABANDONED FINANCIAL
DISCIPLINE WHENEVER THE GOING GOT ROUGH, AND
STAGGERED FROM ONE SHORT-TERM POLICY EXPEDIENT TO
ANOTHER., THE  TEMPTATION TO  ACCOMMODATE
INFLATIONARY PRESSURES PROVED IRRESISTIBLE., AND THE
NATION'S LONGER-TERM ECONOMIC PERFORMANCE  WAS
PROGRESSIVELY UNDERMINED.,

/THE MTFS was
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235, THE MTFS wAS DESIGNED TO REMEDY THIS, BY
IMPOSING A DISCIPLINED FINANCIAL FRAMEWORK WHICH
WOULD ALSO ENSURE CONSISTENCY BETWEEN MONETARY AND
FISCAL POLICIES, AND A PROPER BALANCE IN THE
ECONOMY, [T IS SO DESIGNED TO ENSURE THAT THE MORE
INFLATION AND INFLATIONARY EXPECTATIONS COME DOWN,
THE MORE ROOM IS AVAILABLE FOR OUTPUT AND EMPLOYMENT
TO GROW,

24, PEOPLE NOW KNOW THAT THE GOVERNMENT INTENDS TO
STICK TO ITS MEDIUM TERM OBJECTIVES. THEY
UNDERSTAND THAT THE FASTER INFLATION COMES DOWN, THE
FASTER OUTPUT AND EMPLOYMENT ARE LIKELY TO RECOVER.
THE INCREASING DEGREE OF REALISM AND FLEXIBILITY IN
THE ECONOMY OWES MUCH TO THE PURSUIT OF FIRM AND
CONSISTENT POLICIES WITHIN THE MTFS FRAMEWORK.

25, ORIGINALLY THE MTFS COVERED FOUR YEARS. IN
THIS FIRST BUDGET OF A NEW PARLIAMENT IT IS

/APPROPRIATE TO
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APPROPRIATE TO CARRY IT FORWARD FOR FIVE YEARS, So
THE MTFS PUBLISHED TODAY IN THE FINANCIAL STATEMENT
AND BuDGET REPORT -THE RED BOOK - SHOWS A CONTINUING
DOWNWARD PATH FOR THE MONETARY TARGET RANGES OVER
THE NEXT FIVE YEARS, AND A PATH FOR PUBLIC BORROWING
CONSISTENT WITH THAT REDUCTION., [T TAKES FuULL
ACCOUNT OF IMPORTANT INFLUENCES SUCH AS THE PATTERN
oF NORTH SEA OIL REVENUES. AND THE LEVEL OF ASSET
SALES ARISING FROM THE PRIVATISATION PROGRAMME. FOR

(’\ 1\1"}\L-

> THE LAST TWO YEARS OF THE NEW MTFS, WHICH LIE BEYOND

THE PERIOD COVERED IN LAST YEARS PUBLIC EXPENDITURE
SURVEY AND LAST MONTH'S WHITE PAPER, THE GOVERNMENT
HAS NOT YET MADE FIRM PLANS FOR PUBLIC SPENDING,
But THE MTFS ASSUMPTION - AND AT PRESENT IT IS NO
MORE THAN AN ASSUMPTION - IS THAT THE LEVEL OF
PUBLIC SPENDING IN 1987-88 anD 1988-89 wiLL BE THE
SAME IN REAL TERMS AS THAT CURRENTLY PLANNED FOR
1986-87.

/THE PRECISE
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26. THE PRECISE FIGURES SET ouT IN THE MTFS ARE NoT
OF COURSE A RIGID FRAMEWORK, LACKING ALL
FLEXIBILITY, AS IN THE PAST, THERE MAY ﬁgut NEED
TO BE ADJUSTMENTS TO TAKE ACCOUNT OF CHANGING
CIRCUMSTANCES. BUT NO CHANGES WILL BE MADE THAT
MIGHT JEOPARDISE THE CONSISTENT PURSUIT OF THE
GOVERNMENT'S OBJECTIVES.
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MONETARY POLICY

27. MONETARY POLICY WILL CONTINUE TO PLAY A CENTRAL
ROLE. FURTHER REDUCTIONS IN MONETARY GROWTH ARE
NEEDED TO ACHIEVE STILL LOWER INFLATION.

28, OVER THE TWELVE MONTHS TO MID-FEBRUARY THE
GROWTH OF EM3 HAS BEEN WELL WITHIN THE 7-11 PER CENT
TARGET RANGE, WITH Ml AND PSL2 AT OR A LITTLE ABOVE
THE TOP OF IT, WHILE IN THE EARLY MONTHS OF THE
TARGET PERIOD MOST MEASURES OF MONEY SHOWED SIGNS OF
ACCELERATING, SINCE THE SUMMER GROWTH IN ALL THE
TARGET AGGREGATES HAS BEEN COMFORTABLY WITHIN THE
RANGE., AND NOMINAL INTEREST RATES HAVE CONTINUED TO
DECLINE IN LINE WITH FALLING INFLATION,

/OTHER EVIDENCE
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29, OTHER  EVIDENCE  CONFIRMS  THAT  MONETARY
CONDITIONS ARE  SATISFACTORY, THE  EFFECTIVE
EXCHANGE RATE HAS REMAINED FAIRLY STABLE, DESPITE
THE INTERNATIONAL UNCERTAINTIES WHICH [ HAVE
DESCRIBED,

30, IF MONETARY POLICY IS TO STAY ON TRACK ITS
PRACTICAL IMPLEMENTATION MUST ADAPT TO CHANGES IN
THE FINANCIAL SYSTEM AND IN THE SIGNIFICANCE OF
DIFFERENT MEASURES OF MONEY. THERE IS NOTHING NEW
IN THIS. (OVER THE YEARS WE HAVE MORE THAN ONCE
ALTERED THE TARGET RANGES AND AGGREGATES TO TAKE
ACCOUNT OF SUCH CHANGES. BUT THE THRUST OF THE
STRATEGY HAS BEEN MAINTAINED.

