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cc PS/Chief Secretary
PS/Financial Secretary
PS/Minister of State
PS/Economic Secretary
Sir P Middleton
Sir L Airey
Mr Fraser
Sir T Burns

Littler

Bailey

Cassell

Monck

Battishill

Evans

Monger

0dling-Smee

Ridley

Hall

Lord
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At yesterday's Budget Overview meeting I was asked to compile a list of those

who should be seen or contacted very soon after the Budget, by Ministers

or by officials. The list will need to include those with particular influence

or vested interests,with the emphasis on people who can be stirred into welcoming

the Budget proposals.

2.

I should be grateful for contributions to the list by close on Tuesday 6 March

and in the interests of theroughness I will welcome suggestions however obvious

they may seem. Telephone numbers of individuals or companies will be very welcome too.

3. Here is a skeleton to provoke thought (attached).



.Compan;y' Tax Reform (including NIS)

CBI - President's Council

Institute of Directors

Institute of Chartered Accountants

Association of British Chambers of Commerce

The Retail Consortium

Leading businessmen who favour reform - Lord Weinstock
Sir Clive Sinclair
Others?

MPs who favour reform

Newspapers/journals which favour reform

Anyone on record on VAT on imports?

Small business groups to welcome 30%?

0il Tax changes

UKOOA
Brindex - who?
UKOITC - who?

Personal taxation (including LAPR and IIS)

Any group who will speak up to welcome thresholds?
Groups pleased with IIS - National Federation of
Sel.f-Employed

Other small businessmens' groups?

MPs, newspapers, who favour end of distortions like LAPR?
What attitude will building societies take on LAPR?

Stock Options

Businessmen prepared to say that change will keep
management talent in Britain ie good for jobs eg

Dr Herman Hauser of Acorn Computers

A



i

Composite rate

Any chance the building societies will welcome it publicly?

MPs, journalists who favour even handed treatment

Indirect taxes

Will Scotch Whisky (and gin and vodka) associations cheer

in the name of jobs saved?

Pipe tobacco - who will cheer?

Will AA/RAC welcome vintage car exclusion from VED?

Any chance of a nice word from pensioners groups on paraffin?

Wine trade associations

MPs who must be seen

Mr Terence Higgins

Sir William Clark

Mr Peter Hordern?

Mr Edward du Cann?

Mr Anthony Beaumont-Dark?



6.11 BUDGET SECRET

CH/EX REF. NO. B(8Y) 6%

FROM: MISS J C SIMPSON
DATE: 6 March 1984

cc  PS/Chief Secretary
PS/Financial Secretary
PS/Minister of State
PS/Economic Secretary
Sir P Middleton
Sir L. Airey
Mr Fraser
Sir T Burns
Mr Littler
Mr Bailey
Mr Cassell
Mr Monck
Mr Battishill
Mr Evans
Mr Monger
Mr Odling-Smee
Mr Ridley
Mr Hall
Mr Lord

MR PORTILLO

BUDGET PRESENTATION: BODIES AND PERSONS TO BE CONTACTED

The Chancellor has seen your minute of 2 March, and has commented that he does not see

many friends among the list that you have provided.

2. He has suggested that the Country Landowners Association will applaud the abolition
of IS, and that it must be possible to identify many people and companies who have made
representations during the last few months who will applaud the stock options proposals. He
has also suggested that the Financial Times, the Sunday Times and maybe the Economist will
like the overall shape of the Budget, and that even the Daily Telegraph may also come out in

its favour.

®

MISS J C SIMPSON
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b(ﬂ‘) 50 DATE : 7 MARCH 1984

CHANCELLOR cc Chief Secretary
Financial Secretary
Minister of State
Economic Secretary
Sir P Middleton

Sir T Burns
Littler
Bailey
Cassell
Monck
Battishill
Evans
Monger
0Odling-Smee
Ridley
Hall

Lord
Crawley
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BUDGET PRESENTATION : BODIES AND PERSONS TO BE CONTACTED

I am grateful forresponses to my minute of 2 March. I now attach
a draft list of the major bodies and "important' persons to be
contacted after the Budget.

2. My preliminary conclusions are:

a) There is no difficulty in finding supporters on
NIS, IIS, stock options, VAT on imports, stamp
duty etc. The big question is who, apart from
Lord Weinstock and Sir Clive Sinclair, will
support company tax reform? We have very little
idea: In a couple of cases (eg IOD, ABCC) we may
need to ring our friends there after the Budget and
find out who our likely friends are. But a list of
big CT payers from the Revenue might help now (it

may already have been commissioned).

b) MWe need to divide these names in several ways.

There are those who must be approached by Ministers



. or Sir Peter Middleton; and those who can be
contacted by officials (including IDT) and
advisers. There are those who could go on the
media that evening to put in a good word, and
others, whether supporters or not, who must be

seen at some time soon after, but not immediately.

c) A good impression can be made by contacting people
before, during or after the Budget to tell them that
a Minister will want to speak to them. That may
forestall a number from being too outspokenly

critical. The technique is applicable to MPs too.

i Peter Makeham is now doing some work on who sees whom when, with

this list in mind.

L, It would be helpful if IDT could find out who on current plans
is going to be on television and radio on Budget Day. On the day, IDT
may find this list helpful in recommending to BBC and ITV whom to invite

to appear.

5. Preparing this list has made me think again about the problem of
how to present the oil tax changes: whether to brief on the benefit to
0il from the CT package. If we do not brief even off the record to UKOOA,
there is a danger that the initial reaction will be hostile. That might
not cause any lasting damage, but it would be better to avoid it. I

think we may need to give an unattributable nod and a wink.

