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I attach a draft letter from you to the Chancellor of the Duchy

accompanying some further information on the £24 billion exercise.
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Rt hon Norman Tebbit MP
Chancellor of the Duchy of Lancaster =
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(Roy Hattersley has now become

rather excited about our costing exercise.

I see every
advantage in keeping this on the boil. It was to be
expected that there would be individual items of our
version of Labour's programme which they would dispute,

but so far see no reason to depart from our estimate
. . P
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VJJAA Aéﬁ arounié £24 billion |ed® the total cost of their
Tr programme.
¢ } o}
&Jh;l; I attach copies of Roy Hattersley's latest letters

to John MacGregor and his replies, together with a

note of points you might make in your speech at the
weekend , and a copy of the Treasury's central brief on

this exercise.

/ NIGEL LAWSON
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LABOUR'S SPENDING PLANS: POINTS TO MAKE

Labour have been making wild promises to the elctorate for

nearly three years. At last the pigeons have come home to

/]{\o:s Ll by &0 e )

decided it was about time that Labour's promises

were costed.
w/»\/%

A careful, detailed exercise was carrled out wh1ch produced
a figure of £24 billion, representing the annual cost of
Labour's programme  once it had got into full swing. That

figure, and all the details, was published in Hansard.

Since then Labour have tried to deny the nuTEF s guoted -
but with almost no success. Mr Hattersley %E?fé%%géfsputed
22 (6% 28 figures. His own corrections of the other 6 have

pushed the figure down from just above £24 billion to Jjust
below £24 billion.

The Labour Party has been rumbled. Their panicky response
shows that this c¢ynical strategy of promising the moon to
individual pressure groups, while pretending to have a

responsible overall economic policy has been found out.
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: g Miss Kelley
L, Mr Scholar

& ) \)”‘/ Mr Culpin
A Miss O'Mara
2 Mr H J Davies
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MR HATTERSLEY' S LETTER TO SIR ROBERT ARMSTRONG

I attach a draft reply for you to send to Sir Robert to which
is attached a draft he in turn might send to Mr Hattersley.
In the letter to Sir Robert I have set out reasonably fully
how the current exercise was conducted, and informed him of

the similar exercise carried out in 1982-83.
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DRAFT LETTER FROM SIR P MIDDLETON TO

Sir Robert Armstrong

You might 1like to know the background to the exercise
referred to in Mr Hattersley's letter. Conservative

Central Office and the Speéial Advisers compiled a

list of Labour Party policy proposals. Treasury
officials were asked by Ministers to estimate the
costs of implementing these proposals. The information

provided by expenditure divisions was purely factual.
L —___ o

ey Wwo
—of—any—outside—organisation.

made available to Ministers who, in consultation with

The information was then

the Special Advisers, decided how it should Dbe

interpreted and presented.

2. A very similar exercise was set in hand in 1982-83
by the previous Chancellor. As it was nearing
completion, the Election was called. The Chancellor's

Special Adviser, Sir Adam Ridley, then edited the
material provided by Treasury officials into a document
which was eventually issued as a press release by
Conservative Central Office. Here, too, a distinction
was made between the factual information provided by
officials and responsibility for the use to which it

was put.

3% I attach a draft of a reply which you might send

to Mr Hattersley.




DRAFT LETTER FROM SIR ROBERT ARMSTRONG TO

Mr Hattersley

Thank you for your 1letter of 10 March. Treasury
officials were asked by Ministers to estimate the costs
of implementing proposals put forward in Labour Party
documents or by Labour Party spokesmen. The information
provided by officials was purely factual.

l6 seammc 6 ma fwfu,o.no( Contitlnr wlt anmus pmwc-l&_’,

2 I*S-ee—ne—&:ff-rea-}ty—-rnLthe government of the day

= otk
asking civil servants to \Prov1de them with factual

W
information costing thg(pollcy proposals of

ITuts;de_ZgQygxnmantq——whethes——they——be polltlcal partles)
L\n.x, I~ ab Arwr o ghunnd. )

-or—net.( Ministers are responsible for the interpretation

of this information and for decisions about its

presentation.
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LABOUR'S PROPOSALS FOR TAXING HIGH EARNERS

2656/058

Factual (Le

Mr Hattersley's strategy paper, approved by;;ghadow ;
Cabinet 12 March 1986, (reported 'Sunday Times' |
16 March and 'The Times' 17 March) proposes higher
welfare benefits financed from 'the £3.6 billion
which the richest 5 per cent have received' since
1979, including cuts in higher rate income tax,
abolition of investment income surcharge (IIS),
and cuts in capital gains tax (CGT) and capital |

transfer tax (CTT). i
2% £3.6 billion total about right for annual gain

1
in 1985-86 (though breakdown in 'The Times' 17 March ‘
appears inaccurate). Top 5 per cent of all tax

units (single people and married couples with total
income above about £20,000 - some 1.55 million tax
units) gain around £3 billion in 1985—86) ‘@ompared

with indexed 1978-79 regime (ChangQ§MP$%§§;g§:ﬂ§3§§§:it)
down, thresholds up 20% in real terms, E¥SCabolished].

CGT down £550 million compared with indexed 1978-79
regime (threshold up over 200% in real terms, gains

since 1982 indexed). CTT down £70 million . (top

rate down from 75% to 60%, and to 30% for lifetime
transfers, threshold up 36% in real terms).(nb.
relatively wealthy will have been( main gainers from
capital tax reductions, but impossible to allocate

by income).

2 Hattersley paper also reported as suggesting
revenue could be raised from National Insurance
contributions (by abolishing employees' upper earnings

limit, and 1levying NICs on benefits-in-kind and




income from capital) restricting relief for the
Business Expansion Scheme and executive share option
schemes, and reversing cut in stamp duty on shares

to 1% and abolition of Development Land Tax.

Line to take

Income tax: No apology for cutting absurd rates

of income tax under Labour Government (up to 98 per
cent including investment income surcharge). Return

to penal tax rates would hit some 1% million

households, and have severe disincentive effects
for nation's wealthcreators = so damage economy
as a whole. Misdirection of effort to tax-avoidance
as opposed to wealth creation. Income tax cuts

since 1979 not only for rich: 20% real terms increase
in personal tax allowances has given greatest

proportionate benefit to low paid.

I1s: abolition 1984 removed outdated penalty on
thrift and enterprise, and discrimination against
savings. In final year before abolition over half
those 1liable to 115 pensioners, 40% Dbasic - not

higher - rate taxpayers.
CGT: main change increase in threshold - from only

£1,000 1979 - focussing benefits on those with

relatively modest gains, plus indexation since 1982a

reduction

main change
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ROY HATTERSLEY - INTERVIEW ON BUDGET LW\C(’\U/%

Transcript from: BBC Radio 4, Today, 17 March 1986

%”
%

INTERVIEWER: (Peter Hobday) Safe in that battered red despatch box Jﬁ

tomorrow's Budget secrets lurk. Will it be pennies on pints, petrol and
r

tobacco? Will there be pennies off tax? Will it be a giveaway Budge;/éo

try and help the Tories on their way to a third term? Or, in Mrs \Jﬁf

Thatcher's words, a responsible Budget? Well of course we'll know #/5 r(
tomorrow. What Labour would have done had they been in power we know (%k’\
very clearly because their deputy leader and Shadow Chancellor has been «ﬁfﬁ
bruting his Budget package abroad at every opportunity. Mr Hattersley

with me now, good morning Mr Hattersley. Your proposals have been ﬂbiln,““!‘
attacked first as an attack on the rich - almost Healey like "until thbJ v
pips squeak"?

HATTERSLEY:" I haven't used that sort of language. What I've said is

that whilst the population as a whole, the taxpayers in general, have
had to bear an extra tax burden of £29 billion a year as a result of
Conservat ive policy the richest 5% in the population have had tax cuts,
tax cuts of £3.6 billion. And I believe that the richest 5% - people on
£29/30,000 a year - should make their fair contribution to national
problems. Particularly, I believe, you cannot justify giving money back
to let us say the unearned income supplement, not requiring an extra tax
on income which is from capital rather than from work at the same time
the country says it's unable to pay a decent pension and pensioners die
from cold in the winter. You have to make choices between these things
and I prefer a decent pension and decent child benefit to tax handouts to
the very rich indeed.

INTERVIEWER: But the experts running the slide rule over your figures say

that if you do tax that 5% fairly heavily you're still not going to raise

enough money to do the other things that you want to do in terms of ..... ?




HATTERSLEY: NoI'm sorry to correct you but they don't say that. Mr Nigel

Lawson said that income tax on the richest 5% would not raise sufficient
money. But it's not income tax alone; there is capital gains and there
is capital transfer tax. There are about 12 concessions of one sort or
another which have been provided for the very rich in every Budget since
Mrs Thatcher was elected. Were it to be income tax alone then it would
be both undesirable and impossible. But Mr Lawson, as is often the case,
chooses the areas which suits his argument whether they're honest and

accurate or not.

INTERVIEWER: But you would accept, would you not, that the package of

measures that you're suggesting would be much more expensive - the
figure that the Government has put on it of course is £24 billion - but
even if you disregard that as a cerlain exaggeration on one side it's
still pretty high? Can we afford it?

HATTERSLEY: The proposals I shall make on Wednesday come in two

categories. One is the aleviation of poverty by helping the pensioners,
by increasing child benefit, by providing a decent system of paying the

long term unemployed and that is self financing. The richest 5%, the

people earning £30,000 or thereabouts, can by making the same
contribution to taxes as the rest of the population has made over the
last 7 years - and that's no cuts for them but the same sort of increases ><

that other people have had to bear - they can finance the anti poverty

package. In the other area, the area of reducing unemployment, there can
be a spending of 5, 6 billion of spending which this country can easily
afford, if we concentrate all our efforts on that main object - now that

does mean that some other proposals under a Labour Government may have to

be postponed may have to be temporarily put aside - but we ought to
concentrate our resources on reducing unemployment. And if we do that we
can bring unemployment down by about a million in about 2 years.

INTERVIEWER: But I press you again Mr Hattersley, can we really afford it
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because o0il revenues are falling, and falling sharply and not likely to

increase and you would therefore be going for a very massive amount of

deficit financing which in itself would be inflationary?

HATTERSLEY: We'd be going for an extra amount of borrowing but an amount

of borrowing which can certainly be managed in the economy. We have
become obsessed by the public sector borrowing requirement which is in
itself a wholly inadequate measure of borrowing. If we take the ratio of
debt to national income, which is the sort of measurement that more
sensible economies use to decide how much debt they can finance, what we
propose would keep our debt to income ratio well within line of that in LdVNV‘
more successful economies. And borrowing for sensible purposes is what
prudent countries, like prudent companies and prudent individuals do, and
| it's only this strange obsession of Mr Lawson which really has got so
§ much responsibility for escalating unemployment and escalating poverty
|

that argues against that sort of prudent investment.

INTERVIEWER: But if you were that prudent I put it to you again, you 4}

couldn't afford what it is you're suggesting?

HATTERSLEY: Well I regard this as prudence. I don't believe it's prudent

to have 3 1/2, 4 million men and women unemployed and paying something
like £7,000 a year to each one of them to keep unemployed. 1'd rather

pay the money to put them into jobs and that seems to me to be the true

prudence.




INLAND REVENUE
STATISTICS DIVISION
SOMERSET HOUSE

FROM: J R CALDER
DATE: 17 March 1986

PS/CHANCELLOR (MR KUCZYS)

LABOUR PARTY'S PLANS TO TAX THE RICH

l. You asked for a quick note on recent reports (e.g. Today's

Sk Times - attached) of Labour Party's plans to raise £3 billion a

year from increasing tax on "the richest 5 per cent of taxpayers".

2. The Times article includes estimates taken from a Labour
party paper of the value of tax concessions on income tax and
capital taxes said to have gone mainly to the richest sector,
totalling some £3.6 billion. We have not been able to relate
these fiqures exactly to recent Parliamentary Answers. The
apparent precision of some of the estimates suggests that they
have been obtained by attempting to update such figures perhaps
to 1986-87 levels.

3. Paragraphs 4 to 5 below discuss what additional yield might
be obtained by taxing "the rich". The remaining paragraphs look

at the four Labour party estimates quoted in the Times.

| cel PS/FST Mr Isaac

Mr Houghton
Mr Lewis

Mr Battersby
Mr Bryce

Mr Mace

Mr Eason

Mr Gonzalez
Mr Calder
PS/IR

Mr Monger
Mr Scholar
Mr G P Smith



INCOME TAX YIELD AVAILABLE FROM INCREASING TAX ON HIGH INCOMES

4. The Times article refers to the top 5 per cent of taxpayers.
These correspond broadly to those liable to income tax at higher
rates (i.e. with taxable incomes after reliefs and allowances of
over £16,200 in 1985-86 - the Times mistakenly refers to the top

5 per cent of earners having annual salaries above £16,200).

5. The total amount of income (including investment income)
liable to tax at higher rates in 1985-86 is £ 10.6 billion, of
which £ 4.8 billion is already paid in income tax, leaving

£5.8 billion theoretically available if marginal rates of tax
were to be increased. As the Chancellor pointed out at Question
Time last Thursday (when referring to a marginal tax rate of
100% on individual incomes*%ver £30,000),"the actual yield would
be closer to zero as relatively few people are prepared to work

for nothing."
THE LABOUR PARTY FIGURES

6. The figures are presumably intended to reflect the yield from
reverting to tax regimes similar to these in 1978-79 after
allowing for changes in price and earnings levels since then.
There have been a number of recent Parliamentary Answers comparing
tax yields in 1985-86 with those under a 1978-79 regime with
thresholds, rate bands etc indexed to 1985-86 levels by reference

to the movement in the RPI.

*

( yThe Chancellor was, of course, referring to individual
taxable incomes (i.e. after reliefs and allowances)
- Hansard col 1070 Thursday 13 March.




Tncome tax

7. The Labour figures are: £ million
higher rates Jbre 2 R
investment income surcharge 875
total 2,806

In an Answer to Dr Oonagh McDonald (27 February - attached) the
additional yield from reverting to the (indexed) 1978-79 tax

structure for 1985-86 was given as

£ million
higher rates (and thresholds) 1,285

investment income surcharge 740
total 2,025
There is no obvious link between these figures. The higher rate

estimate is 50% higher but the IIS figure only 18% higher.
Ministers will recall from the debates in 1984 when IIS was
abolished, that over half of those liable to IIS were elderly
and two-thirds were either elderly or liable at the basic rate

(or both) . although some 80% of the yield was paid by those with
incomes over £20,000 in 1984-85,

8. However, the better off have also benefitted from increases
in tax thresholds and the reduction in the basic rate since
1978-79. An Answer to Mr Meacher and Mr Alexander on 25 February
gave cstimates of the additional income tax yield from reverting

to a 1978-79 structure as follows:

Range of total Per cent of Additional
income in 1985-86 tax units Yield

oo

£ million
2,640
1,810

over £20,000
over £30,000

N

The additional yield from the top 5% of tax units might, therefore,
be about £2.3 billion.



Capital taxes

9. Two Parliamentary Answers (Mr Campbell-Savours 14 February 1985

and Dr McDonald 27 February 1986) have provided estimates for the

capital taxes for 1984-85 and 1985-86 as follows:
Additionel yield wedav N72-3¢

b e
1984-85 1985-86 Labour figures
CTT 350 70 450
CGT 300 550 387
Total 650 620 837

10. The basis of the estimates was changed in providing the
1985-86 figures, to put them on a similar basis to the income tax
estimates. Each of the Labour figures is 29% higher than the
1984-85 estimate, given to Mr Campbell-Savours, but otherwise

there seems little connection.

11. The Labour paper assumes that both taxes are paid exclusively
by the rich. We do not have information on the incomes of those
liable to CGT or CTT. Under the 1978-79 indexed regime, CTT would
begin to be payable on estates of £48,000 (compared with £67,000
for 1985-86). This is relatively low, but the yield of tax on
these smallish estates is not large. The yield of CGT has been
increasing rapidly in recent years; but there are only 150 ,000
taxpayers estimated to be liable to CGT for 1985-86. The
assumption that it is very largely a tax on the rich is not

unreasonable.

CONCLUSION

12. It is not entirely clear how the Labour figures have been
derived. At a total of £3.6 billion, they are somewhat higher
than estimates based on reverting to the 1978-79 income tax
structure in 1985-86 for those now liable at higher rates

(£2.3 billion) and for capital taxes (£0.6 billion). The Labour
figures may have been projected to 1986-87 in which case, some
growth in yield is not unreasonable. There does not seem to be
much to be gained from attempting to challenge the Labour figures

themselves. Points Ministers may wish to make are:




.

— no guarantee that higher incomes would be there to

to be taxed, if penal tax rates were reimposed;

- 1investment income surcharge also penalised the

elderly and those on the basic rate.

Q&

J R CALDER

Annexes:

1. Times pl6 17 March 1986
Parliamentary Answers:

2. Campbell-Savours 14 Feb 1985
3. McDonald 2} Feb 1986

4. Meacher/Alexander 25 Feb 1986
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. £3bn tax
~the rich

plan by
- Labour

By Riéhard Evans
obby Reporter

A £3 billion anti-poverty
programme planned by the
Labour Party would be fi-
nanced by Britain's top wage
earners who have benefited
from tax concessions: during

.. the Thatcher years. - *

.. Mr Roy Hattersley, shadow
Chancellor of the Exchequer,
has gained the support of
Shadow Cabinet colleagues for

*~ the programme to be paid for

. by recouping ‘the tax conces-
_ ~ sions which have, over the
" . past six years, been exclusive-

_ ly énjoyed by the richest 5 per

© cent of taxpayers’™. -

- The money raised would
finance * “considerable”  in-
creases in child benefit, pen-
sions and other welfare

| ] payments for the worst off.
i . Mr Hattersley's strategy,
: outlined to colleagues last
week, emphasizes that the
anti-poverty plan should be
et ; ' “discrete” because it would be
| EE e Dy i . " financed from the 5 per cent of
s highest earners.
] According to Inland Reve-
; Wi ¢ | - nue sources, the top 5 per cent
: : of earners in this financial year
] ; ; . are those paid annual salaries
‘ : : of £16,200 and above.
! g . Mr Hattersley proposes a £5
a week increase for..single
pensioners and £8 for a mar-
ried couple, at an extra cost of

b £1,000 million. A £3 per week

increase in child benefit would

cost- £1,350 million, while

extended long-term rates of

supplementary benefit to
i long term unemployed would
{ require a further £500 million.
" L “The cost of the programme
| : is less than the £3.6 billion
which the richest 5 per cent
have received.”

In a table hcaded “Income
Tax Cuts for the Rich™ he sets
out four tax concessions
which he says have principally
.gone 1o the richest sector. They
are:
© Higher-rate  income  tax
cuts — worth £1,931 million a
year,

. ® Removal of investment in-
' “rcome — £875 million;
- T@ Capital gains tax cuts — !

- £387 million;

@ Capital transfer 1ax culs —

£450 nullion,
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Mr. Campbell-Savours asked the Chancellor of the
Exchequer what is his estimate of the cumulative effect on
.revenue accruing to the Exchequer of changes in (a)
income tax, (b) investment income surcharge, (c) capital
. transfer tax, (d) capital gains tax and (e) income tax above

- ®. . the basic rate introduced since June 1979. %

<Mr. Moore: [pursuant 1o his reply, T February 1985,

¢. 673): Estimates are shown in the table, taking the base
v,,,_[[or each of the taxes in 1984-85 as given.

" The estimates for income tax are’ based on the
. difference in liability in a full year at 1984-85 income
_levels if 1978-79 allowances, rates and thresholds (after
_indexation to 1984-85 levels by reference to the statutory ..

formula) were substituted for those currently in force.
___ Similarly, the figure for capital transfer tax nepresen!s
. _the estimated effect on the tax payable on transfers in

11984-85 if the 1978-79 structure of the tax -were: : -

substituted, with statutory mdexauon of the rate bands;‘ ‘3

after 1982-83. el
‘ The figure for capital gains tax also represents thc v
estimated effect on the tax payable on capital gains
realised by individuals and trusts in 1984-85 of
substituting the 1978-79 tax regime, but excluding the.
effect of stawtory indexation of the threshold after:
1982-83. It includes the effect of the indexation of costs
of acquisition. These effects cannot be estimated precisely
and are subject to a wide margin of error.