31, ONE IMPORTANT DEVELOPMENT HAS BEEN THE ATTEMPT
TO GIVE A MORE EXPLICIT ROLE TO THE NARROW MEASURES
OF MONEY., £M3 AND THE OTHER BROAD AGGREGATES GIVE A
GOOD INDICATION OF THE GROWTH OF LIQUIDITY. BuT A
LARGE PROPORTION OF THIS MONEY IS IN REALITY A FORM

/OF SAVINGS,




BUDGET SECRET

OF SAVINGS, INVESTED FOR THE INTEREST IT CAN EARN,
IN DEFINING POLICY IT IS HELPFUL ALSO TO MAKE
SPECIFIC REFERENCE TO MEASURES OF MONEY WHICH RELATE
MORE NARROWLY TO BALANCES HELD FOR CURRENT SPENDING.

32, IT wAs FOR THIS REASON THAT Ml wAS INTRODUCED
AS A TARGET AGGREGATE, BUT IT HAS NOT PROVED
ENTIRELY SATISFACTORY FOR THAT PURPOSE. WITH THE
RAPID GROWTH OF INTEREST-BEARING SIGHT DEPOSITS, Ml
HAS BECOME AN INCREASINGLY POOR MEASURE OF MONEY
HELD TO FINANCE CURRENT SPENDING. [HE SIGNS ARE
THAT THIS WILL CONTINUE,

33, (OTHER MEASURES OF NARROW MONEY HAVE NOT BEEN
DISTORTED TO THE SAME EXTENT. IN PARTICULAR, MO,
WHICH CONSISTS MAINLY OF CURRENCY, IS LIKELY TO BE A
BETTER INDICATOR OF~FINANCTAL CONDITIONS THAN M,
THERE IS ALSO THE NEW AGGREGATE M2, WHICH WAS
SPECIFICALLY DEVISED TO PROVIDE A COMPREHENSIVE
MEASURE OF TRANSACTIONS BALANCES. THIS MAY ALSO BE

/A USEFUL GUIDE
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A USEFUL GUIDE BUT, BEING NEW, STILL NEEDS TO BE
INTERPRETED WITH PARTICULAR CARE.

34, [N THE PAST TWO YEARS, IT HAS BEEN POSSIBLE TO
SET A SINGLE TARGET RANGE FOR BOTH BROAD AND NARROW
MEASURES OF MONEY. BUT THIS WILL NOT NORMALLY BE
THE CASE: FOR NARROW MONETARY AGGREGATES TEND IN THE
LONG RUN TO GROW MORE SLOWLY THAN BROADER MEASURES,
THUs THIS YEAR'S RED BOOK SETS OUT TWO SEPARATE
| (THOUGH OVERLAPPING) |RANGES.

35, THE TARGET RANGE FOR BROAD MONEY WILL CONTINUE
TO APPLY TO £M3, AND FOR THE COMING YEAR WILL BE SET
AT 6-10 PER CENT, AS INDICATED IN LAST YEAR'S MTFS,
THE TARGET RANGE FOR NARROW MONEY WILL AppLY TO MO
AND FOR NEXT YEAR WILL BE SET AT 4-8 PER CENT. To
AVOID ANY POSSIBLE MISUNDERSTANDING, LET ME STRESS
THAT THE USE OF MO AS A TARGET AGGREGATE WILL NOT
INVOLVE ANY CHANGE IN METHODS OF MONETARY CONTROL.

/THE TWO TARGET
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36, THE TWO TARGET AGGREGATES WILL HAVE EQUAL
IMPORTANCE IN THE CONDUCT OF POLICY. AND THE
AUTHORITIES WILL CONTINUE TO TAKE INTO ACCOUNT OTHER
MEASURES OF MONEY, ESPECIALLY M2 anD PSL2, wHICH
INCLUDE BUILDING SOCIETY LIABILITIES, AS WELL AS
WIDER EVIDENCE OF FINANCIAL CONDITIONS, INCLUDING
THE EXCHANGE RATE, As IN THE PAST, MONETARY
CONDITIONS WILL BE KEPT ?ND%R_\CONTROL BY AN
APPROPRIATE COMBINATION OF(FﬁﬁbiﬁéANB OPERATIONS
IN THE MONEY MARKET,

37. SO FAR AS FUNDING IS CONCERNED, THE PUBLIC
SECTOR'S BORROWING REQUIREMENT, AS [ SHALL SHORTLY
EXPLAIN, WILL BE SIGNIFICANTLY LOWER IN THE COMING
YEAR. IN FINANCING IT, THE ROLE OF THE NATIONAL
SAVINGS WILL REMAIN IMPORTANT. THIS YEAR'S NATIONAL
SAVING'S TARGET OF £3 BILLION IS LIKELY TO BE
ACHIEVED: THE TARGET FOR THE COMING YEAR WILL AGAIN
BE £3 BILLION,

/PRECISE MONETARY
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38, PRECISE MONETARY TARGETS FOR THE LATER YEARS
WILL BE DECIDED NEARER THE TIME, BUT TO GIVE A
BROAD INDICATION OF THE OBJECTIVES OF MONETARY
PoLICY, THE NEW MTFS, LIKE PREVIOUS VERSIONS, SHOWS
MONETARY RANGES FOR A NUMBER OF YEARS AHEAD., THESE
RANGES ARE CONSISTENT WITH A CONTINUING DOWNWARD
TREND IN  INFLATION: THEY DEMONSTRATE  THE
GOVERNMENT’S INTENTION TO MAKE FURTHER PROGRESS
TOWARDS STABLE PRICES,




BUDGET SECRET

PUBLIC SECTOR BORROWING

39, I TuRN NOW TO PUBLIC BORROWING, JUST AS THE
CLASSICAL FORMULA FOR FINANCIAL DISCIPLINE -THE
GOLD STANDARD AND THE BALANCED BUDGET - HAD BOTH A
MONETARY AND A FISCAL COMPONENT, SO DOES THE MEDIUM
TERM FINANCIAL STRATEGY,

40, THe MTFS HAS ALWAYS ENVISAGED THAT THE PuBLIC
SECTOR BORROWING REQUIREMENT WOULD FALL AS A
PERCENTAGE OF GRoss DOMESTIC PRODUCT OVER THE MEDIUM