W

M D X PORTILLO



.BUDGH[' PRESENTATION : BODIES AND PERSONS TO BE CONTACTED

Bod erson

CBI

Sir Campbell Fraser
Sir Terence Beckett
Sir James (Cleminsen
President's Committee
Committee Chairmen
(see lists Annex 1& 2)

Institute of Directors

Walter Goldsmith

Barry Bracewell-Milnes
Bruce Sutherland

Graham Mather (for advice
on supporters)

Association of British Chambers

Sir David Nicholson

John Risk

John Ackers

Bruce Sutherland (see IOD)
Tony Newsome

Mr David Nicholson

(for advice on supporters)

Attitude

Reform : will vary

NIS : welcome

VAT on imps:''rushed decision"
Stamp duty: welcome
Thresholds: "too much"

VAT base: uncertain

Share options : welcome

IIS : welcome

Reform : will vary

NIS : abolition unnecessary

VAT on imps: unknown

Stamp duty : welcome?

CTT : welcome

Thresholds : welcome (why not
rates too?)

Share options:welcome

I1s : welcome?

Reform: uncertain
VAT base: unwelcome?
Thresholds: welcome
Share options:welcome
IIS : welcome

CIT : welcome
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.Association of Independent Businesses

J B M Donnellan

National Federation of Self-Employed

Bernard Juby

Union of Independent Companies

Bill Poeton

Consultative Committee of Accountancy Bodies

Institute of Chartered Accountants:

Eddie Ray - 8picer & Pegler

Lord Weinstock - GEC

Sir Clive Sinclair - Sinclair

Reform : uncertain
Thresholds: welcome(why not rates

Share options:

Stamp duty
NIS

LAPR

VAT base

Stock relief
VAT base

IIS

NIS

Reform

Reform

Reform

Reform

Reform

-
.
.
.

too?)
welcome
welcome?
welcome

: welcome

.

¢! unwelcome?

unwel come
unwel come
welcome
welcome

welcome

welcome

¢ welcome

welcome

welcome

Stock Options : welcome



s, TR WD

.george Copeman - Wider Share Ownership Council

Stock Options : welcome
IIs : welcome

Dr Herman Hauser - Acorn Computers Stock Options : welcome
(spoke at PM's technology conf)

Building Societies Association - Herbert Walden

Composite rate : welcome

LAPR : welcome
Life Offices Association LAPR : unwelcome
Industrial Life Offices Association LAPR : unwelcome
Friéndly Societies
Stock Exchange - Sir Nicholas Goodison Stamp duty : welcome
IIS ¢ welcome
Law Society Stamp duty : welcome
Law Society (Scotland) Stamp duty : welcome
The Big four banks Reform : unwelcome (leasing)
7§FBTE Stamp duty : welcome

VAT base : unwelcome



Age Concern

Child Poverty Action Group

UKOOA: George Band

BRINDEX: Dr Colin Phipps

UKOITC : A E Willingale

Sir John Hoskyns

Sir John Sparrow

Sir Hector Laing

Mr Bond - GEC

Lord Hanson

Institute for Fiscal Studies - John Kay

Institute of Economic Affairs - Lord Harris

Unsatisfied

Unsatisfied

Welcome (when understood)

Welcome (when underdood)

Welcome (when understood)



Country Landownefé_Association IIS : welcome

Cliwe Thornton - Mirror Group Composite rate : welcome
Reform : welcome?
Stamp duty : welcome?
VAT base ¢ unwelcome
Financial Times General welcome

Reform :welcome

Economist General welcome
(but wrong reform?)

Sunday Times

Andrew Neil General welcome?
Roger Eglin Cable :welcome
Lionel Barber

John Huxley

Standard

Neil Collins General welcome

Daily Telegraph

Bill Deedes General welcome
Financial Weekly Unknown
Accountancy Unknown
Accountancy Age Unknown

Investors Chronicle Unknown




r'»\: ”

ki-/\..«u Sa esen &

Sir William Clark
Terence Higgins
Anthony Beaumont-Dark
Peter Hordern

David Howell

Cecil Parkinson
Tim Eggar

Peter Lilley
Michael Grylls
John Hannam
Nick Budgen

Nigel Forman

John Selwyn-Gummer
William Powell (Corby)
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Special Interest

Backbench Committee
Select Committee
Select/Backbench Committees

PSBR etc

Business in general
Stock Options

0il, LTPE, Tax reform
0il, PSBR

Small business
Institute of Directors
Backbench Industry Committee

Backbench Energy Committee
0il

LTPE

Select Committee

Backbench Committee,Tax
reform

Conservative Party Chairman

Publicity in Liverpool on
pipe tobacco duty?

Attitude

Mixed?
Mixed?
Mixed

Mixed?
Mixed?

Generally

Generally
Generally
Generally
Mixed

Mixed

Generally

in favour?

in favour?
in favour?

in favour?

in favour



ANNEX 1

CBI PRESIDENT'S COMMITTEE

Sir Campbell Fraser
Sir Terry Becket
Sir Austin Bide

Sir Richard Butler
Sir James Cleminson
Sir Ken Corfield
Ron Dearing

Ken Durham

Sir Michael Edwards
H C Franklin
Anthony Fraser

J G Gaddes

John Gough

Sir John Greenborough
Sir Arnold Hall
John Harvey-dJones
Sir Alex Jarratt

C F Jeanes

Sir Emmanuel Kaye
Derek Kingsbury
Sir Ian Morrow
Norman Payne

Sir Austin Pearce

I H Philips

John Raisman

Sir John Read

Dr Malcom Skillicorn
Alan Stote

Charles Tidbury

Sir Peter Walters

President

Secretary-General

Glaxo/BL

National Farmers Union
Reckitt & Colman (Pres.designate)
STC

PO

Unilever

ICL

Chairman - Regional Council
SMMT

BEAMA

Chairman - Regional Council
(Shortly Ch. Fin.Cmttee)
Hawker-Siddeley

ICI

Reed International

Chairman - Regional Council
Lansing Bagnall

Fairey Holdings

Hambros

BAA

BAe

Chairman - Regional Council
Shell UK Ltd

TSB

GKN

Smaller Firms Council
Whitbread

BP



CBI : CHAIRMEN OF COMMITTEES

Rt Hon The Viscount Colville - British Electric Traction Company
K Durham : Unilever _