It is not possible to determine what income in 1984-85
would have been if the 1978-79 allowances, rates and
thresholds had been in force (after indexation) over all the
intervening years, or to what extent the changes in the
taxes may have affected the levels of transfers or disposals

of capital.
4 Direct Revenue Effects
£ million
Total income tax 4,300
of which: Investment Income Surcharge (IIS) 730
Rates and thresholds above the basic
rate (excluding (IIS) 1,120
Capital transfer tax 350

Capital gains tax 300




' Mr. Lawson? T shall let the right hon, Member have
a reply as soon as possible. : e
Dr. Owen asked the Chancellor of the Excheque

11 publish a table ranking those 20 countries in the¢'world
with the highest gross national product per capitf. .

Mr. Lawson: The following figures, calculated by the
World Bank, are taken from the World
Report 1985.

Country j - GNP per
E capita o
Dollars 1983

1. United Arab Emirates 22,870
2. Kuwait 17,880
3. Switzerland 16,290
4. United States 14,110
5. Norway 14,020
6. 12,470
= 12,310
8. 12,230
9. 11,570
. 11,490
11,430

10,740

10,500

10,120

9,890

9,250

. United Kingdom - 9,200
. Belgium % 9,150
. Libya ; 8,480
. New Zealand = - * 7,730

Taxation

Dr. McDonald asked the Chancellor of the Exchequer
whether, in the manner of the answer given on 14 February
1985, Official Report, column 288, he will publish an
updated table on direct revenue effects for 1985-86.

Mr. Moore [pursuant to his reply, 13 February 1986,
¢.540]: The table shows the additional yield in respec of
1985-86 from the specified taxes if 1978-79 rates,
allowances and rate bands (after indexation to 1985-86
levels) were substituted for 1985-86 rates, allowances and
rate bands.

Additional yield from reverting to 1978-79 tax structure

on 1985-86 tux buse
£ million
Income tax 6,200
of which:
Investment Income Surcharge 740
Rates and thresholds above the
basic rate (excluding investment
income surcharge) 1,285
Capital transfer tax 70
Capital gains tax 550

In each case, the 1985-86 tax base is taken as given.
It is not possible to determine to what extent changes in
the taxes between 1978-79 and 1985-86 may have affected
levels of income and transfers and disposals of capital.

The figures for capital transfer tax and capital gains tax
are on a different basis from those in the previous reply.
The present basis corresponds to that adopted for income
tax.

350
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_on the Community’s approach t

Written Answers
N St
EUROPEAN COMMUNITY
Council of Ministers 3k

Mr. Fallon asked the Secretary of State for Forejgn and
Commonwealth Affairs if he will publish in the Gfficial
Report a statement of forthcoming business in the
European Community Council of Ministers. GRpT

Mrs. Chalker: The usual forecast was deposited in the
House today. At present nine formal meetings and one
informal meeting of the Council are scheduled for March
1986. g

On 3 March the Industry Council will dfscuss a paper
improving the
competitiveness of industry; and steel trade problems
caused by the accession of Spain'and Portugal to the
Community. '

The Council may discuss. the #-non-energy raw
materials exploration loans scheme; the next shipbuilding
directive; raw materials for biotechnblogy; progress on a
new mechanism on starch and sugdr; and the transfer of
technology.

On 4 March there will be & Special meeting of the

African Caribbean Pacjfic-EEC /Council to discuss the

guaranteed price for ACP sugar gxports to the Commupity
under the sugar protocol to the /Lomé convention. ¥

The Environment Council wvill meet on 6 March' to
consider the draft directive gn large combustion plants
intended to lay down reductipns in emissions of sulphur
dioxide, oxides of nitrogen agld dust from all existing large
combustion plants; a draft directive on sulphur content of
gas oil, which would reduce the maximum permitted
sulphur content of gas oil placed on the market within the
Community from 1 July 1987; a draft directive on the use
of sewage sludge on agpicultural land and the new water
directive intended to ¢arry forward the existing 1976
directive.

The Council will algo discuss the European Year of the
Environment.

On 10 March the/Economic and Finance Council will
discuss a mandate fgr the Community for the forthcoming
negotiations in thg OECD consensus group on further
improvements in tyansparency and discipline in the use of
tied aid credits foy developing countries. The Council will
also consider the¢/ budget reference framework for 1987;
international debt issues; points arising from the European
Court of Audjtors annual report for 1984; and the
Commission’s /quarterly review of the economic situation
in the Commugity. The Cuuncil may also consider a report
from the working party on fiscal harmonisation.

The Foreign Affairs Council will meet on 10-11 March.
It will continue discussion of the draft mandate for the
negotiations on the future of the multi-fibre arrangement.
It will also/discuss EC-Japan relations and preparations for
a new roynd of multilateral trade negotiations.

1986 guide prices for certain species and amendments to
the/ technical conservation regulation though these items

AT EREBREISRR



Written Answers

Written Answeg& to

[Continuation from column 506]
NATIONAL FINANCE

Personal Incomes

Mr. Meacher asked the Chancellor of the Exchequer
f what has been the gain or loss to those with incomes (a)
- under £5,000, (b) £5,000-£10,000, (c) £10,000-£15,000,
(d) £15,000-£20,000, (e) £20,000-£30,000, (P
' £30,000-£50,000 and (g) over £50,000 a year as a result
of each Finance Act since 1979, both in aggregate and per
| person on average in each of these categories, in each case

25 FEBRUARY 1986

~ Written: Answers

(2) what was the number of people taken out of tax for
each year since 1979 and the cost to the Exchequer in
revenue forgone.

uestions

Q Mr. Moore [pursuant to his reply, 15 January 1986,
c. 593-94])! The information is in the tables. For each

Tuesday 25 February 1986 financial year shown, the tables compare the yield from

the tax regime in that year with the 1978-79 tax regime.
All estimates are calculated on the 1985-86 tax base and
all tax regimes have been indexed to 1985-86 levels by
reference to the statutory formula. The comparisons
therefore allow for budgetary changes in income tax rates
and allowances, but not for any changes since 1978-79 in
the definition of the income tax base.

The first table shows the total reduction (+) or increase
(—) in tax yield from each income range; and the second
table shows the average change for individual tax units.
The third table shows the change in numbers of individuals
liable to tax.

As child tax allowances were being phased out in
1978-79 they have been excluded from the comparison.

: mdlcanng how much is due to indexation and how much

3 It is not possible to provide useful estimates of
is real gain. po provig s of the

_ liabilities in 1985-86 for the 1978-79 regime without
. Mr. Alexander asked the Chancellor of the Exchequer  indexation since Inland Revenue records do not cover
' (1) what was the value of income tax concessions to those

| earnings £30,000 per annum and more for each year since

low levels of personal allowances. A partial analysis with

1979, incomplete coverage would be misleading.
Range of Number of Reductions (+)/Increases (—)
E total income units paying in income tax compared with 1978-79 indexed regime
- in 1985-86* tax in
{ 1985-86 1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86
¢ £ (million) £ million £ million £ million £ million £ million £ million £ million
. Under 5,000 4-2 310 130 —340 —280 -20 140 270
5,000 to 10,000 81 1,310 820 -170 -60 500 900 1,210
10,000 to 15,000 4-6 1,260 900 210 290 680 1,050 1,290
15,000 to 20,000 1-8 760 580 250 - 290 480 680 790
20,000 to 30,000 1-0 830 690 280 330 560 760 830
30,000 to 50,000 0-3 740 650 390 420 570 750 770
Over 50,000 0-09 940 900 780 790 860 1,030 1,040
| ToTAL 20-1 6,150 4,670 1,400 1,780 3,630 5,310 6;200
Over 30,000 0-4 1,680 1,550 1,170 1,210 1,430 1,780 1,810
Range of total Average per tax unit
income in 1985-86* 1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86
£ £ £ £ £ £ £ £
Under 5,000+ 60 30 -70 -60 0 30 50
| 5,000 to 10,000% 160 100 -20 -10 60 110 150
| 10,000 to 15,000 270 190 50 60 150 230 280
| 15,000 to 20,000 420 320 140 160 260 370 430
| 20,000 to 30,000 810 680 270 320 550 750 810
30,000 to 50,000 2,180 1,910 1,150 1,240 1,680 2,210 2,260
Over 50,000 10,440 10,000 8,670 8,780 9,560 11,440 11,560
TOTAL 290 220 70 80 170 250 290
Over 30,000 3,910 3,600 2,720 2,810 3,330 4,140 4,210
Reductions(+ )/Increase(—) in numbers of taxpayerst liable to tax compared with 1978-79 indexed regime
. 1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86
(thousands) (thousands) (thousands) (thousands) (thousands) (thousands) (thousands)
920 1,000 —340 —200 540 1,000 1,400

* All information is in terms of tax units—that is, married couples are counted as one and their incomes combined.

T By reference to the estimated numbers who would be liable to pay tax under the indexed 1978-79 regime; this number is some 900,000 greater
than the numbers paying tax in 1985-86, 800,000 in the range of income below £5,000 and 100,000 in the range £5,000 to £10,000.

* Counting earning wives separately from their husbands.
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many of the people who would be brought into, tax by such '
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|
|
| . FROM: H J DAVIES

MR HATTERSLEY'S BUDGET

You asked for a quick note on two points made by Mr Hattersley
in his interview on the Today programme this morning. The first
was on his self-financing plans to increase child benefit, pensions
and payments to the 1long term unemployed. The second caoncerns

the necessary increase to the PSBR and the debt to income ratio.

2 If T could take the second point first, Mr Ilattersley claims
that the ratio of debt to national income is "the sort of
measurement that more sensible economies use to decide how much
debt they can finance". And that what he proposed "would keep
our debt to income ratio well within line of that in more successful

economies".

35 The following table shows gross and net public debt as a

percentage of GDP for the major seven OECD economies in 1984.

Country Gross Debt :GDP Net Debt:GDP
UK 56 49
Us 46 27
Japan 69 57,
Germany 42 23
France 32 15
Italy 91 91

Canada 63 31




‘4. In the normal way we would, I think, use gross rather than
net figures. The reasons for the difference between the two vary
by country, but as I understand it the major differences result
from funded public sector pension schemes. The OECD caution against

making comparisons on a net basis because of the nature of the

adjustments made in different cases.

54 Using the gross numbers the average number for these seven

countries is 52%, with the UK 4% above it.

6. Looking at the last 10 years, we were at 65% in 1975 on this
basis, falling to 56% in 1979. We fell a 1little in the early 80s

before returning to 56% in 1984.

T Clearly it 1is quite wrong for Mr Hattersley to imply that
we are well out of line with other successful economies. The
addition of £6 billion (as his proposed PSBR increase) would

make a difference of around 2% to the ratio.

Taxing the rich

/.k)c\cxmj

8. Mr Calder's note/discusses the numbers. Central Office confirm
that the numbers quoted by the Times are indeed official Labour
Party figures. Though they seem to be inaccurate they are not
wildly out of 1line with numbers given in recent PQs. Obviously
the Labour front bench has been trying hard to elicit information

which will suit their case.

o The most important point, though, seems to be that Mr
Hattersley is very uncertain about who these 5% of people are.
He began with an earnings number of £20,000 per family, which
was rapidly found to be embarrassing (he specifically denied having
used this figure in the Jonathan Dimbleby interview on Sunday).
Then he moved up to £30,000, leaving it unclear whether he meant
individuals or tax units. We should point out that the only way
he can come close to the yield he wants is by penal taxation on
all those with taxable incomes of over £16,200 - less than twice

average earnings.
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s Vv Q \ Sir T Burns
\ﬂ w/ ,r Mr Scholar
v W Mr Monger

Mr 0Odling-Smee
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Q} Dr Courtney
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Mr Isaac =R R
Mr Corlett IR

MR HATTERSLEY ON DEBT/INCOME RATIOS

Further to my note of last night I am now advised by Mr 0dling-
Smee that we do focus on net debt/income ratios, rather than gross

as I was advised yesterday.

2. I attach a table of Net General Government Debt as a
percentage of GDP over the last decade. There is some debate about
the quality of the assets of some countries where the gross/net
difference is largest. But if we focus on G5, then in the case
of Japan they are very largely the assets of public sector funded
pension schemes. Similarly in France. These are, on the whole,

high quality assets.

3 We can say that our debt income ratio remains considerably

)< higher (above double) the average for the other G5 countries. Of

the summit 7 only Italy is higher on a net basis.

9

H J DAVIES



Net General Government Debt as a $ of GDP

1973 1979 1980 1981 1982 1983 1984

USs 23.5 20.5 20.4 19.7 22.8 25.4 26.8
Japan -6.1 15.0 17.5 21.0 23.5 26.3 27.4
W.Germany =67 11.5 14.3 17.4 19.8 21.8 23.0
France 8.3 9.8 9.1 9.9 11.3 13.4 15.1
UK 58.5 48.6 48.3 47.6 46.6 47.2 49.2
Italy 52.1 65.5 60.0 66.2 70.8 B4 . 1 93.5
Canada 7.6 14.1 14.9 13.1 g0y ignaa 31.0

8. Slower money GDP growth in 1979-84 than in 1973-79, coupled with
jncreased deficits in most countries, has meant that trends in debt/income
ratios have deteriorated. All countries except the UK have experienced
rising ratios since the early 1970s, and even for the UK there has been
some increase recently. However, apart from Italy, the increases in other
countries are from a lower level than in the UK. The relatively high
ratio in the UK means that we can sustain relatively high deficits without
the ratio rising; while in other countries, comparable deficits will
ultimately lead to ratios approaching the UK level. But it is evident
that the trend in the UK has also worsened somewhat in recent years, with

the ratio tending to rise a little rather than falling as it did up to the |

late 1970s.

?
|
|

]



r

41&3/024

COSTING LABOUR'S POLICIES

FROM: A Turnbul
DATE: 18 March

cc Chancellor
Mr F E R But
Mr Scholar:
Miss O'Mara

J/-\.Mr Dyer
Mr Pickering

At Questions you said:

"Yesterday I wrote to the right hon Member

}\( i ioid""’“’%«
v M”

We have considered whether any furiﬁmg& correction is

3

1986

ler

S

needed.

f8LN \1/’\

Birmingham Sparkbrook and admitted that one of the ‘\V
figures that I gave earlier should be down but thw
another should be up (OR 13 March, col 1071)".

formal correction in Hansard. You may, however, like
a form of words which corrects the errors discovered,

such pressure arise while you are speaking tomorrow.

For aid, the entry in the table should be
£1,133 million. The relevant note should read
"Commitment to double aid within 2-3 years
(Mr Neil Kinnock in the Guardian of 30 July 1985).
The figure is based on the estimated outturn

for the net aid programme in 1985-86)."

For education the entry alongside buildings
and equipment should be £246 million. Note 18
should read "£90 million books and equipment
(Mr Giles Radice, Guardian 17 April 1985) plus
£156 million for school buildings which is the
annual cost, at current prices, of the
£625 million programme over 5 years set out
in 'The Reconstruction of Britain' published
in -1981."

\Q"‘

It seems unlikely that Mr Hattersley will pursue the issue of

to have
should




. 2. There is the option of correcting the bound volume of Hansard.

Where corrections are made, this is wusually done by writing
to the Member the reply to whose question was incorrect. When
we are sure that there are no other corrections to make (an
exercise 1is currently underway to check the figures) you will

want to consider whether this should be done in this case.
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. ' Hattersley - interview on budget %\\,\;\2@?\/&“

transcript from: BBC Radio 2, Jimmy Young Prog, 20 March 1986

JIMMY YOUNG: ... MWell the Government Treasury Minister, John Macgregor,

yesterday repeated his claims - and I know you've challenged them - that
in fact your programme would cost €24 billion a year. So perhaps you
could tell us what you you say it would cost and how we taxpayers are

| going to pay for it?
HATTERSLEY: Well John Macgregor's changed that now. I mean in the House

yesterday he said that it wasn't going to cost that any longer because
he'd pushed us off it, which is just as prepostorous a claim as the idea
that it was actually going to cost that. And I think having seen the
letter I got from the head of the civil service which was detaching the
civil service from having anything to do with, or very much to do with,
these figures that argument is now over. And it's a very silly diversion
and we ought to talk about the real subject - the Budget. Well let me
tell you what we'd do. We'd pay for the extra pensions and the extra
child allowance, and for the proper pay for the long term unemployed,
from within the tax system. Whilst most people in this \country are
paying more in taxes, the total annual tax bill's gone up) by nearly £30
billion, £30,000,million, the richest 5% are paying less taxes. They're
paying £3.6 billion less than they paid 7 years ago. And we say that the
richest 5% ought to be paying their contribution like the rest and we'd
finance the pension and child benefit out of expecting the very rich to

pay the taxes in the same proportion as othe people.

*{ YOUNG: Can I just ask you, I mean would what you get from the rich

cover all the things that you want to do?

NSNS

HATTERSLEY: It would more than cover it. Not the job programme, not the

.job programme. It would cover the pensions, the child benefit and the

—

help to the long term unemployed. The very rich have got back about

—

£3.64 billion and our anti poverty programme, increasing the pension and




.so,Quld cost about £3.5 billion.

o that is contained within itself.

That can be done b round the payments and receipts in the whole

uation of taxation and benefits.
\;GUKJC\ 3
: Can I just ask you; when you say rich Roy you mean who's

rich? I mean what income are you talking about?

HATTERSLEY: It's people earning more than £25,000 a year.

YOUNG: Now I've got 4 figures there; there was £30,000, '‘hefe was

£20,000, 16,200 has been mentioned and you've just ntioned £25,0007?

HATTERSLEY: Well £16,200 was mentioned in th imes and that's just

wrong. The Parliamentary answer giv y Treasury Ministers, they

wouldn't tell us who the ric T 5% were because they knew that was the

thing we were after. t they told us the 7% richest and they are the

people an 21-2 00 a year:__So‘{f:s reasonable to extrapglate from that,
calculat from that, the richeéf 5% are earning about £25,000. And as
I safd on television last night, I don't think we should resent that. I
meant I don't think we should begrudge people their very high earnings,

—

we just ought to face the fact that if you don't tax them properly there

are penalties. ~And the penalty is that you can't have a proper pension,

a prope child benefit.

YOUNG: Can I just get that one out of the way: when you say tax them

o

properly what sort of level would they be paying tax then, people on

£25,000 a year?

HATTERSLEY: the general income tax level wouldn't change very much

because our complaint is not about income tax which ought not to return

to as it was 10 years ago - 98% on the marginal €. I don't want income

tax ever to get back to that level for £30,000, £40,000, £50,000.

YOUNG: You wouldn't want it to get past what sort of level?

hattersley: I wouldn't want to change income tax very much. What I

would want to do is remove some of the other tax perks that they've been

given; capital gains tax, capital transfer tax and particularly the tax




.on ‘arned income. Nobody ever paid tax on their savings until they

got £70,000 or £80,000 in the bank. Now the small saver was never

affected by the unearned income surcharge. But I do draw a distinction
between what men and women get from the sweat of their brow or the power
of their minds and from what they get from a huge amount of money sitting
in the bank and I think that ought to be taxed more.

YOUNG: Right we've established where the money is going to come from for
those various things. Now could you just underline for us again what the
things are then that you would then do with this money?

HATTERSLEY: We'd have an increase of £5 on the single pension, 8% (sic -

says £8 later) on the married pension, an increase of £3 on child benefit
and the long term unemployed, who are now 1 1/2 million people who've
been out of work for a year or mare, they lose benefit after they've
been out of work for a year, they don't get their full unemployment
benefit which seems to me to be appalling and they ought to be having it
made up.

YOUNG: Now on these pensions and things Roy, would you means test them
so that I mean people on handsome private pensions for instance who don't
need them wouldn't get them?