-

TERM., By 1981-82 WE HAD BROUGHT IT DOWN TO 3% PER
CENT oF GDP,

41, SINCE THEN THERE HAS BEEN LITTLE FURTHER FALL.
THE LATEST ESTIMATE OF THE PSBR FOR THE CURRENT
YEAR, 1983-84, REMAINS WHAT IT WAS IN NOVEMBER:

/AROUND £10 BILLION
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AROUND £10 BILLION, EQUIVALENT TO 3% PER CENT OF

‘GDP. THIS IS SIGNIFICANTLY ABOVE WHAT WAS INTENDED
AT THE TIME OF LAST YEAR'S BUDGET, AND WOULD OF
COURSE HAVE BEEN HIGHER STILL HAD IT NOT BEEN FOR
THE JULY MEASURES,

42, We NOW NEED A FURTHER SUBSTANTIAL REDUCTION IN
BORROWING, IN ORDER TO HELP BRING INTEREST RATES
DOWN FURTHER AS MONETARY GROWTH SLOWS DOWN,
STERLING INTEREST RATES ARE, OF COURSE, ALSO
INFLUENCED BY DOLLAR INTEREST RATES: BUT THAT MAKES
IT ALL THE MORE IMPORTANT TO CURB DOMESTIC
PRESSURES., [N CONTRAST TO VIRTUALLY THE WHOLE OF
THE POST-WAR PERIOD, UK LONGER-TERM RATES ARE NOW
Pt E%%%EE THAN AMERICAN RATES., AS LONG AS AMERICAN
RATES REMAIN NEAR THEIR CURRENT LEVEL., IT IS HIGHLY

DESIRABLE THAT THIS ADVANTAGE BE MAINTAINED.

43, THE HIGHER LEVEL OF ASSET SALES WE ARE PLANNING
AS THE PRIVATISATION PROGRAMME GATHERS PACE IS A

/FURTHER REASON
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FURTHER REASON FOR REDUCING THE PSBR SIGNIFICANTLY
IN THE COMING YEAR. ASSET SALES REDUCE THE
GOVERNMENT'S NEED TO BORROW, BUT THEIR EFFECT ON
INTEREST RATES MAY BE LESS THAN THE EFFECT OF MOST
OTHER REDUCTIONS IN GOVERNMENT SPENDING PROGRAMMES,

44, Last vEAR's MTFS SHOWED AN ILLUSTRATIVE PSBR
For 1984- 85 OF 2% PER CENT OF GDP, EQUIVALENT TO
AROUND £8 MﬂLLION. Butr | BELIEVE THAT IT 1Is
POSSIBLE, AND INDEED PRUDENT, TO AIM FOR A SOMEWHAT
LOWER FIGURE, | AM THEREFORE PROVIDING FOR A PSBR
NEXT YEAR OF 2% PER CENT OF GDP, or £7% BILLION,

45, THe House WILL RECALL THAT IN NOVEMBER [ WARNED
THAT ON CONVENTIONAL ASSUMPTIONS, INCLUDING THE
1983 Rep Book’s PSBR FIGURE OF £8 BILLION FOR NEXT
YEAR, | MIGHT HAVE TO INCREASE TAXES SLIGHTLY IN THE
BUDGET. | AM GLAD TO REPORT THAT THE LATEST, AND
MORE BUOYANT, FORECASTS OF TAX REVENUE IN THE COMING
YEAR HAVE [IMPROVED THE PICTURE. A PSBR oF

/£7% BILLION
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£7% BILLION WILL REQUIRE NO OVERALL NET INCREASE
TAXATION,

46, MOREOVER, WHILE THE MEASURES | SHALL SHORTLY
ANNOUNCE WILL, AFTER INDEXATION, BE BROADLY NEUTRAL
IN THEIR EFFECTS ON REVENUE IN 1984-85, THEY wILL
REDUCE TAXATION IN 1985-86 BY weLL over £1% BILLION,
AND THE MTFS PUBLISHED TODAY SHOWS THAT THERE SHOULD
BE ROOM FOR FURTHER TAX CUTS, NOT onLY IN 1985-86,
BUT THROUGHOUT THE REMAINDER OF THIS PARLIAMENT.
PROVIDED THAT WE STICK FIRMLY TO OUR PUBLISHED PLANS
FOR PUBLIC EXPENDITURE TO 1986-87, AND MAINTAIN AN
EQUALLY FIRM CONTROL OF PUBLIC SPENDING THEREAFTER.

// & ,
InJ i
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PUBLIC EXPENDITURE

47, THe PuBLic ExPENDITURE WHITE PAPER SETTING OUT
OUR SPENDING PLANS FOR THE NEXT THREE YEARS WAS
APPROVED BY THE HOUSE LAST WEEK., TODAY [ WANT TO
CONSIDER THE IMPORTANT ISSUE OF GOVERNMENT SPENDING
IN A RATHER WIDER PERSPECTIVE,

48, FOR FAR TOO LONG, PUBLIC SPENDING HAS GROWN
FASTER THAN THE ECONOMY AS A WHOLE, As A RESULT,
THE TAX BURDEN HAS STEADILY INCREASED AND INCOME TAX

I N O M€

HAS EXTENDED STEADILY LOWER DOWN THE WAGE SCALE, (/€

49, WE HAVE SEEN A MASSIVE ENLARGEMENT IN THE ROLE
OF THE STATE, AT THE EXPENSE OF THE INDIVIDUAL, AND
A CORRESPONDING INCREASE IN THE DEAD WEIGHT OF
TAXATION HOLDING BACK OUR ECONOMIC PROGRESS AS A
NATION,

/THIS PROCESS
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50. THIS PROCESS HAS TO STOP.,  BUT IT HAS ARISEN
BECAUSE MUCH PUBLIC SPENDING IS DIRECTED TO
EMINENTLY DESIRABLE ENDS. THIS RAISES DIFFICULT
ISSUES WHICH DESERVE THE  WIDEST  POSSIBLE
CONSIDERATION AND DEBATE.