Sir James Cleminson MC DL - Rickitt & Colman

V G Paige CBE - National Freight Consortium

Sir Alex Jarratt - Reed International

M H Vogel - Air Products Ltd

R I Lindsell - ICI

J M Raisman CBE - Shell UK

Sir John Read - TSB A

Sir Austin Pearce CBE - British Aerospace

W J Bartlett - British Paper and Board Industry Federation
D J Flunder MC VRD - No known company connection

R Halstead CBE - Beecham

H P Parry - Amey Roadstone

D J Kingsbury - Fairey Holdings

J M Peake - Baker Perkins Holdings

Sir Campbell Fraser

I D Gardiner - The Electronic Engineering Association
J Charman - ICI

Sir Austin Bide - Glaxo

R J Roots - Fofds

A E C Stote - BTS Group

A E Willingale - BP

L S Payne - Sainsbury's
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BUDGET PRESENTATION : CONTACTS AFTER BUDGET

This mornlng s Prayers discussed Mr Makeham's minute of 9 March. It was

agreed, although ‘some details will change as Ministers make changes

between themselves.

2s The Chancellor was anxious that we should now move rapidly to a firm

programme of contacts for each Minister. As you will have seen from the

Prayers minutes, each private office will be responsible for drawing up such

a programme for its Minister. I think that the Chancellor would wish these
programmes to be very detailed, showing for example not only when each meeting
could be fitted in, but when and by whom contact would be made to arrange it.
Early contact from immediately after the moment that the Chancellor sits down,
can often forestall unfavourable comment even if the meeting has to be some

way ahead.

3.In the case of MPs I would remind private secretaries of the technique of
putting a note '"on the board" for the Member to find on Budget Day by the time
Mr Kinnock sits down. It can say something like: "I know that you will be
concerned about subject x, but I know too that you will want to think about

the Budget as a whole before reaching a firm view on it, I should be very

happy to meet you to discuss your views on it". These notes for key MPs only,
would need, of course to be ready before the Budget. Mr David Hunt MP should be

informed of those MPs who will be treated in this way. He can locate them in the

Chamber and alert them to expect a note.
L. Special advisers will of course help private offices in any way that they can.
5. Private offices will have seen tonight's deadline for the programmes.

Fbl

# M D X PORTILLO
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FROM: A M ELLIS
DATE: 12 March 1984

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

Mr Battishill

Mr Makeham

Mr Ridley

Mr Portillo

Mr Lord

PS/CHANCELLOR > r/, cc PS/Chief Secretary

BUDGET PRESENTATION: CONTACT AFTER BUDGET

The Economic Secretary's programme does not include any contacts
to be made immediately after the Budget. The plans for contact
after Budget Day are as follows:

i) London Clearing Banki!private office to contact
on Budget Day with view to meeting on Friday

with Kenneth Lucas, Secretary General (283 8866);

ii) Friendly Societies Liaison Committee! letter
from Economic Secretary to be delivered after
Budget speech to Mr Madders, Chairman of Friendly

Society Liaison Committee;

iii) Building Societies Association: private office
to contact Herbert Walden on Budget Day with a
view to a meeting on Monday 19 March. (The
Economic Secretary suggested it may be in
impolitic to meet the BSA before their meetinga~twgﬁiadukrs
on Friday.) (629 7233);

iv) Equipment Leasing Association: private office
to contact on Budget Day with a view to a

meeting on Friday;



CONFIDENTIAL

v) Sir John Sparrow: Economic Secretary to speak

on phone on Wednesday (588 4545);

vi) MPs: Economic Secretary to telephone on Wednesday

Michael Grylls; Nigel Forman; John Hannam.N.%. Uf

P, odee) (S'S\L ol whld fonares .

A M ELLIS



CONFIDENTIAL

FROM: A P HUDSON
DATE: 12 March 1984

PS/CHANCELLOR/ cc Chief Secretary
, Minister of State
/ Economic Secretary
e A Sir P Middleton
& Mr Battishill
\// Mr Makeham
Mr Ridley
Mr Lord
Mr Portillo

BUDGET PRESENTATION: CONTACTS AFTER BUDGET

I attach the programme for the Financial Secretary and this office.

A P HUDSON



FST:

BUDGET PRESENTATION

CONTACTS IMMEDIATELY AFTER THE BUDGET

Te

Telephone
Sir Clive Sinclair 0223 353204
George Copeman (Wider Share Ownership Council) 248 9155

Influential Groups to see
Bruce Sutherland (IOD)
(Private Office to contact with a view to an early meeting)

CONTACTS AFTER BUDGET DAY

Te

Meetings with other representative groups
Consultative Committee of Accountancy Bodies
Union of Independent Companies

Association of Independent Businesses
(Private Office to contact on Budget Day)

Telephone contacts with individuals
Dr Herman Hauser = Acorn Computers

MPs to be contacted personally
Tim Eggar
Peter Lilley

North Sea 0il Industry
Send letter to UKOOA
Copy of letter to UKOOA to be sent to Brindex and UKIOTC
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HO&E OF COMMONS DEBATES W i Vol 56, No 118

BUDGET DEBATE Tuesday 13 March 1984

(First day)

Summary of Economic and Public Expenditure Points

Col 307 Mr Neil Kinnock (Lab) Criticised record of past five years

- rise in unemployment
- fall in share of world trade
- use of North Sea revenues