HATTERSLEY: No, there's no way of doing that. If you were to say that

people on private pensions or for that matter with people with a lot in
the bank, don't get the pension increase then they havito demonstrate
that they need the pension befor they get it - and the experience of
elderly people in particular is that their pride prevents them from
going along to their local office and saying I qualify for the increase
because I'm very poor. But of course every pensioner has his
supplementary benefit on top of the pension and that doesn't go to the
very well off, that wouldn't go to the people with very large private
pensions. So we are in a sense concentrating the £5 and the £8 on the

family who need it most.




‘OUW Right okay, now we've now covered the things that you can do with
the money that you get from the amount of rich people there are. What
about the things which you will need extrea finance for, what are they
and where's the finance coming from?

HATTERSLEY: Well they're jobs. And we've said that you can reduce

unemployment by about a million in about 2 years if you do 4 things. Now
first of all you spend some money on the capital projects which are so
necessary to this country: new houses, the rennovation of old houses;
replacing oold schools and old hospitals with new schools and new
hospitals, road mending, that sort of thing. That's about a billion £s
worth of work there, a lot of jobs. Secondly, you need to spend some
money on the other public services, the caring services; the nsurses, the
midwives, the home helps. People who are desperately needed to make it a
decent society. We're short of them, jobs there. Thirdly, there's the
incentive to industry. If we make jobs less expensive for companies by
reducing National Insurance contributions that employers pay then
they'll take on more labour. So we'd like to cut the National Insurance
contribution.

YOUNG: You mentioned a billion £€s for the first one, how about the
second and third ones?

HATTERSLEY: Well the entire package, there's a fourth e lement which I'll

say very quickly which is a guarantee, a job guarantee, for long term
unemployed as recommended by the House of Commons Select committee. And
all that together would add to the total Budget a little less than £6
billion.

YOUNG:: £6,000 milliion, right. Now where's that going to come from?

HATTERSLEY: It's going to be borrowed in general. It's 1.25% of national

income. It's just over a penny in the & of national income and it would
increase our borrowing but not as much as most countries more successful

than us actually borrow to invest. Jim it's a point you were kind enough



s

‘o 'd from my broadcast last night; there's a time when borrowing to

invest is the sensible thing. I don't think borrowing

MoReE To Come .
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down in capital, in plant, equipment and jobs is often the prudent
\_\_—
option. And that time has now come.

W’

‘o spend on consumption is ever sensible./ But borrowing to lay it

YOUNG: Isn't one of Labour's problems Roy that people listening to this

they say here we go again, spend , spend, spend, borrow, borrow, borrow,
it'll be Dennis Healey turning back from Heathrow and the International

Monetary Fund in a minute. 1Isn't that one of your problems, the image,

rightly or wrongly isn't the image ...?

HATTERSLEY: Yes I know why you say that and in a sense you may be right.

The circumstances were quite different in 1976, 10 years ago. [ remember
those Cabinet meetings vividly and I remember what had happened then.
The reason why I think it's right to borrow now for instance is that oil
prices have gone down. And although.they caused some problems for Nigel
Lawson this year I think reduced oil prices reduces costs and ought to
give a big boost to our economx in the long run, exporting more, making
ore, selling more. In 1976 oil pricef had just gone up, we were
suffering from the first big oil shock. But you are quite to say the
image which our opponents try to <create, and I'm sure Mr Lawson will
when he comes in later this morning, is that we are overspenders. But I —\
can only repeat that the sort of borrowing pattern we have suggested is
exactly what will be taken for granted in Germany, Japan, and in France
and in America. It's only in Britain where we don't have the sense, aas
I say, to do what successful companies and families do - borrow for
sensible purposes.

YOUNG: Well now as far as the Budget is concerned the fact of the mattr
is the stock market's booming - I hear on the news this morning the £is
up again, not only against the $§ against the Deutchmark if I may say.
Doesn't that underline the Chancellor's view that the economy's strong,

the currency's strong, that in fact his policies are working?

HATTERSLEY: Well industry will argue that the currency's over strong.
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Tha.lhat the Chancellor rejoiced at yesterday and you've mentioned this
morning is probably going to do a great deal of harm to industry because
it'll find it more and more difficult to sell abroad at a € which is over
valued. But the question I asked him in the House of Commons, that's the
important one, is if things are going so well how are we going to notice
it? I mean if the economy is as strong as he says why do we have 3 1/2
million unemployed and why are we going to have 3 1/2 million unemployed
next year and the year after? If things are going so well why can't we
help the pensioner a bit? If things are going so well why are we not
giving the families a decent deal on child benefit? It's no good saying
the stock market are pleased. We don't exist to please the stock market
we exist to help the people of this country and the Budget did very
little to do that.

YOUNG: I'll ask him all of that when he comes in. Can I ask you
something just before you go. What's your reaction to the conduct of the
oil companies? The Chancellor made this appeal, he said there was a 7
1/2 pence rise it shouldn't be passed on. It is being passed, by at any
rate 3 companies. What do you think he ought to do about them?

HATTERSLEY: Well I don't think there's very much he can do. We always

knew they'd do that. 1Indeed I can't understand why Mr Lawson Tuesday
said he believed they wouldn't pass it on. I can remember doing business
with the oil companies in 1976 and the oil companies think they're bigger
than Governments. They are a monopoly. They rig their prices. And the
idea that they might say Mr Lawson would like us not to pass the price on
so we won't is frankly ludicrous.

YOUNG: Do you think he was naive in thinking they wouldn't pass it on?

HATTERSLEY: I think he was intensely naive if he really believed it. He

was intensely naive. He was bound to, his decision was bound to have
that effect. That's why before the Budget we were saying he shouldn't

increase the tax in this way because it was bound to be passed on to the




con.er and that seemed to me to be wrong in every particular.

YOUNG: Could I ask you finally Roy, after the Budget the bookmaskers -
and you say what's that got to do with anything - the bookmakers
shortened the odds on the lories winning the next election. We've got
at any rate one Budget to go before the next election. 1It's going to be
a tax bonanza, or so everybody is saying?

HATTERSLEY: Just let me say it is going to be a tax bonanza. If they

have to raffle Mrs Thatcher To get the money they're gcing to get the
money - not that that would raise very much - but they're going to get
the money to give a tax bonanza to ..... the election, no doubt about
that.

YOUNG: Fair enough. Well, so you are right on the one hand; you've got 3
1/2 million unemployed tair enough. On the other hand, you've got 20
million who actually pay tax. Now do you think that you can persuade the
electorate that it is your financial strategy that's going to put the
country back on its feet and for you to win the general election?

HATTERSLEY: I do and because I've got a higher opinion of the electorate

than the Government seems to have. I think there are millions of
families in work who are worried about the people out of work. I think
there are millions of families who may get a tax handout at the next
election who'll be worried about the poor. And if the country is as
decent and compassionate as I believe they'll want a Labour Government
that helps the people who get forgotten. If the country is as cynical as
Mr Lawson believes then I suppose Mr Lawson will be re-elected. But I
don't think his view of society is the one that the British character

confirms.
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SDP/LIBERAL PUBLIC EXPENDITURE PROMISES

Central Office tell me that John Biffen is planning to make a speech
itemising SDP and Liberal promises on public spending and has asked
the Research Department for details. You or the Chief Secretary may

want to have a word with him suggesting that he hold his fire until

we have had everything properly costed.
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PRESCOTT LETTER OF 25 MARCH

I attach copies of the Prescott letter, and the draft reply.
2% I would suggest the following addition:

Para 7... "under control! I detect more than the normal element
of humbug, in that, if we are to believe the utterances of your
front-bench colleagues, you are c?ﬁitted to more than £24 billion
per annum extra in public spending which I presume you would partly
finance from borrowing. It would better inform the nation if you
could vouchsafe exactly what level of current borrowing you would
approve, and what tax increases you would be forced to impose

to meet this bill.
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HOUSE OF COMMONS ECONOMIC SECRETARY
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25th March 1986 KON \Miscc fZ1€Son)
Ian Stewart MP [ A /ﬂ:(S?:/_yZ'MSZ'
Economic Secretary to the Treasury n v
Treasury Chambers S /Mb}((fo»j
o ekt g L crssec M Tz
SW1P 3AG Wt Ropret Mr /g{k,

e 4 DAVES .

Dear Mr Stewart,

In the debate on the Budget last Thursday, you said that the borrowing
figure of £60 billion quoted by Neil Kinnock and myself was wrong. You
also claimed that borrowing in real terms by the last Labour government
was twice that of the present government.

The figure of £60 billion referred to the whole period of the present
government, not - as you appear to have assumed - the last five years.
In fact it covers the six financial years 1979-80 to 1984-85. Borrowing
in this period was £10 billion & year on average - 25% higher than under
Labour.

Your reference to borrowing in real terms came as something of a
surprise from a government which has insisted 6 against nearly all
professional advice on changing the presentation of public spending from
real terms to cash.

Your inexperience in using real terms figures probably explains why your
calculations are so inaccurate. In today's prices the present government
has borrowed at a rate of £13 billion a year compared with £20 billion
for Labour. By no stretch of the imagination could it be said that
Labour borrowing was twice Tory borrowing. Nor is the Tory record very
impressive when the concealed borrowing in the form of asset sales and
oil revenues is taken into account. Between them they add at least
another £12 billion to the rundown of the nation's assets.

A better measure of a government's borrowing record is the burden of
debt interest. In the last year of the Labour government, this was £7.5
billion. Under the present government, it has risen 140% to £18 billion
and is projected to rise further.

‘Under the last Labour government the burden of debt fell by 10% of GDP.
So far, under this government, it has fallen by only 6.5%.

Of course, these are relatively less important matters than the present
government's history of record increase in unemployment, record
destruction of jobs and record low level of output growth and poor
perforgpance on inflation. But the borrowing record also illustrates its
inabilSty to understand or manage the economy.

AN

Yours sincerel

John Prezcott
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DRAFT LETTER FROM ECONOMIC SECRETARY
TO MR JOHN PRESCOTT MP

Dear Mr Prescott,

s Thank you for your letter of 25 March about the borrowing

record of this Government compared with the last Labour

administration.

25 First of all, I suggest you re-read Hansard. Neil Kinnock
quite clearly said that "the Government have borrowed
£60 billion in five years...." (O.R. 18 March, col. 187).

3% However, I stick to my view that the scale of borrowing

over such different time periods cannot usefully be judged
in nominal terms. There is a distinction between the planning
and control of public expenditure, where the cash basis has
brought important gains (indeed it was a Labour Government
which took the first step forward by the widespread
introduction of cash 1limits), and the comparison over time

of sectoral demands on the economy's resources.

4. Incidentally, the figures you quote for constant prices
are not quite right: they should be £21 billion and
£12 billion at today's prices, and the former is pretty close
to twice the latter. Even in constant prices the borrowing
figures cannot be adequately compared, because they do not
allow for the effect of real growth in the economy. As a
proportion of GDP, borrowing under the present Government
has averaged 3%% in the last seven years, compared with 6%%

in the previous five years under Labour.

5 It is in part because of that very high borrowing earlier
that debt interest has risen. Now that borrowing has been
substantially reduced, we can look forward to reductions

in debt interest both in real terms and as a proportion of



GDP. The burden of debt is itself significantly lower, as
a proportion of GDP, under the present Government than it

was under Labour.

6. Privatisation proceeds and o0il revenues have not led
to a rundown in the nation's assets; far from it. The
privatised companies are being released into the private
sector where they will be more productive, for the benefit
of the whole economy. And oil revenues have been reflected
in a build-up of overseas investments. Net overseas assets
have risen to over £90 billion, compared with £12 billion
in 1979.

7- Altogether, I am surprised by your keenness to draw

attention to this Government's achievements in bringing

borrowing under control!

[E.S.]
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DATE: 10 April 1986
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Vi MR NEILSON Sir T Burns
Mr Cassell
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Mrs Butler
Mr Grimstone
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Mr McIntyre
Mr P D Spencer

PRESCOTT LETTER OF 25 MARCH

1 We agreed that I would provide a note on Mr Prescott's
letter (copy of letter attached at annex 1) and a draft reply
(annex 7) which you could show to the Epccial Advisers before
putting a draft to the Economic Secretary.

28 The provisional outturn of the PSBR in 1985-86 will
be published on 16 April, and if the Economic Secretary's
reply does not go until then we could amend the draft if
necessary in the 1light of the outturn. But the Economic
Secretary may wish to ensure that Mr Prescott gets the letter
before Treasury lst Order Questions on 17 April.

Background

e I attach:

- at annex 2, an extract from the briefing supplied
concerning Mr Kinnock's claim;

- at annex 3, Mr Kinnock's words, O.R. 18 March, col. 187;

- at annex 4, Mr Prescott's words, O.R. 20 March,
col. 442;

- at annex 5, Economic Secretary's words, O.R. 20 March,
col. 504;

- at annex 6, some figures for public sector debt.

£60 billion borrowing in 5 years

oI Mr Kinnock was clearly wrong - he used the six years'
borrowing figure and said it represented five years.



Nominal borrowing average

4. Mr Prescott's letter is also wrong concerning the annual
average. £10 billion "is . right, -but it:is only, 22% higher.
If the seven year average is used (with the Budget forecast
for 1985-86) the figure is only £9% billion, or 16% higher.

Real terms comparison

55 According to Hansard, the Economic Secretary did indeed
say "at today's prices Labour borrowed twice as much". The
briefing supplied (see annex 2) had suggested "Labour borrowed
nearly twice as much". Mr Prescott is however wrong 1in

suggesting £20 billion pa for Labour and £13 billion pa now:
updating the figures of £19.4 billion etc in the table to
current prices (ie early 1986) they are £21 billion and
£12 billion (for the last 7 years).

Asset sales and oil revenues

6. A paragraph concerning these has been included in the
draft reply.

Debt interest

e Mr Prescott's figures relating to debt interest are
broadly correct. Even in real terms there 1is an increase
of about 20 per cent, comparing the Conservative and Labour
years. However, that is in part because of the earlier build-
up in borrowing.

Burden of debt

8. Mr Prescott further states that the burden of debt fell
more, as a percentage of GDP, under Labour than under the

Conservatives. The latest estimates from Financial Statistics
do not exactly match his figures, but do suggest much the
same conclusion (see annex 6). However, the average level

of debt (as a proportion of GDP) under the present Government
is some 15 per cent lower than under Labour.

ELNVVFA~ELMQ>Q/‘

SIMON BRISCOE
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PUBLIC SECTOR BORROWING UNDER LABOUR AND
UNDER CONSERVATIVES

Mr Kinnock said, in his reply to the Budget Statement, that
the present Government "have borrowed £60 bn in 5 Yyears
compared with the Labour Government who borrowed £40 bn".

Facts

(See also Budget brief E4.)
PSBR, £bn

Labour Conservatives

S years 5 years 6 years 7 years

1974-75 to 1979-80 1979-80 1979-80

1978-79 to to to

1983-84 1984-85 1985-86
(forecast)
Nominal
aggregate 41.2 49.9 60.0 66.8
Nominal
average pa. 8.2 10.0 10.0 gios
Real terms*
aggregate 9701 61.4 7.5 77.9
Real terms®
average pa. 19.4 12.3 11.9 11.1
Ratio to GDP
average pa. 6 4 3% 3%
* 1984-85 prices
Line to take
i
(i) Kinnock wrong. 1In first 5 years, Conservatives borrowed

only £50 bn even in nominal terms.

(ii) In today's prices, Labour borrowed nearly twice as
much in their 5 years as Conservatives did in first
5 years. (Almost £100 bn compared with around £60 bn.)
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[Mr. Neil Kinnock]

a Chancellor. With regard to the 1p reduction in the basic
rate of tax, the Chancellor has only to reduce the basic rate
by a further Sp to bring taxation down to the 1979 level
of burden.

The same faint-heartedness with which the Chancellor
tries 10 wage war on poverty characterises his approach to
the City. During the past six and a half years the
institutions and individuals there have benefited stupen-
dously from a variety of Government measures, yet whal
is to be obtained from them? The answer is nothing more
than a sum equivalent to the amount lost to the Exchequer
by halving stamp dury — £200 million—and at a time
when they are doing more than well, and when their
conditions and rewards are arousing criticism in the
Conservative party and from commentators who are
usually slavish in their suppornt for the Chancellor's general
strategy. The Chancellor should have taken this chance to
ensure that those people on high salaries with high returns
pay their way as members of our society.

In all those areas—poverty, jobs and the approach to
the City and those who now enjoy positions of great wealth
—the Chancellor has seen the need for action. as we
know from the way in which he touched on them, but has
backed off from acting effectively. That makes it the
fudge-it Budget of a Government who during the past
seven years have worn away the industrial base of the
pation and wasted huge sums of wealth in a rake's progress
financed by oil revenues. The Government have taxed
ordinary people more than have any other Government in
history. They have borrowed more than have any other
Government in history. [HON. MEMBERS: “No."] Yes.
Government have borrowed 60 billion in five years
compared with the Labour Government, of whom the
Chancellor was so critical, who borrowed £40 billion.

Sir Peter Tapsell (Last Lindsey) When the right hon
Gentleman guotes those figures, will he bear in mind that
this Government at least borrowed from the British.
whereas the Labour Government borrowed from abroad in
foreign currrencies?

Mr. Kinnock: Yes, and as Mr. Tim Congdon has
reminded us, as & consequence of that borrowing the
Government's repayments of interest are running at £19-5
billion, compared with the total of £8 billion which the
Labour Government had to pay to an assortment of people
during their last period of office. 1 hope that the hon.
Gentleman's patriotism  will extend to other areas,
especially to sell-offs — the way in which the
Government have been raising funds to finance their
programme.

The Government have been raising funds by once-and-
for-all sales of assets that have been built up for
generations by British taxpayers. The sum is inexhaust-
iblc,andttmis:minouswaywpoceed.'l'bc
" Government have bad the unprecedented and unrepeatab
bonus of £55 bﬂhmwmhofmvemesﬁ'omthmoil.
No other Government have ever enjoyed such revenucs,
nnderitthovemmcmmvceva-n’ i
squandered such wealth. . ;

For years the Government have been told in Budget
debates, and at many othcrﬁmcs,byusmdbyotbeﬁthn
they should use that windfall deliberately and prudently to
modernise and restructure British manufacturing industry.
They were provided with 2 glorious opportunity to do that,
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sheltered, as they were, from balance of payments
pressures, which have affected every Government in the
decades before they came tO office, with the asset of oil.
They did not take advantage of that. Instead, they have
used the resources and revenucs to pay part of the bill for
unemployment, 10 make tax concessions 1o the richest and
to send abroad funds that have come in handy for our
competitors to finance the advance of their industries. The

Government have blown our oil wealth completely and

have next to pothing t0 show for it. Indeed, in some
respects they have less than nothing.

Manufacturing investment is still nearly 20 per cent.

Jower than it was in 1979. Manufacturing output is still
Jower than it was in 1979. During the Government's seven
years the healthy surplus in manufactured trade which they
inherited has been turned to a deficit of £3 billion this year,
having gone into deficit for the first time in modern British
history in 1983. Only the Prime Minister’s dwindling
palace guard believes that that gap can start to be made up
by the sale of services. Certainly the British Invisible
Exports Council and an assortment of others who make
their living in that sphere know that the gap cannot be
made up by the sale of services.

In addition to the failure to sustain manufactured
output, investment and trade, we have also seen 2 massive
loss of employment. At present 3:4 million people arc
registered unemployed, and more people have been
unemployed for a year than the total number of
unemployed when the Government took office 1n 1979.

These seven years have been the wasted years. the
locust years, and the years which on Saturday the Prime
Minister with unconscious and untypical accuracy
described as the years of excavation. How right she was.
During these severn years greal holes have been dug which
pot only have undermined the structure of our society, but.
even more painfully and damagingly, have undermined
the self-confidence of millions of people. Now.
throughout the country young men and women aged 20 10
22 ask without the merest hint of self-pity or aftectation.
“Do you think I will ever get 2 job?”