51. THE GOVERNMENT IS THEREFORE PUBLISHING TODAY,
IN ADDITION TO THE CUSTOMARY BUDGET DOCUMENTS, A
GREEN PAPER ON THE PROSPECTS FOR PUBLIC SPENDING AND
TAXATION OVER THE NEXT TEN YEARS. [T EXAMINES PAST
TRENDS: DISCUSSES THE PRESSURES FOR STILL HIGHER
SPENDING: AND EXAMINES THE REWARDS FOR THE
INDIVIDUAL AND THE BENEFITS FOR THE ECONOMY IF THESE
PRESSURES CAN BE CONTAINED.

52. THE GREEN PAPER CONCLUDES THAT, WITHOUT FIRM
CONTROL OVER PUBLIC SPENDING, THERE CAN BE NO
PROSPECT OF BRINGING THE BURDEN OF TAX BACK TO MORE
REASONABLE LEVELS. ON THE ASSUMPTIONS MADE IN THE
GREEN PAPER, THE BURDEN OF TAXATION WILL BE REDUCED

/TO THE LEVELS
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TO THE LEVELS OF THE EARLY 1970s oONLY IF PUBLIC
SPENDING IS KEPT BROADLY STABLE IN REAL TERMS OVER
THE NEXT TEN YEARS.

53. THE GOVERNMENT BELIEVES THAT THE ISSUES
DISCUSSED IN THE GREEN PAPER MERIT THE ATTENTION OF
THE HOUSE AND THE COUNTRY.

54, IN CONTRAST TO PREVIOUS YEARS, [ HAVE NO
PACKAGE OF PUBLIC EXPENDITURE MEASURES TO ANNOUNCE
IN THIS BUDGET., THE WHITE PAPER PLANS STAND.,

55. | CAN HOWEVER MAKE ONE ANNOUNCEMENT, WHICH I
THINK THE HOUSE WILL WELCOME, WITHIN THE PUBLISHED
PLANS THE GOVERNMENT HAVE BEEN ABLE TO PROVIDE THE
NATIONAL HERITAGE MEMORIAL FUND WITH ADDITIONAL
RESOURCES WHICH WILL ENABLE THEM AMONG OTHER THINGS
TO SECURE THE FUTURE OF CALKE ABBEY, My RT Hon
FRIEND THE SECRETARY OF STATE FOR THE ENVIRONMENT
WILL BE ANNOUNCING THE DETAILS SHORTLY,

/THE HOUSE WILL




BUDGET SECRET

56. THE HOUSE WILL RECALL THAT PROPOSALS FOR THE
NEW RATES OF SOCIAL SECURITY BENEFIT TO COME INTO
FORCE IN NOVEMBER ARE NOT NOW MADE AT THE TIME OF
THE BUDGET. FOLLOWING LAST YEAR'S LEGISLATION TO
RETURN TO THE HISTORIC METHOD OF UPRATING, PRICE
PROTECTION IS MEASURED BY REFERENCE TO THE RETAIL
Price INDEx FOR May. My Rt Hon FRIEND THE
SECRETARY OF STATE FOR SOCIAL SERVICES WILL BE
ANNOUNCING THE NEW RATES OF SOCIAL SECURITY
BENEFITS, INCLUDING CHILD BENEFIT, wHEN THE MAy RPI
IS KNOWN,

57. BEFORE LEAVING GOVERNMENT SPENDING, [ SHOULD
ADD A WORD ON PUBLIC SECTOR MANPOWER. AT THE
BEGINNING OF THE LAST PARLIAMENT, THE GOVERNMENT SET
ITSELF THE TARGET OF REDUCING THE SIZE OF THE CIVIL
Service FroM 732,000 1~ ApriL 1979 710 630,000 BY
APRIL OF THIS YEAR. THAT TARGET WILL BE ACHIEVED.
WE HAVE NOW SET OURSELVES THE FURTHER TARGET OF
593,000 By ApriL 1988, I AM CONFIDENT THAT A

/SMALLER CIVIL
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SMALLER CIVIL SERVICE WILL CONTINUE TO IMPROVE ITS
EFFICIENCY. THE TAX CHANGES [ SHALL BE ANNOUNCING
TODAY WILL REDUCE MANPOWER REQUIREMENTS BY AT LEAST
1,000 1N MY owN DEPARTMENTS, WHICH WILL HELP TOWARDS
MEETING THE 1988 TARGET.




BUDGET SECRET

TAX REFORM

58. | MENTIONED AT THE OUTSET THAT THIS WILL BE A
RADICAL, TAX-REFORMING, BUDGET. IT wILL ALSO
SIGNIFICANTLY REDUCE THE OVERALL BURDEN OF TAX OVER
THE NEXT TWO YEARS TAKEN TOGETHER. AND R HpPg_TO

HAVE SCOPE FOR FURTHER REDUCTIONS IN sngEQUENT
BuDGETS.

53. My PROPOSALS FOR REFORM ARE GUIDED BY TWO BASIC
PRINCIPLES., FIRST, THE NEED TO MAKE CHANGES THAT
WILL IMPROVE OUR ECONOMIC PERFORMANCE OVER THE
LONGER TERM, SECOND, THE DESIRE TO MAKE LIFE A
LITTLE SIMPLER FOR THE TAXPAYER,

60. BuT I AM WELL AWARE THAT THE TAX REFORMER'S

PATH IS A STONY ONE. ANY CHANGE IN THE SYSTEM IS
BOUND, AT LEAST IN THE SHORT TERM, TO BRING BENEFITS

/TO SOME AND
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TO SOME AND DISADVANTAGES TO OTHERS. AND THE
DISAPPROVAL OF THE LATTER GROUP TENDS TO BE RATHER
MORE AUDIBLE THAN THE MURMURINGS OF SATISFACTION
FROM THE FORMER.