Col 308 Criticised neutral stance of policy
Argued for higher public expenditure to
stimulate growth and employment

Col 309 Argued that lower inflation not due to
Government policy
Col 310 Criticised rise in overseas investment
@ol 314 Doubted durability of recovery based
on higher personal consumption and borrowing
Col 311 Sir Kenneth Lewis (C) Commented only on detail of tax proposals
Col 314 Mr Ian Wrigglesworth (SDP) 3 key tests for Budget

(a) buttressing growth
(b) improving competitiveness
(c) helping least well-off

On first:

Argued that recovery is weak based on
consumption, increased personal borrowing
and a reduction in the savings ratio
Argued that recovery should be sustained
by higher capital spending paid for from
receipts from assct sales

On second:
Argued that tax changes would improve
competitiveness

Col 316 On third - tax points
Criticised stance of fiscal palicy - no
increase in demand.

Col 317 Mr Robert Banks (C) Requested further explanation on monetary
targets
Col 318 Called for higher limits on part-time

earnings for unemployed aged over 55

Col 319 Called for higher capital spending to improve
infrastructure possibly using some private finance

If public expenditure increased on capital
prepared to see higher PSBR

Called for more support for textile industry



Col 322 Mr Donald Stewart (SNP)

Col 323 Mr David Knox (C)

Col 324

Col 325

Col 325 Mr Roy Hughes (Lab)

Col 326

Col 327 Mr Peter Bottomley (C)

Col 329

Col 330 Mr Austin Mitchell (Lab)

Debate Adjourned

Argued that balance of trade favourable
only because of "Scottish 0il" and revenues
wasted

Business confidence in Scotland lower than
in rest of UK

Budget provides little hope of reducing
unemployment

Neutrality not enough. Budget should
have raised demand to bring unused capacity
- both labour and capital - into use

Projected growth rates unlikely to reduce
unemployment.

Higher private and public spending desirable
could be achieved by a mixture of reduced
taxes and increased capital spending

PSBR currently too low given position
in business cycle

Priority should now be to reduce unemployment:
inflation substantially beaten.

Neutral budget will do nothing to reduce
unemployment

North Sea revenues "squandered" on unemployment
benefit

Lower inflation does not produce jobs. Called

for reduction in unemployment by raising pensioners
incomes and spending on capital particularly

in nationalised industries

Called for controls on overseas investment

Foreign investment in UK undermines our technical
capacity

Called for improvements in supply side to meet
demand. Tax reform a necessary part of this.
Will reduce distortions

Called for child benefit to be treated as a tax
allowance

MTES reduces flexibility. Focus on PSBR to
exclusion of other important variables especially
in real economy

TUncompetitive position due to high pound caused
high interest rates and contractionary fiscal
stance

Need to lower unemployment by raising PSBR

Recovery seen in consumption and imports, not

output
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HOUSE OF COMMONS DEBATES Vol 56 No 118
BUDGET DEBATE Tuesday 13 March 1984
(First Day)

Summary of Revenue points

Col 306 Mr Neil Kinnock (Lab) Budget does more for the City than
the country.

G =30+ Welcomed:
- rise in income tax thresholds

- abolition of National Insurance
Surcharge

- new procedure for VAT collection.

Criticised:
- income tax charges as helping
those already well off

Col 308 - VAT on takeaway food and
home extensions - latter hits
construction industry

- Extension of composite rate to
banks - hurts small saver

- abolition of investment income
surcharge - helps the well-off

- reductions in CTT and CGT -
contribute nothing to society

— reduction of capital and other
allowances - discourages
investment

ECols809 Necutrality is nol enough.

Col 310 Only those earning over £20,000
have benefitted from this
Government's tax reductions. Others
have paid more tax.

Too much capital going abroad, too
much import penetration.

(e gLl Sir Kenneth Lewis (C) Criticised:
- 1lncrease 1in tobacco tax

Welcomed:
- cut in stamp duty




@ol 3 112

Ceolw313

Col 314

Co il 375

Col 316

Mr Ian Wrigglesworth

(SDP)

- corporation tax cuts. Many small
businesses can't take advantage
of capital allowances

- abolition of NIS

- reduction of CTT rate - helps
small businesses which have to be
sold

- abolition of IIS - investment
income provides a pension for
many.

- VAT on takeaways - exemption was
an anomaly

- charge in rules for VAT on

imports

- switch of tax emphasis to take
low-paid out of tax.

Welcomed:
- abolition of NIS

- reduction of tax burden on
businesses

Criticised:
- reduction in CGT and abolition of
ITS -'don't help the poor;

Increases in income tax thresholds
welcome but money should have been
directed to the very poor. Would
prefer a system of amalgamating
taxes and benefits.

Hoped for substantial child benefit
increase after May.

Critised VAT on takeaways and
building alterations - latter hits
construction industry.

Accepted other excise duties.

Welcomed small size of
beer duty increase.




Coluwi3 1y

Collsesi-8

Col 319

Cels 820

Col 320

Coiliv 3211

Mr Robert Banks (C)

Mr Donald Stewart (SNP)

Welcomed:

- stamp duty reduction - help for
small investors and first-time
house buyers.

- abolition of IIS - encourages
saving.

- phasing down of capital
allowances - lets businesses make
own decisions.

Criticised withdrawal of tax
concessions for foreign nationals -
their expertise needed.

Welcomed:
- abolition of NIS

- VAT changes on tobacco, drink and
petrol.

Criticised:

VAT on building alterations -
removes an anomaly but would prefer
to have VAT taken off all building
works.

Welcomed:
- change in rules for VAT on

imports

- raising of tax threshold - helps
unemployment.

Private capital has major part to
play in enterprise zones.

More should be done for textile
industry.