I am sure that you, Mr. Deputy Speaker. have
encountered such young people, as I have. I am sure that
Tory Members have also done so. I wonder what Ministers
say when they are addressed in that fashion. Do they
dismiss the questioners as grumblers, as the Prime
Minister did on Saturday? Do they say, as she did. “We
have had only six years and nine months and we are only
just beginning™? Six years and nipe ynonths ago, the
previous Chancellor of the Exchequer, the right hon. and
learned Member for Surrey, East (Sir G. Howe). began the
Conservative party's period of office with his first Budget.
which he described as the Budget for a new beginning. It
is six years and nine months from beginning to beginning.
That is the story of the Government, yet they continue to
say that there is Do alternative.

Hardly anyone belicves the Government DOW.
Conservative Members, and members of the Cabinet do
notbclievethnuﬂtisnomumﬂw. Some actually want
to be the alernative. The Confederation of British Industry
does nothelieveit,ﬂnﬂJCdoesnabelicvek.meSelea
ComminecofEmWymﬂonhiussedou-mbem

place docs not believe it.

lhavealistofpeoplewhoindiffemkgmsm‘re
mpcated]yendoxsedthepmposmonmnlmislscrious
and constructive alternative,

TR o
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Mr. Prescott; The Paymasier General has a reputation
for being considerably sharper than that small point shows
He was put inio that job to give it a liberal face and to put
sharpness into it. He is not doing very well at the moment.

My right hon. Friend the Member for Sparkbrook and
| have discussed our expenences when we visiied
jobcentres. We do not enter inlo criticism without getting
some assessment and feedback. The job club scheme
implies counselling the unemployed on how to get a job
because many do not know how to write or to present
themselves properly. That is an insult to many
uncmployed, who have previously been unemployed
under a Labour Government when unemployment was 1:2
million. Two million more of these workers were then in
work. They do not need any advice on how to get a job.
They just want to get a job. That is what my right hon.
Friend was concerned about when he made that point.

This Budget debate shows the kind of differcnlr

reactions that we have seen in the press. I was looking at
some of the quoies and newspaper reactions to the Budget.
The Daily Mail says that

“the Chancellor made a lasty Budget out of the scraps.”

The Daily Express referred to a

“a Budge: for a brave future.”

The Duily Telegruph said it was “ingenious”. I do not read
Lhe Tunes and The Sun, and neither should unyone else.
‘The tellectual puper, The Guardiun—I| ruther like this
quote—said:

*All the basic problems that Mr. Lawson has inherited remain
to haunt future administrations — appalling infrastructure,
desperate housing conditions, low manufacturing investments, u
withering technological base, a growing army of disenfranchised
poor and unemployed. Yesierday’s performance, for all its clever
shifts and bright notions, did not even begin 1o address that grim
and growing legacy.”

When the Chancellor was faced with that quoie on the

“Today" programme, he said that it was “typical Guardian
rubbish”, or words to that effect. It was poinied out that
the F. manaal Times editorial was similar.

There are two different views about this particular
Budgei. This is the first time that any Government have
clearly rejecied the idea of doing anything about reducing
the level of mass unemployment. It is the first time that
they have given any sign that upemployment is not an
electoral liability. They feel that it is far beiter 1o operate
on tax than on the level of unemployment, and they are
morally indifferent as to what is going to be the level of
unemployment at the next election. That is one heck of a
kick in the teeth for the unemployed.

Another reaction is that it is clearly a money Budget.
Anyone who has any doubt has only to see the reaction of
Conservative Back Benchers. Whenever money was being
doled out, there were cheers and the waving of Order

.. Papers, and suggestions that we cheer. There was not one

murmur when we whizzed through the special employ-
ment package. Nobody knew that it had been done. I
almost shouted, “Where is the beef?”

There was then a press conference the next day for the
three-pronged atiack by Lord Young—that amateur in
the other place — and the Paymaster General to
announce their new approach 1o unemployment. It clearly
is a money Budget. My right hon. Friend the Member for
Sparkbrook poinied out that the rich will pay less, and the
rest will pay more. It is true. That is precisely what came
out of that Budger. He showed that a family on £5,000 a
year gets 26 pence a week back. A family on £50,000 4
year gets £3.30 a week back, which is even proportionalely
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higher in relation to the income that they earn. When one
considers that those earning £50,000 a year actually have
received £1 billion in tax since 1979, and are still getung
it fed down their throats, that is highly offensive to the 3
million or 4 million unemployed. The money that was
given in stamp duty and other capital uunsfer saamps is
twice as much as the amount of money that Lord Young
persuaded the Chancellor to give towards these tea and
sympathy measures that the Paymaster General has been
talking about.

I think the one condcmnauon of this particular Budget

is that it Government are prepared 1o
borrow I did not see anyone protest when my right hon.
riend the Leader of the Opposition made the point that
this Government have bormwcd more_than the Labour

v in their fiv ¢ are actually borrowing

1o pay tax, but apparcmly itis evnl to borrow 10 put people

back into work. That is what this Budget is telling us. It
is significant that this Budget does not mention anything
about unemployment as an objective policy.

I looked back on some of the speeches that had been
made in previous Budget debates, and | should like 10
remind the House of what was said. We have had six or
seven years of this Government's policies, and we can now
assume that they have had a chance 10 work in some torni.

In the first Budget of Murch 1980 there were |3 nilhon
unemployed. The Chancellor at that tine said:

“These are realistic policies, 1o which there 1> no aliernatve ™
—|Official Reporr, 26 March 1980, Vol. 981, ¢. 1489,

By March 1981, and the next Budget, unemployment
went up by 957,000 to 2-3 million. The Chancellor came
to the House and stated:

“Unemployment may be slowing down."—|Official Repori,
10 March 1981, Vol. 1000, ¢. 757.]

Then in November 1981, we had the first nniddle which
reduced the unemployment figures by 37,000. That made
no difference. Unemployment, by the next budget in
March 1982, had gone up by nearly 500,000 to 2-8
million. The Chancellor then stated:

“I have a Budget for industry, and so it is 4 Budgei for jobs.”
—{Official Report, 9 March 1982, Vol. 19, ¢. 727.]

We got the second fiddle in October 1982, which took
a further 190,000 off the figures. By March 19383
unemployment went up by 351,000 to 3-1 million, and the
Chancellor said,

“It is a Budget for recovery."—|Officiul Report, 15 March
1983, Vol. 39, c. 157.)

By April 1983 we had entered into another further fiddle
—160,000 taken off our unemployed figures.

By March 1984—the Budget that was known as the
“Budget for jobs" — unemployment had fallen by
29,000. The curious thing about that was that the only time
unemployment fell in this country was in the period
between the end of one Parliament and the election of
another, because the Government pumped a bit of money
into the economy and old local authorities, “Go oul and
spend, quick.” They said, “Spend on housing.” No
problems with skilled labour.

We then had a new Chancellor, and he said that the
Government would assist in the creation of jobs. Well,
lbcy got into creating in the “Budget for jobs,” and we find
in March 1985 that unemployment had gone up by
125,000. By February 1986 it had gone up another
114,000, and the Chancellor told us yesterday of a further
substantial range of measures 10 help the uncmployed. |
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worth of tax cuts. It is impossible to think of a more
uresponsible way of running the nation’s economy.

It is interesting that everything is geared up to the short
term. The only principle that governs Government policy
is the principle of expediency. It has been elevated to
become the Government's sole principle. When one
considers manufacturing industry and selling assets, it is
illuminating to consider the Government's remedies when
those problems finally catch up with us. One of the most
important points in the report of the House of Lords Select
Commitiee on Overseas Trade was the Treasury's view
about what should happen when North sea oil production
declines. The Treasury believes that there should be an
adjustment in the exchange rate. In other words, the
exchange rate should be allowed to fall. That is the very
thing that the Government have been refusing to allow to
happen throughout last year, keeping interest rates high
because of the inflationary impact. Yet that is what the
Government advocates when the decline in North sea oil
production catches up with ihem.

In exactly the same way. whe. asset sales decline, the
Government advocates an increase in borrowing. Yet at
prescent they tell us that that wou!d be irresponsible. We
in the Labour party do not believe, addressing the long-
term, that those decisions can be postponed any longer.

The Government must play a role in the reinvigoration
of the British economy. The Chancellor admits that in the
internationa! sphere it is right for Governments to
intervene and to be active in regulating the international
monetary system. In exactly the same way, I ask the
Government to abandon this frec market nonsense in our
domestic economy. It is as if they believe that the
problems of the 1980s can be solved by the remedies of
the 1780s. We have only to look at what Government
could do, to realisc the importance of their role, for
example in research and development, education and
training.

Our research and development will fall in real terms
while that of our competitors is constantly rising.
Scientific research is either staying level or perhaps
slightly declining, while our competitor countries are
increasing it by 20 or 30 per cent. Those are the
implications of present Government policies.

There is one further implication and it is perhaps the
most important of all. As I said before, the Government
virwally accept that they will carry 4 million unemployed
into the next election. In effect they now budget for two
Britains. 1 think of the time when someone of my
generation will be the average age of the members of the
Cabinet. That is a long w.y off. in the year 2010, bet |
wonder if it is contemplated tha* we should carry 4 million
unemployed until that time.

A cim’cal clectoral calculation lies at the heart of
Government policies. The Government believe that if
there are sufficient votes from people who are relatively
well paid and in work they can abandon the rest. People
who think that are not merely morally wrong but socially
dangerous because if 30 10 40 per cent. of our population
1s cut adrift we will end up threatening democracy. Britain
cannot be unified until our priorities change.
Unfortunately, there will be no change in priorities until
there is a change of Government.

3]
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9.42 pm

The Economic Secretary to the Treasury (Mr. lan
Stewart): This Budget comes at the end of a period of five
years of continuous growth. It also comes at a time when
international conditions have been unusually disturbed

because of the sharp fall in the oil price and the movement

of foreign currencies and so on. I heard what the hon.
Member for Sedgefield (Mr. Blair) said about _the
consequences of a drop in oil production. I shall have to
read his speech tomorrow, because I could not entirely
follow his argument. It seems to me that the Labour party
is rather disappointed that the economy was not knocked
sideways when such a substantial part of the Government's
revenue fell away because of the fall in the oil price.

It is right at this time that we should have a cautious and
careful Budget and one which does not put too much strain
on the markets by over-borrowing.JAs we were rermndcd\

moon, on_Monday the of the Opposition
said that the Government had borrowed £60 billion in their
fast five years compared with borrowing by the last
L abour Government of £40 billion in the five-year period
wnen they were in office. The right bon. Gentleman is
both wrong and misleading. He is wrong because we have
borrowed only £50 billion, even in nominal terms, and he
is misleading because at today's prices borrowed
icc as much.

As a proportion of the gross domestic product Labour
borrowed twice as much in five years as the Conservatives
have borrowed in seven years. If borrowing were now as
high a proportion of GDP as it was in 1976, the public
sector borrowing requirement for the current year would
not be around £7 billion but £33 billion or 925 per cent.
of GDP. The right hon. Member for Birmingham,
Sparkbrook (Mr. Hanersley) spoke about the scope for
raising the PSBR and I suppose that is the sort of figure
he had in mind. The right hon. Gentleman was an
economic Minister at the time. Does he now repudiate the
actions of the Government of which he was a member?

There is no doubt about what would have happened if
there had been a large increase in the PSBR. We should
certainly not now be seeing a fall in interest rates or in
inflation. Instead, massive increases would be in prospect.
As my hon. Friend the Member for Stratford-on-Avon
(Mr. Howarth) said, the Budget has been received as an
act of confidance by a reduction in interest rates. The 1 per
cent. reduction has been estimated by the CBI to save
British indusiry about £250 million per year, and the
reduction in mortgage rates announced over the last two
days by several major building societies, will provide an
additional benefit to millions of families buying their
hxmes. The combined benefits of the Budget and the
reduction in mortgage rates to the average family with two
cluldren and a typical outstanding mortgage of £15,000
araouat to £3-76 a week.

We are already.secing the benefits of a steady reduction
‘n the PSBR in declining interest rates. This year, the
PSBR will be the lowest for the past 14 years as a
proportion of GDP, and it is no coincidence that long-term
interest rates have now fallen below 10 per cent., and are
at their lowest level for many years. The end of
overfunding as a policy instrument, which was announced
by my right hon. Friend the Chancellor in October, will
also ensure that a low borrowing requirement is fully
reflected in Jow actual borrowing.
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ANNEX 6

Sector Debt held outside Public Sector

As

$¢ of GDP,

at

31 March

in

each year

1974

O 0 N &

1980

m s W N

Source: table S1,

67.9
631
63053
63.2
61:9
57.6

52.8
558
54.6
53.4
54.8
55.5

1974 to 1979

Labour administration:
ave. = 62.8%

fall

10.3 percentage points

1979 to 1985

Conservative administration
ave. = 54.9%

fall = 2.1 percentage points

Financial Statistics.
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COSTING LABOUR'S POLICIES

Following your correspondence with Mr Hattersley about the
estimated £24b cost of Labour's policies, expenditure divisions
were asked to check thoroughly and, if necessary, to refine
the costings of the commitments - costings which, as you know,

were carried out in some haste earlier this year.

258 This exercise has Jjust been completed. You will wish
to see the results before First Order Questions, since you
said on Monday that you wanted to use that occasion to press
Labour further on the £24b.




S\ Divisions' further reflections on the costings are set
out below. A general comment, which applies to most of the
costings, 1is that many of the commitments are not specified
in sufficient detail to allow very precise estimates to be
made of their cost; and many are on slightly different bases
(they relate, for example, to different base years), or are
arguably overlapping. So there must be reservations about
aggregating them without qualifications, as I suggested in
my minute of 13 January, and about treating the £24b total
as a precise figure. With these necessary qualifications
our revised costing suggests a total of some £23.7b rather

than the £24.2b published in answer to Mr Chope on 3 March.

4. In the commentary below items are numbered as in the
footnotes to your reply to Mr Chope on 3 March (0OR vel 193,
no 69, cols 29-31, copy attached).

Item 6

5ie Item 6 costed the Labour Party's commitment to an
educational maintenance award for all over-16's in full-time
education, at £965m. HE now think this figure is too high,
and that the Department of Education and Science should have
used a lower figure for the number of potential recipients
for these awards. This revision brings the costing down to
£640m. But HE also think that it would have been better to
link this commitment with another (which Mr Davies, following
an initiative from the Minister of State, asked HE to cost
in late January), to phase out parental contributions to student
grants: these two commitments were explicitly linked as two
parts of the same policy in a Labour policy document, 'Education
throughout Life'. Linking these two commitments gives a total
cost of £950m - only £15m lower than the £965m given in the

Chope answer.




Item 2
BF John Smith's promise was to increase industrial support
by at least 50 per cent. It was interpreted as a 50% increase

in the whole of DTI's 1985-86 expenditure ("Total DTI", 1986
PEWP, vol 2, page 87, copy attached to you only), including
the external finance of the nationalised industries sponsored
DYSED T, This enlarged programme was then compared with the
sharpily reducing programme for 1986-87 in Cmnd 9702, and the

difference shown as the cost of Mr Smith's promise.

- This was the interpretation of Mr Smith's promise which
underlay the £1,133m costing of this item in the Chope answer.
A more restrictive - and one perhaps less open to
challenge - interpretation would construe Mr Smith's promise
as referring to expenditure on regional policy and industrial
support alone. On this basis it would cost £586m - £547m

less than given in the Chope answer.

Item 21

8% When the £24b was calculated, the cost of increasing
NHS resources by 3 per cent a year was included as a separate
component in this item. This could be seen as double counting,
since other specific commitments included in this item
(abolishing NHS charges, ending competitive tendering, restoring
nurses' pay to its real 1980 1level and increasing hospital
building and repairs) would more than fulfil this aim. To
omit it would reduce this costing by £150m. In the absence
of clarification by the Labour Party as to whether specific
items were intended to count towards this overall aim, we
cannot be certain that it is wrong to include it. So we do

not propose any change to the costing at this stage.

Item 26

9. DHSS correctly used their long-standing and much-quoted

costing, based on 1983-84 benefit rates, for the cost of




reducing the retirement age to 60 for men. They are updating
this figure - a major and lengthy exercise. At November 1985
rates, and taking into account changed tax assumptions, DHSS
estimate provisionally that the cost would be something like
£500m higher. STl are checking urgently and will confirm
the costing as soon as possible.

Item 27

10. DHSS have now updated the £500m costing of giving long-term
supplementary benefit to those unemployed for more than one
year. The new estimate is £530m, which DHSS plan to use in

public shortly.

Total cost of Labour's commitments

11. In addition to the points discussed above, the adjustment
concerning school buildings indicated in your letter of
12 March, though not gquantified in that letter, would reduce
the total further, by £625m; the aid change identified there

would increase it by £233m.

12. The following table summarises the position:

£ million

Total in Chope Reply 24,160
Less adjustments to (i) item 2 547

(i1) item 6 15
Plus (ii1) item 26 500

(iv) item 27 30
Total 24,128
Less adjustment to (v) item 18 625
Plus adjustment to (vi) item 1 233

Total taking into account those indicated
(though not both quantified) in your letter
to Mr Hattersley 23,736
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Other points on the accuracy of the Chope Reply

13. The footnote to item 5 implies that the costing assumed
that, as the commitment specified, pay rates on the Community

Programme would be brought into 1line with 1local authority

workers. It did not, since the Programme already pays the
'rate for the Jjob', which is often the rate for comparable
jobs in local authorities. The footnote should read 'l3 week

training for all Community Programme participants', since

this was the only assumption used.

14. Central Office said the Labour Party/TUC publication,
'A New Partnership, A New Britain', committed Labour to a
new regional employment subsidy. In fact, that pamphlet says
only (page 24) that "we will need to consider the introduction"

of such a subsidy.
15. Divisions have been unable to identify the commitments
mentioned in item 15 in the source provided by Central Office,

or the other documents cited by that source.

Conclusion

16. These revised costings broadly confirm the total of some
£24b, given the inevitable uncertainties about the precise
meaning of many of the commitments costed, and the reservations
about aggregation mentioned above. But they have revealed
some shortcomings in the description of several of the items
(particularly the education costings), and the costing methods
themselves are capable in some cases of alternative
interpretation. The £24b figure excludes, of course, a number
of very large items - renationalisations, certain one-off
commitments - which you decided not to ask us to cost and
to include in the total - and very recent promises like

Mr Meacher's at Fulham.

17. If Treasury Ministers wish us to update these costings

it would be helpful if divisions could be given as much notice

151}




as possible before undertaking similar exercises, so that
they can clear material within the Treasury and with other
Departments. It may be that you will wish to launch an updated
figure én .- the Autumn Statement debate, following the
Government's announcement of its own spending plans. If so,
it would be helpful if Ministers identified (presumably with
the help of the Special Advisers) the new list of commitments
as early as possible in September, so as to allow officials
as much time as possible to cost them in the very heavy

pressures of the autumn.
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Employment in Government Departments is shown in
able 2.22 of “The Government’s Expenditure Plans,
1986-87 to 1988-89."

Manpower Statistics

Mr. Ralph Howell asked the Chancellor of the
Exchequer what was (a) the total number of civil servants
employed in the United Kingdom in central Government
Departments, and staff employed in local government in
1985, (b) the percentage of total population and total work
force these figures represent, (¢) the value of the total
salaries paid to these two groups for the year and (d) the
percentage of gross domestic product these salaries
represent; and if he will give any information he may have
as to equivalent figures in France, West Germany, the
United States of America and Japan, respectively.

Mr. MacGregor: At mid-1985, the Civil Service
employed 585,000 full-time staff and 23,000 part-time
staff, in total 1-1 per cent. of the home population and 2-5
per cent. of the employed labour force. Total pay
excluding national insurance contributions in 1985-86 is
estimated to be £5-25 billion, about 1-5 per cent. of gross
domestic product.

Local authorities employed 1-88 million full-time staff
and 1-01 million part-timers, in total 5-1 per cent. of the
home population and 11-9 per cent. of the employed
labour force. No estimate is yet available of the local
authority pay bill.