61. SOME COMMENTATORS HAVE SUGGESTED THAT OUR
ENTIRE INCOME-BASED TAX SYSTEM SHOULD BE REPLACED
WITH AN EXPENDITURE-BASED SYSTEM, EVEN IF A ROOT-
AND-BRANCH CHANGE OF THIS KIND WERE DESIRABLE, IT
wouLD, [ BELIEVE, BE WHOLLY IMPRACTICAL AND
UNREALISTIC,

62. But I DO NOT BELIEVE WE CAN AFFORD TO OPT FOR
THE QUIET LIFE AND DO NOTHING. SO | HAVE CHOSEN THE
MIDDLE WAY: TO INTRODUCE REFORMS, SOME OF THEM OF A
MAJOR NATURE, WITHIN THE FRAMEWORK OF OUR EXISTING
INCOME-BASED SYSTEM. [ SHALL ALSO BE PROPOSING
TRANSITIONAL ARRANGEMENTS WHERE [ BELIEVE IT FAIR
AND APPROPRIATE TO DO SO,

/THE CHANGES
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63. THE CHANGES I SHALL BE PROPOSING TODAY FALL
INTO THREE BROAD CATEGORIES., THESE ARE THE TAXATION
OF SAVINGS AND INVESTMENT, BUSINESS TAXATION, AND
THE TAXATION OF PERSONAL INCOME AND SPENDING.
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SAVINGS AND INVESTMENT

64, FIRST, THE TAXATION OF SAVINGS AND INVESTMENT.
THE PROPOSALS | AM ABOUT TO MAKE SHOULD IMPROVE THE
DIRECTION AND QUALITY OF BOTH. AND THEY WILL
CONTRIBUTE FURTHER TO THE CREATION OF A PROPERTY-
OWNING AND SHARE-OWING DEMOCRACY, IN WHICH MORE
DECISIONS ARE MADE BY INDIVIDUALS RATHER THAN BY
INTERMEDIARY INSTITUTIONS.

65. I START WITH STAMP DUTY. THIS WAS DOUBLED FROM
ITS LONG-STANDING | PER CENT BY THE POST-WAR LABOUR
GOVERNMENT IN 1947, REDUCED BY THE MACMILLAN
GOVERNMENT IN 1963, AND ONCE AGAIN DOUBLED TO 2 PER
CENT BY LABOUR IN THE FIRST BUDGET PRESENTED BY THE
Rt Hon mMeEMBER For LEEDS EasT 1IN 1974, Ar TS
PRESENT LEVEL IT IS AN IMPEDIMENT TO MOBILITY AND

/ INCOMPATIBLE




BUDGET SECRET

INCOMPATIBLE WITH THE FORCES OF COMPETITION NOW AT
WORK IN THE CITY, FOLLOWING THE WITHDRAWAL OF THE
Stock EXCHANGE CASE FROM THE RESTRICTIVE PRACTICES
COUuRT,

66. [ THEREFORE PROPOSE TO HALVE THE RATE OF STAMP

puty To | PER CENT.¢[ WITH THE EXCEPTION OF THOSE
DOCUMENTS WHICH HAVE TO BE STAMPED BEFORE 20 MARCH, {/[= 7,

\H oV ¢ ( IR

THE CHANGE WILL IAKE EF#ECT FROM TODAY.i}

67. FOR THE HOME BUYER, THE NEW FLAT RATE | PER
CENT STAMP DUTY WILL START AT £30,000. BeLow THIS
LEVEL NO DUTY WILL BE PAYABLE. AS A RESULT OF THIS
£5.000 INCREASE IN THE THRESHOLD, 90 PER CENT OF
FIRST TIME HOME BUYERS WILL NOT HAVE TO PAY STAMP
DUTY AT ALL,

68. REDUCING THE RATE OF DUTY ON SHARE TRANSFERS

» WILL ~ REMOVE AN  IMPORTANGE  DISINCENTIVE  TO

INVESTMENT IN EQUITIES AND INCREASE THE

/ INTERNATIONAL
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INTERNATIONAL COMPETITIVENESS OF OUR STOCK MARKET.
IT SHOULD ALSO HELP BRITISH COMPANIES TO RAISE
EQUITY FINANCE. : P -
B A
69. IN ADDITION, [ HAVE JHREE PROPOSALS TO
ENCOURAGE THE ISSUE OF CORPORATE BONDS. [ SHALL
GO AHEAD WITH THE NEW ARRANGEMENTS FOR DEEP DISCOUNT
STOCK AND THE RELIEFS FOR COMPANIES ISSUING
EUROBONDS AND CONVERTIBLE LOAN STOCK WHICH WERE
ANNOUNCED BUT NOT ENACTED LAST YEAR., AND | PROPOSE
TO EXEMPT FROM CAPITAL GAINS TAX MOST CORPORATE
FIXED INTEREST SECURITIES PROVIDED THEY ARE HELD FOR
MORE THAN A YEAR, SINCE SUCH SECURITIES ARE ALREADY
EXEMPT FROM STAMP DUTY THIS MEANS THAT THE TAX
CONCESSIONS FOR PRIVATE SECTOR BORROWING IN THE
CORPORATE BOND MARKET WILL NOW BE VIRTUALLY THE SAME
AS FOR GOVERNMENT BORROWING IN THE GILT-EDGED
MARKET .

/THE REDUCTIONS
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70, THE REDUCTIONS IN STAMP DUTY WILL COST
£450 miLLion 1N 1984-85, oF wHicH £160 MILLION IS
THE COST OF THE RELIEF ON SHARE TRANSFERS, AND
£290 MILLION THE COST OF THE RELIEF ON TRANSFERS OF
HOUSES AND OTHER BUILDINGS AND LAND.

/1. NEXT, LIFE ASSURANCE. THE MAIN EFFECT OF LIFE
AsSURANCE PREMIUM RELIEF TODAY IS UNDULY TO FAVOUR
INSTITUTIONAL RATHER THAN DIRECT INVESTMENT. [T HAS
ALSO SPAWNED A MULTIPLICITY OF WELL-ADVERTISED TAX
MANAGEMENT SCHEMES.” | THEREFORE PROPOSE TO WITHDRAW
THE RELIEF ON ALL NEW CONTRACTS MADE AFTER TODAY. I
STRESS THAT THIS CHANGE WILL APPLY ONLY TO NEW (OR
NEWLY ENHANCED) POLICIES, TAKEN OUT OR INCREASED
AFTER TODAY, EXISTING POLICIES WILL NOT BE AFFECTED
AT ALL. THE CHANGE IS ESTIMATED TO VYIELD