Hotel building allowance shuld go
up to 75 per cent enjoyed by
industries.

Welcomed:
- abolition of NIS

- 1l0p on cigarette tobacco

- abolition of duty on kerosene.

Criticised:

- increase in tax on spirits,
though not as large as had been
feared




Col 322

Coli#i32:2 Mr David Knox (C)

Col&32'3

Col 324

Col 325 Mr Roy Hughes (La)

Col 326

- VAT on building alterations -
hits construction industry

- VAT on takeaways - hits the poor

Welcomed improvement in tax
allowances.

Should have removed VAT on
charities and surcharge on
electricity.

North Sea oil being wasted.
Not enough for unemployed.
Welcomed:

- increase in income tax
thresholds

- modest VAT increases

- abolition of NIS

- changes and reductions in
corporation tax - encourage
efficiency

- improve incentives for share
schemes

Critised:
- life assurance proposals -
perhaps not politically wise

- lack of encouragement to employ
unused buildings, capital
equipment and people.

- VAT change affecting construction

Budget should have increased demand
by tax cuts and investment in
public sector.

More should be done for unemployed
and pensioners.

Criticised VAT on home extensions -
hits construction industry.

Should encourage investment in
Britain and discourage imports.



o327 Mr Peter Bottomley

CollEE 3:2:8

Colis 329

Col: 329 Mr Austin Mitchell

Debate adjourned.

(C)

(La)

Welcomed removal of distortions in
tax system.

Hoped for reform of mortgage
interest relief system - not
mentioned in Green Paper.

Welcomed Life assurance measures -
tackling "flotsam and jetsam" of
tax reliefs. But process of
introduction of measures will need
debate.

Tax base should be as broad and
rates as low as possible -
therefore also welcomed VAT on
takeaways and building alterations.

Right to help the prosperous in
order to create employment and
revenue.

Chancellor right to deal with
distortions in taxes on saving.

Right to remove earned/investment
income distinction.

High rates of tax lead to distorted
decisions.

Child benefit should be regarded as
a tax allowance.

Budget "moving deckchairs on the
Titanvic’,

Criticised:
- VAT on takeaways - on attack on
working people

- cut in capital allowances -
damages investment.

- VAT on building improvements -
especially when improvement
grants-scut:

- help to well-off by abolition of
IIS, stamp duty reduction, CGT
and CTT changes.

- lack of anything to tackle
unemployment.



Col 478

Mr Barney Hayhoe

Col 479

Col 480

Col 482

Debate adjourned.

(MST)

Welcomed abolition of ggg(—
should have been done before.
But won't foster growth; nor
will corporation tax
reduction - phasing out means
companies will try to defer
profifs. (Will hit
manufacturing industry.
Financial services and City
will benefit.

Holiday lettings - caravans
which meet conditions will
qualify for relief,

No VAT on meals on wheels.

Local authoritv building works

and extensions will be taxed,
but authorities can reclaim
tax. Many improvement grants
relate to repairs, which have
always been taxable.

In progressive income tax
system, higher-paid always
profit most from reductions.
No real increase in
higher-rate thresholds. 1In
percentage terms, low-paid
gain more. A step in right
direction. .

Elderly fully protected -

60 per cent of elderly
households will pay no tax in
1984/85, others will yain

75 pence (single) or £1.15
(married) .

Budget encourages wider share

ownership.

Corporation tax points to be
covered by FST.

. :
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Col 474

Col 475

Colid76

Col 477

¢

"Extension of VAT to imports
for one year only" merely
brings forward revenue. How
will tax cuts financed by this
be sustained later?

Income tax changes benefit
rich most (gave a series of:
figures) - don't reward
enterprise.

Welcomed abolition of tax on
cars for disabled.

IIS abolition only favours
those with £70,000 capital.

Wanted at least 80 pence
increase€ in child benefit to
reflect 12.5 per cent change
in allowances.

Few people really benefit from
stamp duty reduction. . Doesn't
improve mobility of labour.

Abolition of life assurance
relief hits poorer savers.

-Extension of composite rate to

banks brings 3 million people
into tax, and taxes some who
are on supplementary -benefit.
Helps rich, who also benefit
from stamp duty and IIS
measures.

CTT reduction doesn't help
enterprise; "a reduction in
taxes paid by people who are
dead".

Composite rate and life
assurance measures may lead to
less investment in enterprise
and more in deposit accounts
by rich people.

Phased withdrawal of capital

-allowances will simply bring

forward investment. Capital
stock needs bringing
up-to-date; allowances are
given on new assets.

More profitable investment
needed, but growth in economy
necessary for this.



Col

Col

Coil

B

Col

Col

Col

Col

466

466

468

469

470

470

471

472

473

Mr Nicholas Budgen (C)

Mr Tim Eggar (C)

Mr Michael Hirst (C)

Mr Terry Davis

(La)

Indirect taxation increas
mean low-paid will pay
91 pence a week more.

Welcomed NIS abolition and
reduction in subsidies for

capital.

Welcomed:
- stamp duty reduction

- change in treatment of stock
options. Ministers should
encourage employees to take
advantage of this.

Criticised abolition of IIS at
a time when housing benefit
reduced.

Welcomed corporation tax
changes - will decrease
avoidance.

Right to remove life assurance

relief. Should tackle relief
on pension investments and
mortgage interest, thereby
applying principle of
corporate tax reform to
personal taxation.

Welcomed corporation tax
reform - encourages
decision-making without
reference to tax regime.

Welcomed commitment to
simplification of tax system.
Should have abolished
development land tax.

Drew comparison between this
Budget and last Conservative
post-election budget - VAT and
personal allowance increases.
Effect of 1979 has been
increased taxation.