No comparable information is available for other
countries.

Public Expenditure

Mr. Chope asked the Chancellor of the Exchequer if
he will publish in the Official Report the details of the
calculations of the cost of Her Majesty’s Opposition’s
spending proposals which he undertook to provide during
the debate on the public expenditure White Paper on 20
February, Official Report, column 513.

Mr. MacGregor: The details of the Opposition
spending commitments with an annual cost of £24 billion
to which I referred in the debate on the public expenditure
White Paper are set out in the table. The notes to the table
give the relevant references to Opposition speeches and
publications.

Labour's Spending Plans: Principal Components

Notes

Aid 900 1
Industry 11,33 2
National Investment Bank 48 3
Employment

Training for unemployed 900 4

Community programme Uprating 200 S

Educational maintepance award 965 6

35 hour week 3,000 7

Minimum wage 1,000 8

Regional employment subsidy 500 9
Energy 750 10
Arts 140 11
Transport

Roads 706 12

Rail 248 12

Airports and Ports 154 12

ousing

New build 3,000 13

Rehabilitation 250 14

Lo et - Y i et i he
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Notes
Urban Programme 500 15
Sewerage 250 15
Education
1Inder Ss 400 16
Teachers 235 17
Buildings and equipment 871 18
Close private schools 300 19
Student grants 125 20
Health NHS 780 21
Social Security
TV licence for pensioners 325 22
Matemnity and death grants 220 23
Child Benefit 1,450 24
Pensions 1,650 25
Early Retirement 2,600 26
Unemployment Benefits 500 27
Minor Measures 60 28
Total 24,160
Notes:

1.

[- ]

10.

Commitment to double aid within 2-3 years of taking office. Phasing
of +900, +2000, +31000 assumed. (Neil Kinnock in The Guardian
of 30 July 1985).

86-87 cost of commitment to increase industrial support by S0 per
cent. (John Smith in Tribune 8 November 1985).

Based on assumed lending of £2 billion in year one and interest
subsidy of 4%. on 60%. of loans. No allowance for bad debts. (NIB
desscribed by Roy Hattersley, in a speech in London on 16 May
1985.)

Estimated cost (in 1986-87 prices) of commitment to 5-fold increase
in ;mmng for adult unemployed. (Charter for Young People, June
1985).

Adjusted pay rates—in line with Local Authority workers—and
more training. (Charter for Young People, June 1985).

£27 per week for over 16s in full time education. (Charter for Young
People, Junc 1985). )

Cost in public services only. (“Working Together”, April 1985).
Public services cost only of minimum wage sct at two thirds of
average carnings. (Conference motion 1983).

Interpretation of uncosted commitment, based on 1976 subsidy of
£2:hudperweek,upﬂwdinlinewithinﬂaﬁonmdapplbdto
manufacturing industries only. (“A New Partership, A new Britain”
—TUC/Labour document, August 1985).

Mid-point estimate of cost of conservation measures only —

mainly a public sector conservation programme. No allowance for
increased investment in non-nuclear capacity which would fall mainly
onlythe industry and on prices (“A New Partneship™).

11.
12
13-

14.
15

16.

17.

18.
19.

20.
21

8%

24.

Doubled funding of performing and creative arts and zero rating for
VAT. (Norman Buchan, Financial Times, 6 August 1985).

1986 Update of commitments in “Reconstruction of Britain” (TUC
1981) Supported in “A New Partnership”.

125,000 new starts a year at £24,000 each. (“A New Partnership”).
25,000 renovations a year at £10,000 each. (“A New Partnership™).
First year of a five-year programme to increase Urban Programme by
£2-5bn over S years, and sewerage investment by £1-25bn over 5
eyears (“Public Investment in the Ecomomy” — TUC, October
1984, endorsed in “A New Parmership, A New Britain™)

200,000 n:wplaoesinmnscryscbools.TbeChnmforthcundcr
5s (April 1985) recommended a right to pre-school education for all
3 and 4 years olds. Assumes 80 per cent. take-up.

14,000 more teachers and £60m on training. Labour’s own
estimates, quoted by Giles Radice in The Guardian, 17 April 1985.
£781m on school buildings, £90m on books (as Note 17).
Assumes 500,000 extra pupils in the state sector. (Charter for pupils
and parents).

Restoration of mandatory award to 78-9 levels. (Charter for Young
People, June 1985).

£475 million for phasing out of charges, remainder real increases in
pay and capital expenditure and end to competitive tendering.
(“NHS in Danger"—NEC statement, October 1983).

. Hansard 27 March 1985—Mr. Gerald Kaufmann.
. £120 million maternity grant, £100 million death grant (1984

conference motion).

£3 a week increase. (Roy Hatiersley, Hansard 20 March 1985). But
note new prposal by Michael Meacher o double child benefit.
Would cost another £1-95 billion.

_ Pensions increased by £5 per week (single) and £8 (couple).
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. (Hattersley, Hansard, 20 March 1985).

26. Reduction in retirement age to 60 for men. (Neil Kinnock, 24 June
1985, at TGWU conference).

27. Long term rate of supplementary benefit to unemployed after a year
on benefit (Hauersley, Hansard, 20 March 1985).

28. Concessionary fares, strengthening NEDC, more grants to other
bodies.

European Community (Budget)

Mr. Gerald Bowden asked the Chancellor of the
Exchequer what is his latest estimate of the United
Kingdom’s net contribution to the Community budget in
1985.

Mr. Brooke: A final figure is not yet available, but the
latest estimate of the United Kingdom’s net contribution
to the Community budget in calendar 1985 is £1,870
million.

This estimate compares with that of £1,212 million in
the statement on the 1985 Community budget (Cmnd.
9633). The reasons for the abnormally high level of our
net contribution during 1985 were set out in that White
Paper. The latest estimate is larger than that in Cmnd.
9633 for two main reasons. First, most (£493 million) of
the 1,000 mecu (£605 million) abatement payable in
respect of our excessive net contribution to the 1984
Community budget was received in the first few days of
1986 rather than in 1985 as assumed in Cmnd. 9633.

3 MARCH 1986
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Secondly, our share of Community expeniture (par-
ticularly FEOGA guarantee expenditure) in 1985 was
lower than expcted. In 1984, for example, our share of
FEOGA guarantee receipts was about 11%2 per cent.; in
198S, it was about 9V% per cent.

The United Kingdom’s net contribution to the
Community budget in 1986 should be very much lower
than in 1985. Not only will the 1986 figure reflect the £439
million abatement received in the first few days of 1986,
it will also be reduced by abatements payable in 1986
under the Fontainebleau system (and worth at least 1,400
mecu, some £900 million).

The Government's latest estimate of the United
Kingdom’s net payments to Community institution in
1985-86 remains at £800 million, the figure published in
the latest public expenditure White Paper (Cmnd. 9702).

Tax Payers

Dr. McDonald asked the Chancellor of the Exchequer
whether he will publish and update the table on the number
of taxpayers for 1984-85 and 1985-86 on the same basis
as the answer given on 25 January 1984, Official Report,
columns 607-608.

Mr. Moore [pursuant to his reply, 20 January 1986,
c. 85.]: The latest estimates are as follows:

Thousands

1982-83 1983-84 1984-85* 1985-86%

Number of Taxpayers 24,600 24,300 24,050 24,000
Number of taxpayers* if allowances had remained at the level of the previous

year 25,800 25,600 25,050 24,850

Difference 1,200 1,300 1,000 850

* Including taxpaying wives.
* Provisional.

Budget Documents

Mr. Tim Smith asked the Chancellor of the Exchequer
how many copies of the Budget documents were printed
in 1985; how many were sent to the Vote Office; how
many were made available to commercial organisations
and at what charge for each; what happened to the
remainder; what was the cost to the Exchequer of
producing the Budget documents; and what was the total
amount recovered from commercial organisations.

Mr. Lawson: [pursuant to his reply, 26 February
1986, c. 594.]: In 1985, Her Majesty’s Treasury printed
800 copies of the Budget speech, 2,000 copies of a
summary of the Budget and 2,072 copies of a press notice.
In addition, 1,662 copies were produced of press notices
from other Government Departments. One thousand
copies of the Budget summary and press notices went to
the Vote Office and 150 to the Printed Paper Office.
Commercial organisations were sent 180 copies of the
speech, summary and press notices. They were charged
£2-00, plus the HMSO charge for the financial statement
and Budget report. Unused Budget documents (excluding
HMSO publications) were kept in stock for a few weeks
and then destroyed.

The costs to the Treasury of producing the Budget
documents are not readily indentifiable from the other
printing costs of the Department, but are estimated to be

16

in the region of £3,000. All moneys received by the
Treasury from the sale of publications are brought to
account as appropriations in aid of the Treasury vote, class
XIII, vote 4. Receipts from the sale of Budget documents
are pot accounted for separately and cannot be identified
except at disproportionate cost.

In addition to the Treasury publications, Her Majesty’s
Stationery Office printed and published 9,000 copies of
the 1985 financial statement and Budget report. Two
thousand were sent to the Vote Office, 150 to the Printed
Paper Office, and 150 to the Sale Office; 1,603 were sold
to Government Departments and 4,691 were sold to other
customers, including members of the public and
commercial organisations; 406 copies remain in stockh.
The price to all customers was £5:35 per copy.

The cost of printing and publishing is borne by the
HMSO trading fund which recovers its costs from net sales
revenue. The Exchequer, therefore, incurs none of the
costs of printing, publishing and selling—other than the
purchase from HMSO of copies for the use of the Treasury
and other Exchequer departments.

ENVIRONMENT

Communal Heating System

Mr. Wheeler asked the Secretary of State for the
Environment if he will report on the progress of his
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Mr Culpin
Mr Cropper
Mr Lord

Mr P Lilley H/C
Hon T Sainsbury H/C

DRAFT REPLY TO RESPONSE TO £24BN POSTER
I undertook to create a suggested form letter, which is attached.

25 I think it unwise to deviate from the Chope reply, any changes
to which should await a formal presentation from the Chief Secretary

when we think it is desirable.

3% Mr Pickering has copies of the recent Radice and Rooker
pledges, but many of the items are vaguely phrased. We should
continue to ask other Departments to badger their opponents for

specific commitments (cf Mr Patten's letter to Mr Cunningham).

4. Mr Cunningham seems to have committed himself to further
expenditure at a local government conference in Eastbourne (FT
P.13 on 24 April) and I am asking Tony Kerpel, Special Adviser
at DOE to follow up.

5l I or Rodney Lord's successor in due course, shall keep a

constantly revised version of the shopping 1list wuntil we are

prepared to "go public" on a new one.

Ao
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LABOUR'S SPENDING PLANS: THE £24 BILLION SPREE

Thank you for writing to us requesting further information about

Labour's spending plans.

The details of the figure were spelt out in a Written Reply in

the House of Commons by thE‘Fhief Secretary to the Treasury, John
O I 1| b Febn(— o~ (a2 ) o
MacGregor MP on 3 March l986/as follows. e

Increases in spending on: £000,000 per year
Aid 900
Industry 1133
National Investment Bank 48
Employment:
Training for unemployed 900
Community programme uprating 200
Educational maintenance award 965
35 hour week 3,000
Minimum wage 1,000
Regional employment subsidy 500
Energy
Arts
Transport:
Roads
Rail

Airports and Ports
Housing:

New building

Rehabilitation

Urban Programme

Sewerage

Education:
Under 5s
Teachers
Buildings and equipment
Close private schools
Student Grants




~

. National Health Service 780

Social Security:

TV licence for pensioners 325
Maternity and death grants 220
Child Benefit 1,450
Pensions 1,650
Early Retirement 2,600
Unemployment benefits 500
Minor Measures 60
TOTAL 24,160

These figures were costed at Ministers' request from Labour front
bench spokesmen's pledges or from Labour Party public policy
documents by Treasury officials; such costing exercises have been

the common practice of governments of all persuasions in the past.

~8inee lt has [proved impossible to obtain either confirmation or

denial of many other apparent pledges made by opposition spokesmen

- )
which involve further expenditure, S

/L\ . 2 e 1 1
C—Luulk;; enehnslie respoeonse 194 ad Lapoour

] s 1 :
ned o prariealy
is reasonable to assume that the schedule will i
wplettd a1 pubt foes

there is no doubt as to the general accuracy of the totai]

Details of the sources of this information are contained in Hansard

for 3 March 1986, Written Answer Col 29.

It may interest you to know that, to meet this extra annual

expenditure, either the standard rate of income tax would have

to rise to 49p from the ﬂ?cngfly reduced rate of 29p, or VAT would
¥

A
have to be increased to (41% from the current 15%. -F—think ou

Mman both  Camedade pn A Vool ) 71
‘@&qge(that this programme is one which -aene—ef—us could hdt

Yre
possibly affordband is/a false prospectus.
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JILL RUTTER ¢
29 April 1986

PS/CHANCELLOR

ece :Financial
Secretary
Minister of State
Sy \ Economic Secretary
Mr Culpin
Mr Cropper
Mr Lord
Mr Ross Goobey
Mr P Lilley H of C
Hon T Sainsbury H of C

DRAFT REPLY TO THE RESPONSE TO £24 BILLION POSTER

The Chief Secretary has seen Mr Ross Goobey's minute of
24 April.
2 He agrees with Mr Ross Goobey's advice that it would

be unwise to deviate from the Chope reply in responding

to letters arising out of poster campaign.
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FROM: A ROSS GOOBEY
DATE: 7 MAY 1986

CHANCELLOR / ; / , > ©eC CST
A A c { FST

MST

EST

Mr Culpin

Mr Cropper

Mr Tyrie

DRAFT REPLY TO RESPONSE TO £24BN POSTER
A second draft is attached, reflecting the comments received.

2% Since there is to be a written answer updating the Chope

reply for the publicly announcedrevisions, I have taken that answer

into account.

i
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LABQIIR'S SPENDING PLANS: THE £24 BILLION SPREE

Thank you for writing to us requesting further information about

Labour's spending plans.

The details of the figure were spelt out in a Written Reply in
the House of Commons by the Chief Secretary to the Treasury, John
MacGregor MP on 3 March 1986, as amended by Mr MacGregor in a

written answer on 15 May 1986, as follows.

Increases in spending on: £000,000 per year
Overseas Aid 1AL ke
Industry 1,133
National Investment Bank 48
Employment:
Training for unemployed 900
Community programme uprating 200
Educational maintenance award 965
35 hour week 3,000
Minimum wage 1,000
Regional employment subsidy 500
Energy 750
Arts | 140
Transport:
Roads 706
Rail 248
Airports and Ports 154
Housing:
New building 3,000
Rehabilitation 250
Urban Programme 500
Sewerage 250
Education:
Under 5s 400
Teachers 235
Buildings and equipment 246
Close private schools 300

Student Grants 25
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. National Health Service 780

Social Security:
TV licence for pensioners 325
Maternity and death grants 220
Child Benefit 1,450 ‘
Pensions 1,650
Early Retirement 2,600 /’,/’”’“
Unemployment benefits 500 '

Minor Measures 60

TOTAL 23,768 ;

bench spokesmen's pledge

‘ ﬁnm!r
| These figures were costedgpat Ministers' request Labour front
M E@ e AR _
s\ e==—fwem "Labour Party}$ i olicy

documents(;;fTreasury offigléié],Shch costing exercises have been
Suttsswt )y
the common practice ofgqovernments efpdt—persumsians in the past.

It has so far proved impossible to obtain either confirmation
or denial of many other apparent pledges made by opposition
spokesmen which involve }?Lrther expenditure. Meanwhile, while
it is reasonable to assume that the schedule will need to be updated
periodically, there is no doubt as to the general accuracy of
the total at the present time. Details of the sources of this
information are contained in Hansard for 3 March 1986, Written

Answer Col 29.

It may interest you to know that, to meet this extra annual
expenditure, either the standard rate of income tax would have
to rise to 49p from the recently reduced rate of 29p, or VAT would
have to be increased to at least 41% from the current 15%. You
may well conclude on the other hand, that this programme is one
Which could not possibly be afforded and is therefore a false

prospectus.
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SDP/LIBERAL SPENDING AND TAX COMMITMENTS

You asked Divisions, as a matter of urgency, to complete the costing of
individual SDP/Liberal policies previously commissioned. This minute
reports the results and proposes a procedure for carrying forward the
further work that will be required.

The cost of SDP/Liberal policies

2. I attach a list of SDP/Liberal commitments, previously shown in
draft to you by Mr Lord. Divisions have re-checked all costings. All
costings have been cleared with Departments, with one exception (and in
that case the Division is pursuing urgently with the relevant
Department, the Lord Chancellor's Department, on Liberal costings on the
administration of justice.)

Watson R*«/Qm\

-
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3. In order to do these costings it has been necessary to make many
assumptions, some of which may prove to be controversial. In some cases
Mr Lord suggested these assumptions, in others Divisions, at Mr Lord's
request, have devised their own. In either case, Divisions have taken
the view that the chosen assumptions are realistic and reasonable. We
will need to be ready, in defending these costings, to say that the
assumptions on which they were based were in some cases prescribed and
in all cases endorsed by Treasury Ministers. Are you content with these
assumptions?

4. The costings are all full year. For most commitments, this means
the additional cost of implementing a policy in a full year, given
1986-87 provision at 1986-87 prices. The major exception is a group of
SDP social security costings, which take 1987-88 as the base year. ST1
advise that this 1is the way DHSS usually do such costings. 1987-88 is
also of course the first full year 1in which the July uprating will take
effect. The bése year has been made clear in the 1list, for every
costing.

5. A number of overlaps between SDP and Liberal costings have been
noted in the list. It should be noted that the SDP source also mentions
a number of proposals which are not party policy but are under
consideration, so the extent of overlap between the parties may grow.
The list also indicates a number of commitments by the same party which
overlap, or may do. Wherever possible, these two kinds of overlap have
been quantified, but the Special Advisers will wish to advise you on the
assumptions that might be made where the position is less clear; and,
generally,on the defensibility of dealing with the costings in this way.

6. DM asked me to pass on their advice not to include defence costings
in any total you may publish. Since the SDP commitment to level real
terms provision contrasts with the Government's present policy of
declining real terms provision, you may think it best to omit defence
for political r=asons. Defence was not included in the Labour £24
billion.

7. On 30 April, as you know, the 'Times' repcrted the SDP and Liberal
economic spokesma2n as having told their Parliamentary colleagues that
there should be a top annual limit of €10 billion on their projected
increased expenditure during the lifetime of a five year Parliament
(cutting attached). The Chief Secretary commented that this 1limit
"would add 11 per cent to VAT, bringing it to 26 per cent, or, if it is
to be financed by increased borrowing, much higher interest rates or, if
they are simply going to mint the money, much higher inflation."
(Sstatement in West Derbyshire, 1 May 1986) You will wish to take into
account the £10 billion in considering the overall cost of SDP/Liberal
policies.




Procedure for costing overall totals

8. I understand that Mr Tyrie is taking up where Mr Lord left off, and

he will be

suggesting overall totals as you have requested. I suggest

that the following procedure should help to ensure that the rest of the
exercise goes smoothly:

(i) Mr Tyrie should use the attached 1list to suggest overall

(1i)

Conclusions

totals for the two parties, building on Mr Lord's previous
work;

Oonce Treasury Ministers have taken a view on Mr Tyrie's
proposed totals, Divisions should be asked to check that no
problems arise. If Ministers decide to add the two parties'
totals, the resulting figure should also be checked by
Divisions.

9. Do you agree with:

(i) the assumptions used in the attached list? (see paragraph 3

above)

(ii) the procedure proposed at paragraph 8 above?

C(ﬂ»’(/ﬁ

C R PICKERING
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THE TIMED

/Alliance chiefs

. set to impose
~ spending limit
= on manifestoz

By Anthony Bevins, Political Correspondent

Leaders of the Liberal-So-

. cial Democratic Alliance are
. * seeking cuts in their policy
»>. commitments in an attempt 10
~..« imposc a top annual limit of

-2 £10,000 million on their pro-

.- jected increased expenditure

.. during the lifetime of a five-

year Parliament.