ABoUT £90 MILLION IN 1984-85,

72.1 AM ALSO PROPOSING TO WITHDRAW THE SPECIAL -
BUT UNFORTUNATELY WIDELY ABUSED - PRIVILEGES FOR

/WHAT ARE KNOWN
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WHAT ARE KNOWN AS 'TAX EXEMPT' FRIENDLY SOCIETIES,
AND BRING THEM INTO LINE WITH THE NORMAL RULES FOR
FRIENDLY SOCIETIES DOING 'MIXED’ BUSINESS. HOWEVER
THE LIMITS WITHIN WHICH IN FUTURE ALL FRIENDLY
SOCIETIES WILL BE ABLE TO WRITE ASSURANCE ON A TAX
EXEMPT BASIS WILL BE INCREASED FROM £500 To £750,

73. | HAVE ALSO REVIEWED THE TAX TREATMENT OF
DIRECT PERSONAL INVESTMENT., THE INVESTMENT INCOME
SURCHARGE IS AN UNFAIR AND ANOMALOUS TAX ON SAVINGS
AND ON THE REWARDS OF SUCCESSFUL ENTERPRISE., IT
HITS THE SMALL BUSINESSMAN WHO REACHES RETIREMENT
WITHOUT THE CUSHION OF A COMPANY PENSION SCHEME, AND
IMPEDES THE CREATION OF FARM TENANCIES., [N THE VAST
MAJORITY OF CASES IT IS A TAX ON SAVINGS MADE OUT OF
HARD-EARNED AND FULLY-TAXED INCOME. MORE THAN HALF
OF THOSE WHO PAY THE INVESTMENT INCOME SURCHARGE ARE
OVER B5, AND OF THESE HALF WOULD OTHERWISE BE LIABLE
TO TAX AT ONLY THE BASIC RATE,

/1 HAVE THEREFORE




BUDGET SECRET

74, | HAVE THEREFORE DECIDED THAT THE INVESTMENT
INCOME SURCHARGE SHOULD BE ABOLISHED. THE COST IN
1984-85 wiLL BE SoME £25 MILLION, BUILDING UP TO
£360 MILLION IN A FULL YEAR,

75, FINALLY, | PROPOSE TO DRAW MORE CLOSELY
TOGETHER THE TAX TREATMENT OF DEPOSITORS IN BANKS
AND BUILDING SOCIETIES. THESE INSTITUTIONS COMPETE
IN THE SAME MARKET FOR PERSONAL DEPOSITS. | BELIEVE
THAT THEY SHOULD BE ABLE TO DO SO ON MORE EQUAL
TERMS AS FAR AS TAX IS CONCERNED. ONE SOURCE OF
UNEQUAL TREATMENT HAS ALREADY BEEN REMOVED., WITH THE
RECENT CHANGE MADE ON LEGAL ADVICE IN THE TAX
TREATMENT OF BUILDING SOCIETIES' PROFITS FROM GILT-
EDGED SECURITIES, THEY ARE NOW TREATED IN THE SAME
WAY AS THOSE OF THE BANKS HAVE ALWAYS BEEN,

/BUT THE MAJOR




BUDGET SECRET

76, BUT THE MAJOR SOURCE OF UNEQUAL TREATMENT,
AGAINST WHICH THE BANKS IN PARTICULAR HAVE
FREQUENTLY COMPLAINED, IS THE SPECIAL ARRANGEMENT
FOR INTEREST PAID BY BUILDING SOCIETIES, THE
SOCIETIES PAY TAX AT A SPECIAL RATE - THE "COMPOSITE
RATE" -ON THE INTEREST PAID TO THE DEPOSITOR, WHO
RECEIVES CREDIT FOR INCOME TAX AT THE FULL BASIC
RATE.,

77. THIS SYSTEM, WHICH HAS WORKED WELL FOR THE PAST
90 YEARS, HAS BOTH AN ADVANTAGE AND A DISADVANTAGE,
THE DISADVANTAGE IS THAT A MINORITY OF DEPOSITORS.

L]

WHO ARE BELOW THE INCOME TAX THRESHOLD, STILL HAVE-
' TAX DEDUCTED AT THE COMPOSITE RATE. IT HAS NOT
HOWEVER STOPPED MANY OF THEM USING BuILDING
SOCIETIES BECAUSE OF THE COMPETITIVE RATES THEY HAVE
OFFERED., THE ADVANTAGE OF THE SCHEME IS ITS EXTREME
SIMPLICITY, PARTICULARLY FOR THE TAXPAYER: MOST
TAXPAYERS ARE SPARED THE BOTHER OF PAYING TAX ON
INTEREST THROUGH PAYE OR INDIVIDUAL ASSESSMENT,

/WHILE THE REVENUE




Fh v arSaER e S e ks

} BUDGET SECRET

WHILE THE REVENUE ARE SPARED THE NEED TO RECRUIT UP
70 2000 EXTRA STAFF TO COLLECT THE TAX DUE ON
INTEREST PAID WITHOUT DEDUCTION,

78, IN COMMON WITH MY PREDECESSORS OF ALL PARTIES
OVER THE PAST 90 YEARS, | AM SATISFIED THAT THE
ADVANTAGE OF THE COMPOSITE RATE ARRANGEMENT
OUTWEIGHS THE DISADVANTAGE. IT FOLLOWS THAT EQUAL
TREATMENT OF BUILDING SOCIETIES AND BANKS SHOULD BE
ACHIEVED, NOT BY REMOVING THE COMPOSITE RATE FROM
THE SOCIETIES, BUT BY EXTENDING IT TO THE BANKS AND
OTHER LICENSED DEPOSIT TAKERS,

79. NON-TAXPAYERS WILL CONTINUE TO BE ABLE TO
RECEIVE INTEREST GROSS, SHOULD THEY WISH TO DO SO,
BY PUTTING THEIR MONEY INTO APPROPRIATE NATIONAL
SAVINGS FACILITIES. ~BUT THE PURPOSE OF THE MOVE IS
NOT, OF COURSE, TO ATTRACT SAVINGS INTO GOVERNMENT
HANDS: AS [ HAVE ALREADY ANNOUNCED., NEXT YEAR'S
TARGET FOR NATIONAL SAVINGS WILL BE THE SAME AS THIS

/YEAR'S AND
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YEAR'S AND LAST YEAR'S: AND THE TOTAL GOVERNMENT
APPETITE FOR SAVINGS, WHICH IS MEASURED BY THE SIZE

of THE PuBLIc SeEcToR BORROWING REQUIREMENT, IS BEING

SIGNIFICANTLY REDUCED. :

80. THE TRUE PURPOSE OF THE MOVE IS SIMPLE. FAIRER
COMPETITION AND SIMPLICITY ITSELF. UNLESS THEY ARE

A

HIGHER-RATE TAXPAYERS,f INDIVIDUAL BANK CUSTOMERS .