Tax on takeaways discourages
enterprise; tax on building
alterations and removal of
capital allowances hits
construction industrv. Not
offset by stamp duty
reduction.




N . .

Col 455

Col 458

Col 461

Col 463

R

Col 465

Dr Jeremy Bray (La)

Mr Steven Dorrell

Mr David Winnick

(C)

(La)

Would have liked: o
- -abolition of stamp duty 2,

- more expansion and
simplicity ‘dh Business
Expansion Scheme. Approval
of farmers being kept out.
Should allow for (1) roll-up
of research and development
(2) those in entrepreneurial
business to take part.

Chancellor paying for
Corporation tax reductions,
which exceed capital allowance
reductions, by once-for-all
tax on importers. Imprudent
in long-term.

Given present depressed levels
of investment, capital
allowances have little

distorting effect. Should
have been replaced by _
eg inclusion of research and
development in business
expansion scheme, or tax

allowances on R & D

expenditure generally

(referred to Select Committee
on Science and Technology).

Welcomed:
- change in VAT collection on

imports

- corporation tax changes

- removal of relief on life-
assurance - broadens tax
base

- increase in income tax
thresholds - right on
equitable and economic
grounds.

Must balance tax cuts with
right level of public
expenditure.

Welcomed increased income tax
thresholds, but more than
three-quarters of families
receiving FIS will still pay
tax. Only those earning under
£18,000 pay less than in
1978/79.




 Should be more encourageme\nt) . 4
for capital investment.

Col 446 Mr Norman Atkinson (La) Budget adjustments may have
"marginal and indirectly
beneficial effect on
industry".. Profits.do not
necessarily create jobs.

Col 449 Mr Richard Ryder (C) Abolition of stamp duty right,
though IR document warned of
£l billion cost. A
discriminatory tax -
discourages achievers and
labour mobility.

Col 451 Mr Dafydd Wigley (PL.C) Welcomed:
- NIS abolition

- increase in personal
allowances, but room for
more for single person.
Helps well-off most

- change in VAT on imported
goods; but will once-for-
all saving mean £1.2 billion
bill if policyi later
reversed?

- relief on vehicles for
disabiled. " Fsheuldli lookiat
VAT on charities.

Criticised VAT on house
alterations - what about those
waiting for improvement

grants?

Col 453 Mr John Browne (C) Special treatment for vehicles
for disabled and rise in

Col 454 personal allowances lift
people out of the poverty
trap. :

Removal of City's privileges
will encourage investment in
new enterprise by private
individuals.

Investment decision-making
will be improved by
corporation tax, stamp duty,
CTT and NIS measures. Capital
allowances encourage
distortions.




- /,-
'Col‘ﬁB \ Mr Esmond Bulmer (C)

Col 438 Mr Bruce Millan (La)

Col 439

Col 440

Col 442 Mr David Howell (C)

Col 443

Congratulated Chancellor on
radical programme for

industry.

Abolitioniof tNITS will increaSe
efficiency.

Personal allowance changes
expensive but trivial
incentive for individual.
Together with IIS abolition,
they benefit the rich.

Welcomed abolition of NIS, but
effect exaggerated.

Corporation tax and capital
allowances measures look
sensible - but will they lead
to a surge in uneconomic
capital investment in next few
years? Will hit manufacturing
industry compared with:
service. Will discourage
investment eventually rather
than improving its quality.

Stamp duty reduction won't
help construction industry,
especially after VAT changes
and abolition of industrial
buildings allowance.

" Welcomed:

- stamp duty reduction

- IIS abolition

- intention of future CGT
reforms

- start to uplifting income
tax burden

- improved treatment of stock
option schemes. Approval of
these should be conditional
on firms widening employee
share ownership schemes.
Should be more encouragement
of latter.

- emphasis on tax-cutting in
Red Book. Dynamic effect
will offset any drop in
revenue - may be no real
drep at-all:




Small switch to tax on 9 .
spending rather than incom

Excise duties broadly in line
with inflation.

Extension of VAT base on
grounds of consistency.

Col- 423 Mr Dale Campbell-Savours (La) What about construction
industzryv?

Mr Rees (CST) It will benefit from NIS,
stamp duty, income and
corporation tax measures.

Meals on wheels not affected.

Col 424 New building to remain.
zero-rated.

Col 425 Praised abolition of NIS and
life assurance premium relief.
Latter not retrospective.

Col 426 Stamp duty measures encourage
saving without distortion and
help City compete.

Removal of relief for foreign
nationals - relief introduced
by Labour when tax rates very
highs Costly to administer.

Corporation tax changes bring
system into line with
present-day needs.

Col 427 A Budget for jobs.

Col 429 Criticised Labour's plan for a
wealth tax.

IIS abolition will improve
investment, according to CBI.

Col 432 Mr Roy Jenkins (SDP) Tax changes for industry won't
reduce unemployment. Problem
18" low 'profits,” hot high
taxation.

Col 433 Rise in tax thresholds

desirable but child benefit
increase would be more
.cost-effective.
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Col 414

Col 415

Cod:

Col:

Col
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Col

Coil

416

417

418

419

420

422

Mr Roy Hattersley

Mr Peter Rees

(CST)

(La)
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Welcomed abolition of NIS.

On corporation tax measures -
if companies retain more
profits they won't necessarily
invest them. Removal of
capital allowances penalises
high-growth companies.

Increase in income tax
thresholds helps rich most -
should have increased child
benefit instead.

Welcomed removal of duty on

Earaffin.

Criticised abolition of IIS,
cut in duty on share
transactions and CTT
reduction - money could be
better used elsewhere.

Need for VAT on takeaways?

Poorer families still poorer
under Conservatives - gave
various figures.

Red Book reveals expected
increase in tax take; increase
of €21 billion over past

5 years (table 5.6 p39).

Holiday lettings reliefs to be
backdated to April 1982.