A confidential letter sent t0
Alliance MPs by the parties’

- 1wo cconomic spokesmen, Mr
lan Wrigglesworth, SDP MP
* for Stockton South, and Mr

David Penhaligon, Liberal
* MP for Truro, says: ** There
are going 10 be severe public
expenditure  restraints  for
some years 10 come and 2
number of cherished hopes
may have to be delayed.

*The truth is, unless we are
prepared 10 argue for substan-

. tially higher taxation, which

“we do not believe 10 be
- feasible, we must be prepared
* 10 establish strict priorities for
_higher spending, to consider
_phasing in the more eApensive
~changes, 10 identify areas
rwhere savings can be made,
and 10 seek new solutions (o
problems.”

1 is understood that Alli-
ance leaders have been stung

_into tough action by the

Government's damaging

" charge that Labour commit-

ments could cost as much as
£24,000 million — vehement-
ly deniecd by Mr Roy
Hatersley. the shadow Chan-
cellor.

The Alliance leuer, agreed

" by a joint leadership policy

mecting, says: “The Alliance
should plan for a maximum 2

* percent per annum increase in

total public expenditure over

" an initial five-year period,

compared with the present
gorernment’s experience of 2
1.5 per cent increase since

" 1983-84.

“Exatra spending 1o creatc
jobs and revive industry and
commerce should have the
highest priority, with other
policy arcas 1aking second
place except 10 the eatent that
they fulfil these economic
ohjectives.”

An annex 10 the letter says
that existing commitments in-
clude real improvements in
health and personal social
services, education and train-
ing. housing, transport, inner
cities, job creation, industry
and overseas aid.

A spending standstill would
be imposed on agriculture, law
and order, defence and envi-
ronmental services.

But the letter also gives a
warning that the Alliance
commitment to boost public
sector pay in real terms may
have 10 be financed by effi-
ciency improvements or re-
ductions in service.

It says: “Real improve-
ments in public sector pay are
expensive — a 25 per cent in-
crease in nurses’ pay would
cost £750 million per annum;
10 per cent would cost

£300 million...25 per cent in-,

creasc in teachers’ pay would
cost £1.25 billion per annum;
10 per cent would cost
£500 million."

The letter says that the task ;

of restraining public expendi-
ture will not be easy, as the
present government has dis-
covered. “"Even a government
dedicated to cutting back pub-
lic expenditure has not been
able 10 do so0.”

‘f!o




8-Forml

SDP
8 Proposal Source and date Assumptions used Cost/saving
[Direct quote from source] All references to Policy (+/-)
Documents listed in [Over 1986 PEWP provision for 1986-87,
'The Only Way to a Fairer Britain' unless stated otherwise]
(February 1986) For tax changes, - = increased revenue
+ = reduced, compared
with 1986 FSBR
(rounded to nearest £10 million, except
for costings below £10 million)
' DEFENCE
‘ (i) We believe defence spending must Policy Documents 1985-86 Falklands exclusive provision 1986-87 cost +£250 million
be maintained in real terms 10/2/86 p5.1 maintained level in real terms to 1987-88 cost +£500 million
i 1988-89, using 1986 FSBR GDP deflators 1988-89 cost +£890 million
| [proxy for full year]
(ii) To maintain a British nuclear cap- Policy Documents Replace Trident by either Not costable, but likely to be
ability as a contribution to European 10/2/86 p5.2 @) Anglo-French developed ballistic more expensive than Trident
defence but to cancel the extrava- missile
gent Trident programme (ii) Europezn developed cruise missile

(iii) Cruise missiles purchased from US

Proposed options would involve add-

itional costs

(i) for development of missile system;

(ii) for development of missile system
plus additional dedicated missile
carrying submarines or ships;

(iii) for additional dedicated missile
carrying submarines or ships

Conflicts with Liberal policy

(iii) Abandon the heavy cost of main-

Policy D ents No garrison kept in Islands. Largest
taining Fortress Falklands olicy Docum

10/2/86 p5.1 part of Falklands costs are for replace-
ment of equipment lost in 1982
campaign and for capital works, which
would be unaffected by decision not to
garrison Islands in future. Overlaps with
Liberal commitment

-£140million approximately




(iv) Dual Key on Cruise

Policy Documents
10/2/86 p.5.3

INDUSTRY

(i) Expanding and revitalising the Policy Documents
British Technology Group to provide 10/2/86 pl.4
equity capital for high risk projects

in partnership with private industry

(i) A new industrial credit scheme Policy Documents
administered by the banks, offering 10/2/86, pl.2, 1.4
loans at below market rates of

interest to companies who want to go

ahead with investment schemes

which help them restructure and

become more competitive, improve

the quality of their products, their

marketing and distribution.

A subsidy of £100 million pa over 5
years would enable £2 billion of
medium term loans to be made avail-
able for industry at a rate of 5%
below market rates of interest

Since 1980 NEB (part of BTG) has been
disposing of its investments and
repaying pdc to the Government. In
that period approximately £280 million
of pdc has been repaid (disregarding
Rolls Royce and BL transferred to DTI).
Estimated cost assumes the same
amount of capital is reinjected into the
BTG over a similar period ie six years.
A faster injection of capital is unlikely,
short term, as the size of the NEB has
been reduced and would need to be built
up again to handle increased investment

Would involve substantial costs,
but not possible to quantify

£50 millior. per year over 6 years

+£100 million pa



(iii) Extending the loan guarantee
scheme to a maximum of £250,000

(iv) Establishing Small Firm Invest-
ment Companies to provide financial
and new government assistance to
small firms

TRADE UNIONS

(i) A Trade Union Development Fund
to assist those unions seeking to
merge or reorganise their functions
to meet the demands of new tech-
nologies and working methods

Policy Documents
10/2/86, pl.4

Policy Documents
10/2/86, pl.4

Policy Documents
10/2/&6, pl.12

Assume increase in ceiling on individual
loans from E75,000 to £250,000 implies
large increase in lending guarantee.
For illustration have costed effect of
guaranteeing 3 times levels announced
in 1986 Budget on basis of (i) 70%
guarantee; (ii) premium payable to
Government of 2%%; (iii) unchanged
failure rates.

That tax relief will be given to
investors at their marginal rates in
respect of investments channelled
through the SFICs

That £50 million is invested in a given
year by investors all with a marginal
rate of 50% and none of these invest-
ments would have otherwise gone into
BES approved funds

Merger/reorganisation costs would be
no greater than total TUC education
budget (£4 million) and Government's
contribution would be 50 per cent.

1986-87 no change
1987-88 +£10 million
1988-89 +£30 million

+£25 million

+£2 million



EMPLOYMENT

(i) Further expansion of Community
Programme to provide a job guar-
antee to all those unemployed for
over year

(ii) Bring together vocational training
and education in a new programme
for 16-19 year olds, building on two
year YTS

(iii) Expand careers service with an
additional Adult Advisory role

INFRASTRUCTURE

A £l billion programme of public
sector capital investment, concen-
trated mainly on construction

Policy Documents
10/2/36, pl.2

Policy Documents
10/2/86, pl.5

Policy Documents
10/2/86, p4.4

Policy Documents
10/2/86, p.1.1

Public expenditure cost (net) of
3-% million extra places; supervisor/
non-supervisor ratio 1:9; proportion of
participants taken off count 80%; aver-
age length of stay 9 months: existing
net expenditure £500 million.

Cannot be costed on basis of this very
general proposal: however costs would
be substantial if "building on two year
YTS" means extending paying allow-
ances to thcse now receiving education
but not in receipt of allowance. But
could then overlap significantly with
SDP (educat:on (iii))

No indication of size of expansion pro-
posed. Virtually impossible to estimate
with any accuracy likely take-up of
adult advisory service: assume 15%
increase in costs; existing expenditure
by local authorities on careers service
around £80 million in 1986-87.

None necessary as proposal is explicitly
costed (although the base is mnot
defined). May overlap with other infra-
structure policies listed elsewhere in
SDP list (Ecucation (i), HPSS (i)), and
Liberal list (Energy (iii), (iv), Trans-
port (ii), (v), Zocal Authority (i), (iv)).

+£1 % billion.

not available

+£10 million

+£1 billion pa




TAXATION

(i) Establish the legislative frame-
work for a counter inflation tax, to
be held in reserve and brought into
operation in the second year if
required

(ii) A remissible tax to encourage

firms to provide the right level and
quality of training

(iii) Tax exemption for union contri-
butions

(iv) Reform of the tax regulations
governing voluntary organisations

(iv) Integrated tax/benefit system

(v) Phasing out the married man's
additional tax allowance

LOCAL GOVERNMENT

(i) A £1 billion boost to local
authority current expenditure

Policy Documents
10/2/86 pl.2

Policy Documents
10/2/&6 pl.4

Policy Documents
10/2/8&6 pl.12

Policy Documents
10/2/86 p4.2

Policy Documents
10/2/86 p4.7

Policy Documents
10/2/86 p4.7

Policy Documents
10/2/85, p 1.2

Impractical to quantify for full year,
but no effect in first year

Assume adcitional tax equivalent to
1 per cent of employers' NICs (net of
contracted-out rebate), % of which
remitted

1984 union membership numbers and
contributions projected to  1986.
Average marginal tax rate 32 per cent.

Revenue-neutral

Impossible to quantify - cost could be
large

Phased abolition, including married
man's age allowance, in four years

Possibility of double-counting with
education pclicies listed below: (esp.
(i), (iii)).SDP document not clear. If
there were double counting, would
reduce SDP total spending by
£370 million.

-£30 million

+£120 million

-£1 billion 1986-87
-£4.5 billion full year

+£1 billion




EDUCATION

| (i) (a) All children for whom a nursery
| place is not available will be able to
start primary school in the
September of the school year in
which they are five and

(b) Within five years the SDP would
aim for all children under 5 to have
had at least one year's education
experience

(ii) End the Assisted Places Scheme

(iii) All young people in education
after 16 to be eligible for education
benefit based on need

Policy Documents
10/2/86, p4.3

Policy Documents
10/2,86, p4.3

Policy Documents
10/2/86, p4.3

Policy Documents
10/2/86, p4.4

600,000 4 vear olds at January 1985, of
whom 50 per cent are not receiving
pre- primary education. Initial
unquantifiable capital and training
costs. Full take-up by rising-fives.
Regarded as an interim measure before
(b) achieved.

624,000 4 year olds by January 1991.
80% take-up, compared to current
public sector participation rate of 44%.
Existing split maintained between
nursery schools and classes, and infant
classes in primary schools. Costing
includes £20 million for initial build-
ings-related and teacher training costs.
(Calculated as about one fifth of five
year programme for such costs.)

Cost of scheme will reach £50 million
by 1988-89, constant thereafter.
Assumes phased withdrawal. Increases,
after first year, £7 million pa up to -
£50 million. Liberals made same
commitment.

SDP's own figure. NB significantly
lower than costing of Labour's similar
commitment, though differences can
probably be explained by lower levels of
award and means-testing.

See assumptions

+£240 million (full year)

-£50 millicn full year

+£150 mill:on



HEALTH AND PERSONAL SOCIAL
SERVICES

(i) The SDP is committed to 13% per
annum real growth in health and
personal social services spending

(ii) Set up Employment and
Innovation Fund of £500 million to
finance projects which are designed
to remove inequalities, increase
employment and improve services

(iii) We support generic substitution

unless doctors specify that the brand
name drug must be prescribed

SOCIAL SECURITY

(i) SDP propose a 'basic benefit' to
replace supplementary benefit,
Housing Benefit, Family Income
Supplement and free school meals.

(ii) Child benefit. We would increase
it by 25% to £8.50 for 1985-86 and
maintain its real value in future

(iii) Increase  the
addition by at least £5

single  parent

Policy Documents
10/2/36, p4.1

Policy Documents
10/2/86, p4.1

Policy Documents
10/2/86, p4.1

See eg DrOwen 'A United
Kingdom' (1986)

pp 4.7-4.8

Policy Documents
10/2/86, p4.7,4.10

Policy Documents
10/2/86, p4.7

Compared with 1986 PEWP figures,
deflated by FSBR GDP deflator. [NB
SDP may have different notion of 'real
(eg over NES pay and prices index, or
allowing for demographic changes.]

Spread over three years, as suggested in
SDP document.

Savings uncertain: SDP paper suggests
£100 million pa. DHSS say less than
£50 million now that Selected List is in

force. Liberals made same commit-
ment.

Dr Owen's costing £4,160 million,
assuming expenditure on existing
benefits at 1984-85 prices. [Not for

public use: DHSS officials estimate
that SDP proposals would cost far
more. ]

1987-88 costing. Assumes increase to
£8.50 from July 1986 proposed level of
child benefit (£7.10, ie slightly less than
25 per cent).

Each 10p increase in one parent benefit
costs approx. £2 million net of savings
on other berefits. Assume £5 addition
to the one parent benefit (successor of
single parent addition). 1987-88
costing.

1986-87 -£160 million* |
1987-88 +£30 million ‘
1988-89 +£290 million

(*ie PEWP shows higher than
1.5% real growth for 1986-87)

1986-87 +£100 million
1987-88 +£170 million
1988-89 +£230 million

-£50 million

+£4,160 million

+about £68Cm pa

+about £100 million pa



(iv) Extending eligibility for Invalid
Care Allowance and Non Contri-
butory Invalidity Benefit to married
women

(v) The long term unemployed should
receive the long term rate of Supple-
mentary Benefit

(vi) Abolish the earnings rule for
pensioners

(vii) Death Grant: our policy is to
increase it to £250 for all,
reclaimable from the estate of those
who are better off and can afford it

(viii) Maternity grant: propose its
increase to £300.

(ix) 1% reduction in all employers'
national insurance contributions

Policy Documents
10/2/86, p4.8

Policy Documents
10/2/&6, p4.8

Policy Documents
10/2/86, p4.8

Policy Document
10/2/86, p4.8

Policy Document
10/2/8%, p4.10

Policy Document
10/2/86, pl.1

Costing quoted is for extending ICA to
married women. NCIB proposal long out
of date. NCIB replaced in
November 1984 by Severe Disablement
Allowance payable to married women.
1987-88 costing.

Extension to people unemployed for
more than one year (usual definition of
long term  unemployed). 1986-87
costing.

November 1985 benefit rates. 1986-87
costing.

DHSS think small net cost but to
publish would involve revealing
assumptions DHSS Ministers have
refused in past to publish, in other
contexts.

Now £25; non taxable (note: SDP pro-
pose that it should be taxable). NB
gross figure used because table relates
to public expenditure. Figure net of
tax assumes treated as earned income.
1987-88 costing.

GB accruals figures; contribution

revenue only (excluding effect on
Treasury Supplement), 1986-87 costing.

+about £100 million pa (but figure
uncertain)

+about £530 million pa

+ about £190 million pa public
expenditure cost gross

+ about £85-95 million pa (net of
tax offsets)

See assumptions

about +£190 million gross
about +£170 to £180 million net

+£1,600 million revenue effec: ie
not public expenditure



i 8-Form -
| Liberal .
Proposal Source and date Assumptions used Cost/saving
[Direct quote from source] (+/-) :
[Over 1986 PEWP provision for 1986-87,
unless stated otherwise] |
For tax changes, - = increased revenue
+ = reduced, compared
with 1986 FSBR
(rounded to nearest £10 million, =xcept
for costings below £10 million)

DEFENCE

(i) Increase expenditure on conven- Liberal Party Policy Briefing: Trident construction stopped immedi- No net savings. Abandonment of
tional defence, offset by savings These are Liberal Policies. ately, and Polaris decommissioned Trident wculd provide savings in

from the abandonment of Trident and January 1986, p19 within lifetime of new Parliament capital costs in the range £500-
of the extravagant Fortress Falklands £1000 million a year over the
policy. procurement period (up to mid
We would include Polaris in arms 1990s). (But note: savings will
reductions negotiations be much reduced once first

Trident boat ordered.) If Polaris
dropped, would provide annual ‘
running cost savings for UK
strategic ruclear force of crder

of £500 million. (But note: this
saving would be likely tc be
reduced by accelerated decom-
missioning costs, presently
unquantifiable.) Elimination of
Falkland garrison would save
approximately £140 million a
year. Overall, these proposals
could release of the order of
£1-1.5 billion a year up to
mid-1990s and perhaps
£750 million a year thereafter
for increased expenditure on
conventional defence.



OVERSEAS AID

(i) To achieve the UN official target
of 0.7% of GNP within five years of
taking office, rising to 1% by the end

of the century.

RURAL POLICY

(i) Greater resources for

Small

Industries in Rural Areas (COSIRA)

INFRASTRUCTURE

(i) A £1 billion programme of public
sector capital investment,
trated mainly on construction

concen-

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986 pp 19-20

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, pl4

SDP/Liberal Autumn Statement

Full annual cost reached after 5 years
making no allowance for increases in
GNP. Includes aid programme and aid
administration (Labour costings
included only former).

COSIRA is an agent of the Develop-
ment Commission through which it gets
its central Government funds. The
Development Commission this year will
receive £26 million of which approx.
£8.3 million will be spent on COSIRA
run projects. Spending by the Develop-
ment Commission (including the portion
of its provision destined for COSIRA)
has increased steadily over the last few
years. Total provision is now double
1980-81 funding (£13 million); COSIRA
funding is up from £5 million in
1980-81. We assume spending for both
will increase at least at the same rate
over next 5 years. Ample
scope for more spending should the
bodies be invited to propose additional
projects

None necessary as proposal is explicitly
costed (although base is not defined).
May overlap with other infrastructure
policies listed below

+£1360 million full year

+£2 million pa for Development
Commission, including £600,000-
£700,000 fcr COSIRA

+£1 billion



TAXATION

(i) Reintroduce lower level initial

rate of tax

(ii) Cumulative Capital Receipts Tax
in place of Capital Transfer Tax

Comprehensive tax credit scheme

(iii) Phase out
allowance

married man's tax

(iv) Abolish domestic rates and
introduce Local Income Tax ... with a
tax, at a single national rate, on the
unimproved value of all land

(v) Restrict charitable status to
charitable objectives

(vi) End tax reliefs for
medical care schemes

private

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl0

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, p 10

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl10

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl0

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl0

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl4

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl5

Indexed reduced rate band as applying
in 1978-79: ie 25 per cent rate on first
£1,550 of taxable earnings

Revenue-neutral

Impossible to quantify - cost could be
large

See SDP taxation (v) for assumptions,
and costing of same commitment.

Revenue-neutral but would increase
marginal rate of income tax, offsetting
proposed reduced rate band

In context of education priorities.
Amount of relief given to education
charities nct known (NB education is
statutorily a charitable purpose): arbit-
rary assumption of 10 per cent
reduction in direct tax relief to chari-
ties. (Inland Revenue cannot substan-
tiate figure - prefer not to publish.)