WILL, WHEN IT COMES TO TAX, BE ABLE TO FORGET ABOUT |

BANK INTEREST ALTOGETHER, FOR ALL THE TAX DUE ON IT
WILL ALREADY HAVE BEEN PAID. AND IT WILL BE EASIER
FOR PEOPLE TO COMPARE THE TERMS OFFERED FOR THEIR
SAVINGS BY BANKS AND BUILDING SOCIETIES. [jHERE WILL
BE NO DIRECT GAIN TO THE EXCHEQUER. Howsveg] THE
INLAND REVENUE WILL BE ABLE TO MAKE STAFF SAVINGS OF

UP TO AN/;xth 1000 ci1viL SERVANTS. MOREOVER, THIS

FIGURE TAKES NO ACCOUNT OF THE SUBSTANTIAL NUMBERS
OF ADDITIONAL INLAND REVENUE STAFF WHO WOULD HAVE
BEEN REQUIRED TO OPERATE THE PRESENT SYSTEM AS THE
TREND TOWARDS THE PAYMENT OF INTEREST ON CURRENT
ACCOUNTS DEVELOPS.,

/ACCORDINGLY,

e
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81, ACCORDINGLY, | PROPOSE TO EXTEND THE COMPOSITE
RATE ARRANGEMENTS TO [INTEREST RECEIVED BY UK
RESIDENT INDIVIDUALS FROM BANKS AND OTHER LICENSED
DEPOSIT TAKERS WITH EFFECT FROM 1985-86, THE
COMPOSITE RATE WILL NOT APPLY EITHER TO NON-
RESIDENTS OR TO THE CORPORATE SECTOR. ARRANGEMENTS
WILL ALSO BE MADE TO EXCLUDE FROM THE SCHEME
CerTiFIcATES OF DeposiT AND TiMe Deposits oF £50,000
OR MORE,

82. TAKEN TOGETHER, THE MAJOR PROPOSALS | HAVE JusT
ANNOUNCED ON STAMP DUTY, LIFE ASSURANCE PREMIUM
RELIEF, THE INVESTMENT INCOME SURCHARGE, AND THE
COMPOSITE RATE, COUPLED WITH OTHER MINOR PROPOSALS,
WILL PROVIDE A SIMPLER AND MORE STRAIGHTFORWARD TAX
SYSTEM FOR SAVINGS AND INVESTMENT. THEY WILL REMOVE
BIASES WHICH HAVE DISCOURAGED THE INDIVIDUAL SAVER
FROM INVESTING DIRECTLY IN INDUSTRY, AND THEY WILL
REINFORCE THE GOVERNMENT’'S POLICY OF ENCOURAGING
COMPETITION IN THE FINANCIAL SECTOR, AS IN THE

TR
f
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ECONOMY AS A WHOLE.
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BUSINESS TAXATION

83, I NOW TURN TO BUSINESS TAXATION, HERE,
GOVERNMENT HAS TWO RESPONSIBILITIES TOWARDS BRITISH
BUSINESS AND INDUSTRY. THE FIRST IS TO ENSURE THAT
THEY DO NOT HAVE TO BEAR AN EXCESSIVE BURDEN OF
TAXATION. THE SECOND IS TO ENSURE THAT, GIVEN A
PARTICULAR BURDEN, IT IS STRUCTURED IN THE WAY THAT
DOES LEAST DAMAGE TO THE NATION'S ECONOMIC
PERFORMANCE .

84, THE MEASURES [ AM ANNOUNCING TODAY WILL, TAKING
THE NEXT TWO YEARS TOGETHER, RESULT IN A SUBSTANTIAL
REDUCTION IN THE BURDEN OF TAXATION ON BRITISH
BUSINESS., AND IN ADDITION | SHALL BE PROPOSING A

Ui~y “FAR-REACHING REFORM dF THE-—STRUCTURE —OF COMPANY

TAXATION,

/RESPONSES TO THE
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85. Responses To THE CoORPORATION Tax GREEN Paper
IN 1982 SHOWED A STRONG GENERAL DESIRE TO RETAIN THE
IMPUTATION SYSTEM., [ ACCEPT THAT.  BUT OTHER
CHANGES ARE NEEDED,

86. THE CURRENT RATES OF CORPORATION TAX ARE FAR
TOO HIGH, PENALISING PROFIT AND SUCCESS, AND
BLUNTING THE CUTTING EDGE OF ENTERPRISE. THEY ARE
THE PRODUCT OF TOO MANY SPECIAL  RELIEFS,
INDISCRIMINATELY  APPLIED AND OF  DIMINISHING
RELEVANCE TO THE CONDITIONS OF TODAY., SOME OF THESE
RELIEFS REFLECT ECONOMIC PRIORITIES OR
CIRCUMSTANCES WHICH HAVE LONG VANISHED, AND NOW
SERVE ONLY TO DISTORT INVESTMENT DECISIONS AND
CHOICES ABOUT FINANCE. OTHERS WERE INTRODUCED TO
MEET SHORT-TERM PRESSURES, NOTABLY THE UPWARD SURGE
OF INFLATION, WITH INFLATION DOWN TO TODAY'S LOW
LEVELS, THIS IS CLEARLY THE TIME TO TAKE A FRESH
LOOK. AND WITH UNEMPLOYMENT AS HIGH AS IT IS TODAY,
IT IS PARTICULARLY DIFFICULT TO JUSTIFY A TAX SYSTEM

/WHICH ENCOURAGES
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WHICH ENCOURAGES LOW-YIELDING OR EVEN LOSS-MAKING
INVESTMENT AT THE EXPENSE OF JOBS,