Cable television ducting to
qualify for capital
allowances.

Income tax - long-term
objective to take low-paid out
of tax. Third successive
increase in personal
allowances 12.5 per cent this
year. 850,000 fewer taxpayers
next year: cost

e is smat il ronx sl Ihese
increases account for

80 per cent of Budget tax
cuts:




UNCLASSIFIED

FROM: A P HUDSON
DATE: 14 March 1984

/£S/CHANCELLOR cc Chief Secretary
Minister of State

Economic Secretary
Sir P Middleton

Mr Monck

Mr Battishill

Mr Lovell

Mr Ridley

Mr Lord

Mr Portillo

Mr Makeham

PS/IR

PRESENTATION OF BUDGET MEASURES: POST-BUDGET CONTACTS

1. The Financial Secretary has spoken to three of the people
on his list to contact.

2. Sir Clive Sinclair was very pleased with the Budget measures,
particularly the company tax package and the new reliefs for

share options.

R George Copeman, of the Wider Share Ownership Council,

was pleased at the extension of SAYE limits, and the new share
option reliet. He asked whether the latter was to be made available
only to companies who operated an all-employee scheme, as they

had advocated, but seemed to understand the reasons why the
Government had come down against this.

4. Tim Eggar MP was very pleased with the whole Budget. He
saw no problems with the ACT repayment proposal in the North Sea

package.

A P HUDSON
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Summary of Economic and Public Expenditure Points

Col 414 Mr Hattersley (Lab)

Col 415
Col 416

Col 417

Col 418

Chief Secretary

Col 430 Mr Roy Jenkins (SDP)

Col 432

Col 433

Budget will not reduce unemployment or poverty

CT reforms will not mean more investment.
Higher retained profits likely to be distributed
as dividends; invested abroad or saved.
Stimulus to investment and growth and increase
in demand, which HMG would initiate.

Higher child benefit best way to alleviate poverty
Calls for higher capital spending + PSBR

Budget deflationary - 1984-85 tax receipts
forecast up see table 5.6 of FSBR

Green Paper projections show destruction of
education service (? extremely odd)

Unemployment and output levels unsatisfactory
despite North Sea revenues

Welcomed decision to target more than one monetary
aggregate

Despite ultimate objective of stable prices,
projections published do not show this in
foreseeable future

Rate of recovery not remarkable considering
depth of recession and not cnough

Budget mildly restrictive through effect
of privatisation (?) and VAT on imports

Further reduction in inflation will not generate
a spontaneous growth in employment

Better for industry if Chancellor had raised demand
than tax reforms

Prospect is that current boom shortly over and
unemployment could rise further

Called for higher public capital spending of £1bn,
has a lower import content than spending
allowed by raising income tax thresholds




Col 435

Col 435 Edmond Bulmer (C)

Col 437

Col 438 Mr Bruce Millan (Lab)

Col 441

Col 441 Mr David Howell (C)

Exchange rate mismanaged. When oil runs out
there will be pressure on sterling, so we should
join EMS to improve stability

Not PSBR but total accumulated debt in relation
to GDP main impact on interest rates and now
less than two thirds of 1964 level

Need to spend oil revenues on infrastructure
and skill training

Raising demand can only provide a small
contribution to raising employment.
North Sea oil gives opportunity to cushion
structural changes eg pay for re-training

Welcome fall in interest rates

Can now expect sterling to rise facilitating both
inward and outward investment

Welcome attempts to improve public sector
efficiency

Hope to see further reductions in LA spending
Called for higher public capital spending

Judge Budget by effect on unemployment

Concerned at HMG's attitude to manufacturing.
Decline in manufacturing and loss of oil revenues
imply future problems on balance of payments

Need higher investment in manufacturing

Called for North Sea oil revenues used to raise
demand. PSBR should be raised to level of
other industrialised countries and spending on
capital raised. Rate of growth projected not
enough to reduce unemployment

Tax cuts preferable to further reductions
in PSBR over MTFS period, but requires no
change in public spending

Argued that higher taxes would raise PSBR;
private borrowing and money supply

Argued (a Mr Gilmour) that 1984-85 PSBR is
£9% billion (E7+bn + C2bn asset sales)

Called for higher capital spending on
infrastructure (even if PSBR had Lo rise).
Given lagged effect of investment on economy
this would sustain growth once recovery in US
starts to flag



Col 448

Col 449

Col 450

Col 452

Col 456

Col 457

Col 458

Col 459

Cul 461

Col 463

Col 464

Mr Norman Atkinson (Lab)

Mr Richard Ryder (C)

Mr Dafydd Wigley (PC)

Dir Job e Baemrre (C)

Mr Steven Dorrell (C)

o
SS——

P

Budget won't reduce unemployment.

Called for higher wages - a boost to demand
Increase in production more important than
increase in productivity. Produtivity and
profit rises due to cuts in labour force

MTFS is "witchcraft"

Doubts significance of velocity of money:
higher in Germany and Switzerland than in
UK, but inflation there still lower

Tax detail only

Criticised "lack" of strategy for reducing
unemployment

Unemployment so high throughout UK that
measures to raise labour mobility

Called for higher PSBR and higher capital spending

Cuts in public spending hit Wales particularly
hard given the significance of agriculture
and the nationalised industries in Wales

Concerned at prospect of lower public expenditure
as a percentage of GDP spelt out in Green Paper

Broad money targets have been broken in
past so no longer credible

Monetary framework does not provide guidance
on tightness of policy. PSBR real target

Need to pay more attention to exchange rate
possibly a fixed exchange rate

Should consider balance sheet of public sector
assets and liabilities, more important than PSBR