No such relief. Saving figure based on

possibility that aim is extension of
taxation of medical schemes as benefit
in kind to those earning less than £8,500
(as was case before 1982)

+£1.4 billion

-£40 million

[-£7 million]



(vii) Abolish VAT on live perform-
ances

(viii) Low level tax on blank music
and video tapes to finance consumer
vouchers

ENERGY

(i) A massive programme for Energy
Conservation  using both local
authorities and the public sector as
agents

(ii) Fund pilot projects aimed at
substantially decreasing the emission
of sulphur and nitrogen oxides

(iii) We support combined heat and
power systems

(iv) [Support for ...] pilot projects in
the technology of renewable power
houses ... We support ... alternative

energy sources

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986 pl5

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986 pl5

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl18

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl6

Liberzl Party Policy Briefing:
These are Liberal Policies
January 1986, pl7

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, ppl6-17

Assumes covers theatres, concerts etc,
not eg sport

Assuming no behavioural changes.
Yield from 10% levy on audio tapes
£5 million, and £5 million from 5% levy
on video tapes. But assumed receipts
spent on corsumer vouchers

Existing research and costings

5 CHP/District Heating schemes at
£0.5/1 billion per City

Double present spend. [1986-87]

+£35 millicn "

+£0.5 billion in 1986-87 (Part of
£4 billion package - see below)

Perhaps +£50 million for pilot,
+£2.5 billion over 10 years if
proceeded with

1986-87 +£50 million

£2%/5 billion over 10-15 years.
Full year cost (after 5 years)
+£250 million

+£45 million pa



(v) We would phase out all nuclear
stations

TRANSPORT

(i) Making good the neglect of recent
years of highway maintenance

(ii) Acceleration of road by-pass con-
struction and of relief roads

(iii) Concentrating resources on ...
road safety

(iv) Increased revenue
maintain public

support to
transport as an

essential public service

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl7

Liberzl Party Policy Briefing:
These are Liberal Policies
January 1986, pl8

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl18

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl8

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl8

(a) Stop using all existing nuclear power
stations (cost uncertain)

(b) Build 5 anew coal or oil stations at
2500 MW ea. Estimated expenditure
+£71 billion over 7-10 years (1986-87
prices)

Plans in 1966 PEWP already allow for

elimination of backlog of central
government road maintenance
Roads programme, (June 1985 to

March 1987) includes 40 bypass schemes
costing a total of £344 million at
November 1483 prices. Statutory pro-
cedures mean little would be done in
first year. Some acceleration possible
in second year. Part of 'jobs package' of
£4 billion a year

Arbitrary figure, but pressures to spend
more relatively small. Current budget
£8 million

Total spending on subsidies to public
transport was around £1.5 billion in
1985-86 (because of deregulation,
1986-87 provision uncertain, therefore
1985-86 more reliable baseline).
Assume 5% increase.

+£500 million full year

+£200 million 1st full year
+£750 million peak year.

Nil 1986-87
up to +£30 million 1986-87

+£1 million

+£75 million




(v) Capital investment on transport
should be substantially increased
from present levels, including the
railways, so as to create a highly
efficient modern system

(vi) Enlarge and modernise those
parts of the inland waterways system
with potential as new commercial
routes

HEALTH AND PERSONAL SOCIAL
SERVICES

(i) An increase in real expenditure on
Health and Social Security for the
elderly, the handicapped, mentally ill
and children

(ii) Allocating £500 million for a
special fund for health and social
services

Liberal Party Policy Briefing:
These are Liberal Policies
Januezry 1986, pl7

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl7

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl4

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986

BR have s:ated their current invest-
ment plans are compatible with their
objectives. No evidence of justifiable
investment being rejected. Liberals
precise objectives unclear: suggested
costs assume they meant 10 or 20 per
cent increzse in current investment
levels. Rail electrification part of 'jobs
package' of £4 billion a year.

It is gemerally recognised by BWB and
others that most existing canals do not
have significant potential for com-
mercial exploitation as they are too
narrow and shallow and often in the
wrong place. Costings based on past
experience and some broad feasibility
studies for 5-10 year programme.

Spread over three years, as suggested in
Liberal document. Part of 'jobs
package' of £4 billion a year. Same as
SDP commitment (SDP HPSS (ii)).

+£35/70 m:llion a year

+£10 million full year

Not costable but see SDP

1986-87 +£100 million
1987-88 +£170 million
1988-89 +£230 million

e



SOCIAL SECURITY

(i) Increase retirement pension by
25% (not a direct quotation)

DEVOLUTION

(i) As a first step towards federalism,
Scotland should be given self-
government, with its own Parliament,
with a single tier of most-purpose
authorities, Wales an assembly with
executive powers

LOCAL AUTHORITY AND

ENVIRONMENT
(i) Housing: about half the pro-
gramme rehabilitating existing

buildings, and half in assisting new
housebuilding by housing associations
and local authorities

(ii) Regional schemes for inner city
renewal, flood protection, coast-
erosion prevention and environmental
improvement

Liberal Party response to Green
Paper 'Reform of Social
Security' (Cmnd 9517-9),
September 1985.

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986 p.6

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, p9

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1985, p9

Note: this proposal is combined with
phasing out of SERPS which would yield
substantial savings in mnext century.
Liberals prcpose to finance increase by

requiring  contracted-out to pay
contracted-in National Insurance
contributions.

Not possible to quantify, but effects

could be substantial

(Output is kept within the limit implied
by the total expenditure ceiling.)

Increasing basic rate RP would
have net cost (after offsetting
savings on supp. ben., and
housing Lkenefit and tax) of
£2% billion in a full year at
estimated 1986 rates of benefit.
(This compares with an
estimated spend on SERPS in

1986-87 of £209 million,
£4.3 billion in 2003-04, and
£25.5 billion in 2033-34

(November 1985 prices).)

)Unspecified part of +£4 billion
)per annum dackage (see below)



(iii) Giving local authorities the
right to decide whether or not
to sell council dwellings and

the terms for sale

(iv) Government to make financial
provision to replace any housing
stock sold

EDUCATION

(i) Increased government funding for
the Open University, the Open Tech
and local support for the University
of the Third Age

(ii) Liberals support the changeover
to comprehensive tertiary education
for 16-19 year olds

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, pl5

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, pl5

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986 p.12

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986 p.12

Reduced sale of dwellings by around
5,000 in 1986-87, gradually declining

(average capital receipt for sold
dwelling is £10,000).

1. average <cost of new dwelling
= £24,000

2. average capital receipt from sold
dwelling = £10,000

3. additional funds needed to replace
sold stock = £14,000

4. annual number of dwellings sold
= 70,000 in 1986-87, gradually declining
5. measure 1is additional to existing
provision for new building.

To restore the OU to the same real
terms position as in 1983-84 (peak year)
would require £5 million. To maintain
Open Tech at 1985-86 (peak year) level
would cost £3 million. No data kept by
central government on l.a. spending on
University of the Third Age. Further
expansion unquantifiable.

Loss of £50 million receip:s Tin
1986-87, gradually declining.

+£1 billion in 1986-87, gradually
declining (+£0.8 billion in
1988-89)

+£8 million

unquantifiable increase



(iii) End the Assisted Places Scheme

CITIZENS' RIGHTS AND THE
LAW

(i) Many groups in our society are
oppressed because many individuals
are unaware of their full political and
civil rights. We would provide
increased resources for political
education to remedy this.

{ii) To aid this process, there should
be a single Anti-Discrimination Board

(iii) Increase remission from one third
to one half of the sentence. Reduce
maximum permissible sentences

(iv) Educational provision for ethnic
minorities should aim to enable those
citizens to obtain employment, pro-
motion and training opportunities on
an equal basis.

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, pl4

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, p5

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, p5

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, p5

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, p5

Cost of scheme will reach £50 million
by 1988-89, constant thereafter.
Assumes phased withdrawal. SDP make
same commitment.

Provision for publicity on elections and
voting rights currently E5 million a
year. Assume 20 per cent increase

Replacement of CRE and EOC by the
new body (both cost, together,
£14.1 million in 1986-87)

Section 11 L.G. Act 1964 covers grants
for special needs of commonwealth
immigrants. Total S.11 grant funding
[in 1986-87] for education is about
£80 million. Assume extension to all
ethnic groups (adding one third to cost)
and perhaps also increasing funding of
teaching posts under it (see also xi and
xii below).

. 4

-£5 million in first year,
increasing by £7 million pa
thereafter up to -£50 million in
full year '

+£1 million

Net cost/saving unquantifiable

In theory, substantial net savings
from reduced prison costs

+£30 million



(v) Particular hardship has resulted
from the 1981 Nationality Act, which
Liberals will repeal ... Wives,
husbands, children and close depend-
ents of UK residents should be
allowed to join their families in
Britain

(vi) Incentives for police officers .. to
live in the areas for which they are
responsible

(vii) Make  police forces more
accountable
(viii) Independent complaints pro-

cedure .. give elected representative
power to decide on budget, policy,
operational strategy and the employ-
ment of senior officers

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, p5

Liberal Party Policy Briefing:
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Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, pl5

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, pl5

10

Many more cases would be dealt with
by Immigration and Nationality Dept;
and most would succeed. At present,
7,000 applications from spouses succeed
(3500+ fail for various reasons). If they
all succeeded, extra fees income would
be £210,000 which should cover any
staff increases that would be necessary

Presumably an allowance, not payable
to policemen living in quarters (18 per
cent), not to every other officer (no
incentive). Total police strength
119,000. Assume half of those not in
quarters receive extra £1,000 a year

Police Complaints Authority total cost
£2 million. Assume reformed on new
basis: presumably at similar cost.

Total 1la spending on police is
£2.9 billion. Even marginal increases as
result of loss of control over police
spending if decisions on manpower etc
which at present rest with Home
Secretary are delegated could cost
several hundreds of £ million. Impos-
sible to quantify but would be sizeable
effects (but some local pressures might
be downward?).

Overall nil effect

+£50 million

Impossible to quantify
presumably marginal

but



(ix) Disbanding of SPG and similar
groups and their non-replacement

(x) Strengthen  the 1976  Race
Relations Act ... Oblige local
authorities and employers to

maintain ethnic records

(xi) Oblige local authorities to
promote a genuinely mult-racial
teaching force and curriculum ...

(xii) Increased provision for, and of,
mother tongue teaching

(xiii) A Standing Commission on
Animal Protection

(xiv) a Legal Services Commission
should be set up which through local
legal services committees would
have responsibility for the financing
of law centres ...

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, pl4

Liberal Party Policy Briefing:
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Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, pl5

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, pl5

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, pl7

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, p.5
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Precise effects not readily available

No significant effect on H.O expendi-
ture, but significant new burdens on las
and private sector. Assume increased la
spending cn monitoring, and some extra
staff, plus some extra staffing in HO to
collate returns

Implies additional use of S.11 grants

Implies additional use of S.11 grants

A new body to be established. Precise
costing not possible without indication
of its remit. Assume part-time
Chairman, 2 members, secretary +
clerk + office, as a minimum

Total for UK. About 80 law centres to
provide full coverage in England and
Wales, and proportionate numbers in
Scotland and Northern Ireland. Assume
cost supply-led.

.
3

Unquantifiable but marginal. -~

Unquantifiable. (NB new
burdens on las and private
sector.)

Covered by (iv) above

Covered by (iv) above

+£100,000 minimum

+£20 million



(xv) Income and capital limits should

be raised to make
eligible for legal aid.

more people

(xvi) ...a new Department of Justice

(xvii) Criminal and civil procedures
must be reformed to give adequate
protection to the rights of the
individual ... simplify and improve
the drafting and interpretation of
statutes and the process of law
reform

(xviii) set up a new system of family
courts

(xix) Legal aid should be extended to
Industrial Tribunals

SUPPORT FOR POLITICAL
PARTIES

candidates
reclaim basic

(i) Parliamentary
should be able to
expenses

(ii) Extend financial support for
Parliamentary Opposition parties

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, p.5

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, p.5

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, p.6

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, p.6

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, p.6

Liberal Party Policy Briefing:
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Liberal Party Policy Briefing:
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January 1986, p9
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UK total. Assume 85 per cent eligi-
bility (currently about two thirds).

Could lead to savings in public expendi-
ture and reduced costs for litigants

Wide variety
varying costs

of options, with greatly

Approx. 3000 electoral candidates
x £3240 - election expenses max +
electors addition
Houghton 1977
uprated

proposals costing

+£100 million

Unquantifiable: should

existing services

replace

Unquantifiable

Unquantifiable

+£10 million

+£10 million

+£5 million



EMPLOYMENT .
(i) Development of facilities for Liberal Party Policy Briefing: Number of places envisaged for two +£250 million

2 year traineeship for young people These are Liberal Policies. year YTS (360,000) and net costs

aged 16-18 in schools, colleges, January 1986, p9 (£600 million) scaled up to meet 500,000

industry and skill centres, providing target proposed. Overlaps with

500,000 places £4 billion 'jobs package' (see below).

(ii) Substantial expansion of adult Liberal Party Policy Briefing: Size of expansion mnot indicated. +£135 million (on top of existing
training opportunities and facilities Theses are Liberal Policies. Costing shown assumes 50% increase expenditu-e of £270 million)
designed to equip people with newer January 1986, p9 over existing expenditure. Net would be

skills lower, by uncertain amount. Overlaps

with £4 billion 'jobs package' (see
below).

JOBS PACKAGE (p9)

Create 1 million jobs in 3 years, at cost of £4 billion per annum (some measures covered above) by following:

(a)

(b)

(c)
(d)
(e)
(£)

(h)

See Local authority and environment (i)

greatly expanded domestic energy conservation programme using mainly unskilled labour, major sewerage and water mains schemes,
similarly labour intensive (see Energy (i)

increased rail electrification

See Transport (ii)

Health and Personal Social Services (ii) (100,000 new jobs)
Environmental improvements

See Employment (i) and (ii)

Support for wide range of 'projects' (infrastructure, environment, community art, etc). Could overlap with other Liberal and SDP
commitments (see eg SDP infrastructure commitment).

r3



8-Form?2
Proposal
SDP/Liberal
AGRICULTURE

(i) extra public subsidy for small
farmers who live outside the current
designation of Less Favoured Areas

(ii) membership of EMS to prevent
discrimination against British
farmers

(iii) tax incentive to encourage land-
lords to let more land and a credit
scheme to provide low interest
working capital to encourage employ-
ment of more local labour

(iv) help for research to promote new
crops and enterprise

(v) guaranteed prices for set levels of
cereals production with farmers
allowed to produce more for disposal
at market prices

(vi) Fairer arbitration between land-
lord and tenant over quotas for milk
farmers going out of production

Source and date

'Guardian' report of New
SDP/Liberal agriculture policy
(25 April 1986)

'Times' report
(23 April 1986)

'Times' (23 April 1986)

'Times' (23 April 1986)

'Times' (23 April 1986)

'Times' (23 April 1986)

Assumptions used

L ]
Cost/saving . <
(+/-) -

[Over 1986 PEWP provision for 1986-87,

unless stated otherwise]

Would increase expenciture

(insufficient detail to cost)

Would depend on any subsequent
change in green £ parity

Would reduce revenue (insuf-
ficient detail to cost)

Could be additional or found

within existing R&D budget

Expenditure mneutral or could
produce savings (depending on
production levels agreed)

No expenditure implications
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FROM: JILL RUTTER Eag
DATE: 12 May 1986

PS/CHANCELLOR

cc: PS/Financial Secretary
PS/Minister of State
Sir P Middleton PS[esT
Mr F E R Butler
Mr Scholar
Mr Pickering
Mr Cropper
Mr Ross Goobey
Mr Tyrie

SDP/LIBERAL SPENDING AND TAX COMMITMENTS

The Chief Secretary has seen Mr Pickering's minute of 9 May.

2 The Chief Secretary is concerned about the approach to
this exercise. He believes that the most promising approach
is to wait for responses trom colleagues - he wrote last week

to spending Ministers asking them for their costings of

SDP/Liberal commitments.

3 The Chief Secretary is concerned that some of the numbers

are for tax foregone, others for pure spending.

4 The Chief Secretary would 1like to discuss this at a

| forthcoming Prayers meeting.

s

JILL RUTTER

Private Secretary

Loue k2en dis uneod ar F}OUQA S U i

S | wedugtand et s way




FROM:C R PICKERING

DATE: 15 May 1986
1 MR Bg?ng

2 CHANCELLOR cc Chief Secretary
Financial Secretary
Economic Secretary
Minister of State
Sir Peter Middleton
Mr Anson
Mr Turnbull
Mr Scholar
Mr Burgner
Mr Gilmore
Mr Jameson
Mr Watson
Mr Perry
Mr Burr
Mr Instone
Mr Grimstone
Miss Noble
Mr P Davis
Mr Shaw
Miss O'Mara
Mr Gibson
Mr Kelly (HE)

Mr Cropper

Mr Ross-Goobey
Mr Tyrie

HF/03

COSTING LABOUR'S POLICIES

You asked for an update of the cost of Labour's continuing commitments,
| on the basis of the revisions described in my submission of 16 April
| (copies attached for you and other Treasury Ministers).

| 2. I attach a table, with notes. It follows my previous submission,
subject to the points below. It has been cleared with AEF,HE, ST, LG,
GE and PE, It is designed for internal use only. We assume you will
~ not wish to use a revised total until the full updating, BQEE%EEZ,EE,EQQ
/  autumn, particularly in view of the Chief Secretary's Reply to Neil
. “Hamilton MP, down for answer today (attached).

3. The commitment to phase out parental contributions has been added to
item 20, its natural home, with the promise to increase student grants.
The Minister of State has pointed to the comparatively low priority
given by Mr Radice to the former. 'Education Throughout Life', the
pamphlet in which the commitment appears, refers to the "other pressing
claims for extra spending which [the Labour Partyl believe should be
given higher priority" than this and the linked commitment, included in
the reply to Mr Chope, to introduce awards to 16-18 year olds in
full-time education. Ministers may nonetheless think it right to
include both when the total is wupdated, as being policies to which,
despite their 1low relative priority, the Labour Party are clearly
committed.




4, STl advise that DHSS's updating of item 26, the cost of reducing the
retirement age to 60 for men, adds £400 million, rather than the
provisional £500 million mentioned in my earlier submission.

5. Mr Ross-Goobey has identified the ultimate source of the commitments
in item 15 - a TUC publication 'The reconstruction of Britain' (copy of
relevant page attached). As you can see, it gives costings of £2
billion and €1 billion for urban improvements and sewerage respectively,
as part of a total package whose cost is given as £4 billion. The TUC's
1984 pamphlet 'Public Investment in the Economy'(copy of relevant page
attached) gives a total cost of €5 billion for a package containing the
same elements and citing the 1981 document as a source. Central Office
have clearly uprated the commitments in item 15 by 25 per cent, which
seems reasonable. Thus the original costing stands, though the footnote
has been amended to make the full provenance explicit.

G /whj'

C R PICKERING
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yre. HF/03

SDP/LIBERAL SPENDING AND TAX COMMITMENTS

The Chief Secretary wrote on 6 May to a number of spending Ministers
about SDP and Liberal spending plans. He asked them to press the
relevant SDP and Liberal spokesmen to commit themselves more
specifically than to date on various policies (copies attached of
letters to the Secretaries of State for Employment, Environment,
Education and Science, Social Services, Trade and Industry and
Transport, and the Minister for Overseas Development).

2. At least one Department has interpreted the Chief Secretary's letter
as superseding the costing exercise reported in my minute of 9 May. To
make the position clear, the Chief Secretary has agreed that Miss Rutter
should write to the private secretaries of his Cabinet colleagues,

ﬁa&ﬂﬂﬁ
— PslT
1e[¥




chosing the list of SDP/Liberal costings as a basis for Departments’
comments.

3. I enclose a draft letter, which has been agreed with Mr Butler and
Mr Tyrie. Miss Rutter and Mrs Lomax may like to draw their Ministers'
attention to the deadline for Ministerial comments to their respective
Ministers, to ensure they are content. So far as I know, Ministers have
not yet decided when they want first to use these costings in public.

4,1()%

C R PICKERING
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FT LETTER

FROM: PS/CHIEF SECRETARY

TO: PS/ SECRETARY OF STATE FOR SOCIAL SERVICES

COPIES TO: Private Secretary to the Prime Minister, Private Secretaries
to the Cabinet, PS/ Minister of Overseas Development, Brian Griffiths in
the no 10 Policy Unit, and PS/Sir Robert Armstrong.

SDP/LIBERAL SPENDING COMMITMENTS

On 6 May the Chief Secretary wrote to your Secretary of State and a
number of colleagues about work that is currently under way to cost SDP
and Liberal spending commitments. He asked them to press those parties'
spokesmen to make more specific commitments than they have done to date.

The Chief Secretary has asked me to circulate the enclosed list of
costings, which Ministers have commissioned and which has been prepared
within the Treasury in consultation with Departments. The Chief
Secretary believes that the 1list will serve as background to
Parliamentary exchanges with the SDP/Liberals; it will also serve as the
starting-point for the overall costings of these parties' policies which
the Chief Secretary intends to compile and publish later in the summer.