87. My PURPOSE THEREFORE IS TO PHASE OUT SOME
UNNECESSARY RELIEFS, IN ORDER TO BRING ABOUT, OVER
TIME, A MARKEDLY LOWER RATE OF TAX ON COMPANY
PROFITS,

88, FIRST, CAPITAL ALLOWANCES. OVER VIRTUALLY THE
WHOLE OF THE POST-WAR PERIOD THERE HAVE BEEN
INCENTIVES FOR INVESTMENT IN BOTH PLANT AND
MACHINERY AND INDUSTRIAL (THOUGH NOT COMMERCIAL)
BUILDINGS., BUT THERE IS LITTLE EVIDENCE THAT THESE
INCENTIVES HAVE STRENGTHENED THE ECONOMY OR
IMPROVED THE QUALITY OF INVESTMENT. QUITE THE
CONTRARY:  THE EVIDENCE SUGGESTS THAT BUSINESSES
HAVE INVESTED SUBSTANTIALLY IN ASSETS YIELDING A
LOWER RATE OF RETURN THAN THE INVESTMENTS MADE BY
OUR PRINCIPAL COMPETITORS., 100 MUCH OF BRITISH
INVESTMENT HAS BEEN MADE BECAUSE THE TAX ALLOWANCES

/MAKE IT LOOK
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MAKE IT LOOK PROFITABLE, RATHER THAN BECAUSE IT
WOULD BE TRULY PRODUCTIVE. WE NEED INVESTMENT
DECISIONS BASED ON FUTURE MARKET ASSESSMENTS, NOT
FUTURE TAX ASSESSMENTS,

83, | PROPOSE TO RESTRUCTURE THE  CAPITAL
ALLOWANCES IN THREE ANNUAL STAGES. [N THE CASE OF
PLANT AND MACHINERY, AND ASSETS WHOSE ALLOWANCES ARE
LINKED WITH THEM, THE FIRST YEAR ALLOWANCE WILL BE
REDUCED FROM 100 PER CENT TO 75 PER CENT FOR ALL
SUCH EXPENDITURE INCURRED AFTER TODAY, AND TO 50 PER
CENT FOR EXPENDITURE INCURRED AFTER 31 MARCH NEXT
YEAR, AFTER 31 MArRcH 1986 THERE WILL BE NO FIRST
YEAR ALLOWANCES, AND ALL EXPENDITURE ON PLANT AND
MACHINERY WILL QUALIFY FOR ANNUAL ALLOWANCES ON A
25 PER CENT REDUCING BALANCE BASIS,

19gs am/IK
90. IN ADDITION, FROM(NEXT YEAR| ANNUAL ALLOWANCES
WILL BE GIVEN AS SOON AS THE EXPENDITURE IS

INCURRED, AND NOT, AS THEY ARE TODAY, WHEN THE ASSET

/COMES INTO USE,
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COMES INTO USE. THIS WILL BRING FORWARD THE
ENTITLEMENT TO ANNUAL ALLOWANCES FOR THOSE ASSETS,
SUCH AS SHIPS AND OIL RIGS, FOR WHICH SOME PAYMENT
IS NORMALLY MADE WELL BEFORE THEY ARE BROUGHT INTO
USE.

A&f?/.FOR INDUSTRIAL BUILDINGS, [ PROPOSE THAT THE
INITIAL ALLOWANCE SHOULD FALL FROM /5 PER CENT TO 50
PER CENT FROM TONIGHT, AND BE FURTHER REDUCED TO 25
PER CENT FROM 31 MARCH NEXT YEAR., AFTER 31 MARcH
1986 THE INITIAL ALLOWANCE WILL BE ABOLISHED., AND
EXPENDITURE WILL BE WRITTEN OFF ON AN ANNUAL 4 PER
CENT STRAIGHT LINE BASIS. [ SHOULD ADD THAT, WHEN
THESE CHANGES HAVE ALL TAKEN PLACE, TAX ALLOWANCES
FOR BOTH PLANT AND MACHINERY AND INDUSTRIAL
BUILDINGS WILL STILL ON AVERAGE BE RATHER MORE
GENEROUS THAN WOULD BE PROVIDED BY A STRICT SYSTEM

OF ECONOMIC [DEPRECIATION.
\ et — 18 fushorgly.
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92, THE CHANGES IN THE RATES OF ALLOWANCES WILL NOT
APPLY TO PAYMENTS UNDER BINDING CONTRACTS ENTERED
INTO ON OR BEFORE TODAY, PROVIDED THAT THE
EXPENDITURE IS INCURRED WITHIN THE NEXT THREE YEARS,

93, THERE WILL BE TRANSITIONAL TAX ARRANGEMENTS
FOR CERTAIN INVESTMENT PROJECTS IN THE DEVELOPMENT
AREAS AND SPECIAL DEVELOPMENT AREAS. WHEN A PROJECT
IN THOSE AREAS HAS HAD AN OFFER OF I[NDUSTRY AcT
SELECTIVE FINANCIAL ASSISTANCE AND ALSO ATTRACTS
REGIONAL DEVELOPMENT GRANTS, THE EXISTING CAPITAL
ALLOWANCES WILL CONTINUE TO APPLY TO THE EXPENDITURE
TO WHICH THE SELECTIVE ASSISTANCE IS RELATED. THESE
ARRANGEMENTS WILL COVER PROJECTS FOR WHICH OFFERS
HAVE ALREADY BEEN MADE BETWEEN | AprIL 1980 anD
TODAY., SIMILAR  ARRANGEMENTS FOR  REGIONAL
DEVELOPMENT GRANTS WERE ANNOUNCED BY MY Rt. How,
FRIEND THE SECRETARY OF STATE FOR TRADE AND INDUSTRY
IN HIS WHITE PAPER LAST DECEMBER.

/OVER THE SAME
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94, OVER THE SAME PERIOD TO 31 MarcH 1986 mMosT
OTHER CAPITAL ALLOWANCES WILL BE BROUGHT INTO LINE
WITH THE MAIN CHANGES | HAVE ANNOUNCED. THE INLAND
REVENUE WILL BE ISSU<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>