The Chief Secretary would be grateful for any comments on this list —/;x{
before the House of Commons goes into_recess for the summer-- from his
colleagues, including any which arise from any further statements by
SDP/Liberal spokesmen.

I am copying this letter to [see above]




SDP

Proposal Source and date
All references to Policy
Documents listed in
'The Only Way to a Fairer Britain'
(February 1986)

. 8
iDirect quote from source]

DEFENCE

(i) We believe defence spending must Policy Documents
be maintained in real terms 10/2/86 p5.1

(ii) To maintain a British nuclear cap- Policy Documents
ability as a contribution to European 10/2/86 p5.2
defence but to cancel the extrava-

gent Trident programme

(iii) Abandon the heavy cost of main-
taining Fortress Falklands

r sl

Policy Documents
10/2/86 p5.1

Assumptions used

[Over 1986 PEWP provision for 1986-8

For tax changes, - = increased revenue

(rounded to nearest £10 million, excep

1985-86 Falklands exclusive provision
maintained level in real terms to
1988-89, using 1986 FSBR GDP deflators

Replace Trident by either

(i) Anglo-French developed ballistic
missile

(ii) European developed cruise missile

(iii) Cruise missiles purchased from US

Proposed options would involve add-

itional costs

(i) for development of missile system;

(ii) for development of missile system
plus additional dedicated missile
carrying submarines or ships;

(iii) for additional dedicated missile
carrying submarines or ships

Conflicts with Liberal policy

No garrison kept in Islands. Largest
part of Falklands costs are for replace-
ment of equipment lost in 1982
campaign and for capital works, which
would be unaffected by decision not to
garrison Islands in future. Overlaps with
Liberal commitment

Cost/saving
(+/-)

unless stated otherwise]

+ = reduced, compared
with 1986 FSBR

for costings below £10 million)

1986-87 cost +£250 million
1987-88 cost +£500 million
1988-89 cost +£890 million
[proxy for full year]

Not costable, but likely to be
more expensive than Trident

-£140million approximately



(iv) Dual Key on Cruise

INDUSTRY

(i) Expanding and revitalising the
British Technology Group to provide
equity capital for high risk projects
in partnership with private industry

(ii) A new industrial credit scheme
administered by the banks, offering
loans at below market rates of
interest to companies who want to go
ahead with investment schemes
which help them restructure and
become more competitive, improve
the quality of their products, their
marketing and distribution.

A subsidy of £100 million pa over 5
years would enable £2 billion of
medium term loans to be made avail-
able for industry at a rate of 5%
below market rates of interest

Policy Documents
10/2/86 p.5.3

Policy Documents
10/2/86 pl.4

Policy Documents
10/2/86, pl.2, 1.4

Since 1980 NEB (part of BTG) has been
disposing of its investments and
repaying pdc to the Government. In
that period approximately £280 million
of pdc has been repaid (disregarding
Rolls Royce and BL transferred to DTI).
Estimated cost assumes the same
amount of capital is reinjected into the
BTG over a similar period ie six years.
A faster injection of capital is unlikely,
short term, as the size of the NEB has
been reduced and would need to be built
up again to handle increased investment

Would involve substantial costs,
but not possible to quantify

£50 million per year over 6 years

+£100 million pa



(iii) Extending the loan guarantee
scheme to a maximum of £250,000

(iv) Establishing Small Firm Invest-
ment Companies to provide financial
and new government assistance to
small firms

TRADE UNIONS

(i) A Trade Union Development Fund
to assist those unions seeking to
merge or reorganise their functions
to meet the demands of new tech-
nologies and working methods

Policy Documents
10/2/86, pl.4

Policy Documents
10/2/86, pl.4

Policy Documents
10/2/86, pl.12

Assume increase in ceiling on individual
loans from £75,000 to £250,000 implies
large increase in lending guarantee.
For illustration have costed effect of
guaranteeing 3 times levels announced
in 1986 Budget on basis of (i) 70%
guarantee; (ii) premium payable to
Government of 23%%; (iii) unchanged
failure rates.

That tax relief will be given to
investors at their marginal rates in
respect of investments channelled
through the SFICs

That £50 million is invested in a given
year by investors all with a marginal
rate of 50% and none of these invest-
ments would have otherwise gone into
BES approved funds

Merger/reorganisation costs would be
no greater than total TUC education
budget (£4 million) and Geocvernment's
contribution would be 50 per cent.

1986-87 no change
1987-88 +£10 million
1988-89 +£30 million

+£25 million

+£2 million



EMPLOYMENT

(i) Further expansion of Community
Programme to provide a job guar-
antee to all those unemployed for
over year

(ii) Bring together vocational training
and education in a new programme
for 16-19 year olds, building on two
year YTS

(iii) Expand careers service with an
additional Adult Advisory role

INFRASTRUCTURE

A £1 billion programme of public
sector capital investment, concen-
trated mainly on construction

Policy Documents
10/2/86, pl.2

Policy Documents
10/2/86, pl.5

Policy Documents
10/2/86, p4.4

Policy Documents
10/2/86, p.1.1

Public expenditure cost (net) of
1-1 million extra places; supervisor/
non-supervisor ratio 1:9; proportion of
participants taken off count 80%; aver-
age length of stay 9 months: existing
net expenditure £500 million.

Cannot be costed on basis of this very
general proposal: however costs would
be substantial if "building on two year
YTS" means extending paying allow-
ances to those now receiving education
but not in receipt of allowance. But
could then overlap significantly with
SDP (education (iii))

No indication of size of expansion pro-
posed. Virtually impossible to estimate
with any accuracy likely take-up of
adult advisory service: assume 15%
increase in costs; existing expenditure
by local authorities on careers service
around £80 million in 1986-37.

None necessary as proposal is explicitly
costed (although the base is not
defined). May overlap with other infra-
structure policies listed elsewhere in
SDP list (Education (i), HPSS (i)), and
Liberal list (Energy (iii), (iv), Trans-
port (ii), (v), Local Authority (i), (iv)).

+£1#billion.

not available

+£10 million

+£1 billion pa



TAXATION

(i) Establish the legislative frame-
work for a counter inflation tax, to
be held in reserve and brought into
operation in the second year if
required

(ii) A remissible tax to encourage

firms to provide the right level and
quality of training

(iii) Tax exemption for union contri-
butions

(iv) Reform of the tax regulations
governing voluntary crganisations

(iv) Integrated tax/benefit system

(v) Phasing out the married man's
additional tax allowance

LOCAL GOVERNMENT

(i) A £1 billion bcost to local
authority current expenditure

Policy Documents
10/2/86 pl.2

Policy Documents
10/2/86 pl.4

Policy Documents
10/2/86 pl.12

Policy Documents
10/2/86 p4.2

Policy Documents
10/2/86 p4.7

Policy Documents
10/2/86 p4.7

Policy Documents
10/2/86, p 1.2

Impractical to quantify for full year,
but no effect in first year

Assume additional tax equivalent to
1 per cent of employers' NICs (net of
contracted-out rebate), i of which
remitted

1984 union membership numbers and
contributions projected to  1986.
Average marginal tax rate 32 per cent.

Revenue-neutral

Impossible to quantify - cost could be
large

Phased abolition, including married
man's age allowance, in four years

Possibility of double-counting with
education policies listed below: (esp.
(i), (iii)).SDP document not clear. If
there were double counting, would
reduce SDP total spending by
£380 million (ie total of (education) (i)
and (iii) below, less £10 million for
capital expenditure on (i).

-£30 million

+£120 million

-£1.1 billion 1986-87
-£4.5 billion full year

+£1 billion



EDUCATION

(i) (a) All children for whom a nursery
place is not available will be able to
start primary school in the
September of the school year in
which they are five and

(b) Within five years the SDP would
aim for all children under 5 to have
had at least one year's education
experience

(ii) End the Assisted Places Scheme

(iii) All young people in education
after 16 to be eligible for education
benefit based on need

Policy Documents
10/2/86, p4.3

Policy Documents
10/2/86, p4.3

Policy Documents
10/2/86, p4.3

Policy Documents
10/2/86, p4.4

600,000 4 year olds at January 1985, of
whom 50 per cent are not receiving
pre- primary education. Initial
unquantifiable capital and training
costs. Full take-up by rising-fives.
Regarded as an interim measure before
(b) achieved.

624,000 4 year olds by Janmuary 1991.
80% take-up, compared to current
public sector participation rate of 44%.
Existing split maintained between
nursery schools and classes, and infant
classes in primary schools. Costing
includes £20 million for initial build-
ings-related and teacher training costs.
(Calculated as about one fifth of five
year programme for such costs.)

Cost of scheme will reach £50 million
by 1988-89, constant thereafter.
Assumes phased withdrawal. Increases,
after first year, £7 million pa up to -
£50 million. Liberals made same
commitment.

SDP's own figure. NB significantly
lower than costing of Labour's similar
commitment, though differences can
probably be explained by lower levels of
award and means-testing.

See assumptions

+£240 million (full year)

-£50 million full year

+£150 million



HEALTH AND PERSONAL SOCIAL
SERVICES

(i) The SDP is committed to 14% per
annum real growth in health and
personal social services spending

(ii) Set up Employment and
Innovation Fund of £500 million to
finance projects which are designed
to remove inequalities, increase
employment and improve services

(iii) We support generic substitution

unless doctors specify that the brand
name drug must be prescribed

SOCIAL SECURITY

(i) SDP propose a 'basic benefit' to
replace supplementary benefit,
Housing Benefit, Family Income
Supplement and free school meals.

(ii) Child benefit. We would increase
it by 25% to £8.50 for 1985-86 and
maintain its real value in future

(iii) Increase the
addition by at least £5

single  parent

Policy Documents
10/2/86, p4.1

Policy Documents
10/2/86, p4.1

Policy Documents
10/2/86, p4.1

See eg DrOwen 'A United
Kingdom' (1986)
pp 4.7-4.8

Policy Documents
10/2/86, p4.7,4.10

Policy Documents
10/2/86, p4.7

Compared with 1986 PEWP figures,
deflated by FSBR GDP deflator. [NB
SDP may have different notion of 'real
(eg over NHS pay and prices index, or
allowing for demographic changes.]

Spread over three years, as suggested in
SDP document.

Savings uncertain: SDP paper suggests
£100 million pa. DHSS say less than
£50 million now that Selected List is in

force. Liberals made same commit-
ment.

Dr Owen's costing £4,160 million,
assuming expenditure on existing
benefits at 1984-85 prices. [Not for

public use: DHSS officials estimate
that SDP proposals would cost far
more.]

1987-88 costing. Assumes increase to
£8.50 from July 1986 proposed level of
child benefit (£7.10, ie slightly less than
25 per cent).

Each 10p increase in one parent benefit
costs approx. £2 million net of savings
on other benefits. Assume £5 addition
to the one parent benefit (successor of
single  parent  addition). 1987-88
costing.

1986-87 -£160 million*

1987-88 +£30 million

1988-89 +£290 million

(*ie PEWP shows higher than
1.5% real growth for 1986-87)

1986-87 +£100 million
1987-88 +£170 million
1988-89 +£230 million

-£50 million

+£4,160 million

+about £680m pa

+about £100 million pa



(iv) Extending eligibility for Invalid
Care Allowance and Non Contri-
butory Invalidity Benefit to married
women

(v) The long term unemployed should
receive the long term rate of Supple-
mentary Benefit

(vi) Abolish the earnings rule for

pensioners

(vii) Death Grant: our policy is to
increase it to £250 for all,
reclaimable from the estate of those
who are better off and can afford it

(viii) Maternity grant: propose its
increase to £300.

(ix) 1% reduction in all employers'
naticnal insurance contributions

Policy Documents
10/2/86, p4.8

Policy Documents
10/2/86, p4.8

Policy Documents
10/2/86, p4.8

Policy Document
10/2/86, p4.8

Policy Document
10/2/86, p4.10

Policy Document
10/2/86, pl.1

Costing quoted is for extending ICA to
married women. NCIB proposal long out
of date. NCIB replaced in
November 1984 by Severe Disablement
Allowance payable to married women.
1987-88 costing.

Extension to people unemployed for
more than one year (usual definition of
long term unemployed). 1986-87
costing.

November 1985 benefit rates. 1986-87
costing.

DHSS think small net cost but to
publish would involve revealing
assumptions DHSS Ministers have
refused in past to publish, in other
contexts.

Now £25; non taxable (note: SDP pro-
pose that it should be taxable). NB
gross figure used because table relates
to public expenditure. Figure net of
tax assumes treated as earn=d income.
1987-8B costing.

GB accruals figures; contribution
revenue only (excluding effect on
Treasury Supplement), 1986-87 costing.

+about £100 million pa (but figure
uncertain)

+about £530 million pa

+ about £190 million pa putlic
expenditure cost gross

See assumptions

about +£190 million gross
about +£170 to £180 million net

+£1,600 million revenue effect ie
not public expenditure



8-Form
Liberal
Propasal

[Direct quote from source]

DEFENCE

(i) Increase expenditure on conven-
tional defence, offset by savings
from the abandonment of Trident and
of the extravagant Fortress Falklands
policy.

We would include Polaris
reductions negotiations

in arms

A

Source and date

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986, pl19

Assumptions used

[Over 1986 PEWP provision for 1986-

For tax changes, - = increased revenue

(rounded to nearest £10 million, exce

Trident construction stopped immedi-
ately, and Polaris decommissioned
within lifetime of new Parliament

Cost/saving
(+/-) ;

unless stated otherwise]

+ = reduced, compared
with 1986 FSBR

for costings below £10 million)

No net savings. Abandonment of
Trident would provide savings in
capital costs in the range £500-
£1000 million a year over the!
procurement period (up to mid
1990s). (But note: savings will
be much reduced once first
Trident boat ordered.) If Polaris
dropped, would provide annual
running cost savings for UK
strategic nuclear force of order
of £500 million. (But note: this
saving would be likely to be
reduced by accelerated decom-
missioning costs, presently
unquantifiable.) Elimination of
Falkland garrison would save
approximately £140 million a
year. Overall, these proposals
could release of the order of
£1-1.5 billion a year up to
mid-1990s and perhaps
£750 million a year thereafter
for increased expenditure on
conventional defence.



OVERSEAS AID

(i) To achieve the UN official target
of 0.7% of GNP within five years of
taking office, rising to 1% by the end
of the century.

INFRASTRUCTURE
(i) A £1 billion programme of public
sector capital investment, concen-

trated mainly on construction

TAXATION

(i) Reintroduce lower level initial

rate of tax

(ii) Cumulative Capital Receipts Tax
in place of Capital Transfer Tax

Comprehensive tax credit scheme

(iii) Phase out married man's tax

allowance

o

Liberal Party Policy Briefing:
These are Liberal Policies.
January 1986 pp 19-20

SDP/Liberal Autumn Statement

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl0

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, p 10

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, p10

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl0

Full annual cost reached after 5 years
making no allowance for increases in
GNP. Includes aid programme and aid
administration (Labour costings
included only former).

None necessary as proposal is explicitly
costed (although base is no: defined).
May overlap with other infrastructure
policies listed below

Indexed reduced rate band as applying
in 1978-79: ie 25 per cent rate on first
£1,550 of taxable earnings

Revenue-neutral

Impossible to quantify - cost could be
large

See SDP taxation (v) for assumptions,
and costing of same commitment.

+£1360 million full year

+£1 billion

+£1.4 billion



(iv) Abolish domestic rates and
introduce Local Income Tax ... with a
tax, at a single national rate, on the
unimproved value of all land

(v) Restrict charitable
charitable objectives

status to

(vi) End tax reliefs for
medical care schemes

private

(vii) Abolish VAT or live perform-
ances

(viii) Low level tax on blank music
and video tapes to finance consumer
vouchers

~m

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, p10

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl4

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl5

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986 pl5

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986 pl5

would increase
marginal rate of income tax, offsetting
proposed reduced rate band

Revenue-neutral but

In context of education priorities.
Amount of relief given to education
charities not known (NB education is
statutorily a charitable purpose): arbit-
rary assumption of 1C per cent
reduction in direct tax relief to chari-
ties. (Inland Revenue cannot substan-
tiate figure - prefer not to publish.)

No such relief. Saving figure based on

possibility that aim is extension of
taxation of medical schemes as benefit
in kind to those earning less than £8,500
(as was case before 1982)

Assumes covers theatres, cconcerts etc,
not eg sport

Assuming no behavioural changes.
Yield from 10% levy on audio tapes
£5 million, and £5 million from 5% levy
on video tapes. But assumed receipts
spent on consumer vouchers

-£40 million

[-£7 million]

+£35 million



ENERGY

(i) A massive programme for Energy
Conservation  using both  local
authorities and the public sector as
agents

(ii) Fund pilot projects aimed at
substantially decreasing the emission
of sulphur and nitrogen oxides

(iii) We support combined heat and
power systems

(iv) [Support for ...] pilot projects in
the technology of renewable power
houses ... We suppor: ... alternative
energy sources

(v) We would phase out all nuclear
stations

-m

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl8

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl6é

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, p17

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, ppl6-17

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl7

Scope for public sector
investment. Total £5 billion,
over 5-10 years

Existing research and costings

insulation

approx.

5 CHP/District Heating schemes at

£0.5/1 billion per City

Double present spend. [1986-87]

(a) Stop using all existing nuclear power

stations (cost uncertain)

(b) Build 5 new coal or oil stations at
expenditure
+£7% billion over 7-10 years (1986-87

2500 MW ea. Estimated

prices)

+£0.5 billion in 1986-87 (Part of
£4 billion package - see below!

Perhaps +£50 million for pilot,
+£2.5 billion over 10 years if
proceeded with

1986-87 +£50 million
£2%/5 billion over 10-15 years.

Full year cost (after 5 years)
+£250 million

+£45 million pa

+£500 million full year

+£200 million 1st full year
+£750 million peak year.



TRANSPORT

(i) Making good the neglect of recent
years of highway maintenance

(ii) Acceleration of road by-pass con-
struction and of relief roads

(iii) Concentrating resources on ...
road safety

(iv) Increased revenae support to
maintain public transport as an
essential public service

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl18

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, p18

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, pl18

Liberal Party Policy Briefing:
These are Liberal Policies
January 1986, p18

Plans in 1986 PEWP already allow for

elimination of backlog of central
government road maintenar.ce
Roads programme, (June 1985 to

March 1987) includes 40 bypass schemes
costing a total of £344 million at
November 1983 prices. Statutory pro-
cedures mean little would be done in
first year. Some acceleration possible
in second year. Part of 'jobs package' of
£4 billion a year

Arbitrary figure, but pressures to spend
more relatively small. Current budget
£8 million

Total spending on subsidies to public
transport was around £1.5 billion in
1985-86 (because of deregulation,
1986-87 provision uncertain, therefore
1985-86 more reliable Dbaseline).
Assume 5% increase.

Nil 1986-87
up to +£30 million 1986-87

+£1 million

+£75 million



(v) Capital investment on transport Liberal Party Policy Briefing: BR have stated their current invest- +£35/70 million a year

should be substantially increased These are Liberal Policies ment plans are compatibtle with their
from present levels, including the January 1986, pl7 objectives. No evidence of justifiable
railways, so as to create a highly investment being rejected. Liberals
eificient modern system precise objectives unclear: suggested

costs assume they meant 10 or 20 per
cent increase in current BR capital
investment levels. Rail electrification
part of 'jobs package' of £4 billion a

year.
(vi) Enlarge and modernise those Liberal Party Policy Briefing: It is generally recognised by BWB and +£10 million full year
parts of the inland waterways system These are Liberal Policies others that most existing canals do not
with potential as new commercial January 1986, pl7 have significant potential for com-
routes mercial exploitation as they are too

narrow and shallow and often in the
wrong place. Costings based on past
experience and some broad feasibility
studies for 5-10 year programme.

HEALTH AND PERSONAL SOCIAL
SERVICES
DI T

(i) An increase in real expenditure on Liberal Party Policy Briefing: Not costable but see SDP
Health and Social Security for the These are Liberal Policies
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