Prospects for growth in Green Paper gloomy

Growth projections disappointing
Accepted that over-optimism dangerous in LTPE

context

Monetary aggregates unreliable indicator of
monetary conditions. Hope ranges in MTFS will
not become targets in later years. Tightening
projected could constrain output more than
inflation

Whole of fiscal adjustment in future years
should be used to reduce taxes not to raise
expenditure

But should raise spending in some areas: training
export promotion; education and NHS




CC.J‘} Mr David Winnick (Lab)

Col 466 Mr Nick Budgen (Con)

Col 467

Col 468 Mr Tim Eggar (C)

Col 469

Col 470 Mr Michael Hirst (C)

Col 471 Mr Terry Davis (Lab)

Col 478 Minister of State

Debate Adjourned

Budget will not reduce unemployment
Called for boost to demand and manufacturing

Welcomed Green Paper publication, but
criticised lack of detail on particular
programmes and called for a clearer statement
of priorities

Called for increased scrutiny of EC budget
contributions in Parliament

Hoped that discussion of MO in Budget Speech
does not make an elevation of monetary targets
Need to consider all aggregates and exchange
rate

PSBR of £7.25 billion for 1984-85 not too tight
given increase in asset sales and impact of
VAT on imports. Real PSBR nearer £8.5-9 billion

Welcomed constant cash PSBR for subsequent
years of MTFS. If PSBR is not reduced further,
reasonable to hold public spending constant

and take fiscal adjustment in tax cuts

Tax detail
Called for a real terms rise in child benefit

Remainder on tax detail
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Col 525

Col: 526

Coli 529

Coli 530

Col H531

Col 532

Col 535

Mr Tom King (SS Emp)

Mr John Smith (La)

Sir Ian Gilmour

(C)

Vol ‘56 :No: 120
Thursday 15 March 1984
(Third Day)

Welcomed:

- abolition of NIS gives
industry £1,350m per annum,
£865m for private sector

- corporation tax changes -
acceleration of investment
due to phased reduction of
capital allowances

- measures to help small
businesses

- rise in tax thresholds

- change in VAT requirements
for importers

NIS abolition welcome but
doubted impact on
unemployment - earlier
reduction did dittle.

Corporation tax changes tilted
against manufacturing.
Abolition of capital
allowances will help supply
industries by bringing forward
capital purchases'= but effeet
short-lived.

Extension ol VAT to building
alterations! hitss constructiion
industry. Measure criticised
by Building Employers'
Federation.

Criticisediaboliticon of IIS . 1&
child benefit not to rise by
more than inflation. Only
those with capital over
£70,000 will benefit.

Economic problems will be
accentuated by dwindling cil
revenue.

Grateful for.NIS abolition -
but why not earlier?



Col 537

Cod 538

Colus53:8

Col 540

Col 541

Col 542

Mr Brynmor John (La)

Sir Brandon Rhys Williams

{C)

This is best year .for oil -
will deteriorate.

Budget "strong on tactics and
weak on strategy".

Families with children - Child

Poverty Action Group's "tax
break-even point" shows shift
against them in last 4 years.
Threshold increases don't help

those already below threshold.
Child benefit increase needed.

To provide money: -

Should abolish upper earnings
Iimit eon NItcentributions’

Or should raise thresholds by
inflation Bate only " (hea32)

Should introduce tax for
invalidity, maternity and

sickness benefit instead of 5%

abatement - one in five to ten
would then not be liable.

Criticised VAT on builllding
alterations - manyv houses
umELt e idiives: in.

Welcomed:
- NIS abolition

- IIS abolition® investors
wonil £t fjust. go ' ‘for .capikal
gains.

- corporation tax reduction
and removal of distorting
effect of stamp dutv and
capital allowances

- CTT reduction - removes
uncertainty of providing for
: 1ol

Criticised:

- income tax cuts - funds
released will go into
consumption not investment

- abolition of life assurance
relief - will reduce funds
in capital market by
c. £700m per annum.




-

Col 543

Coli™5d5

Col 547

Col 548

Col. -549

Mr Archy Kirkwood

(Lib)

Upper limit on relief for
pavments to pension funds
should be 100%.

Should treat indexed
debentures in same way as bank
debts for tax.

Should be greater latitude in
rules for joint public/private
sector investment.

Ineffiency in public sector -
COP being introduced in wrong
way.

Should have tax credit system.

Would prefer child benefit
increase to rise in
allowances.

Poverty trap - Budget doesn't
change unsatisfactory system.

Welcomed rise in personal
allowances - but not enough.

Stamp duty cut won't help
first-time house buyers.

IIS abolition won't help poor
pensioners.

Lower thresholds should have
gone up by up to 5%, or VAT
released. Plans don't redress
indircct/direclL taxation

balance - poor pay more of
both. Cited Low Pay Unit
figures. Alliance would

increase child benefit in line
with tax allowances and
redress tax burden for poor
Tax level now below

poverty line.

Abolition of kerosene duty is
Budget's only help to
pensioners.

Woodlands: Alliance will
consider ways of stopping
loophole. :

Tax credit scheme needed.




coX 549

61550

ol 551

Col 554

Cod: 558

Col 559

Col 560

Mr Terrence Higgins

Mr Bryan Gould (La)

Mr Alan Howarth (C)

Mr Charles Kennedy

(c)

(SDP)

Welcomed abolition of NIS a.
IIS, and rise in tax
thresholds.

VAT on takeaways and building
alterations - line will be
daEfrcullt  Eordraw:

Holiday lettings - back-dating
welcome.

Welcomed assurance that
abolition of life assurance
relief won't affect pensions.

Change in tax on people
working overseas harsh.

"Medium-term tax strategy"
will simplify taxation.
Should abolish earnings rule.

Hard to appraise effects of
measures on stamp duty,
composite rate, capital
allowances (effect on
leasing?), building societies,
VAT on imports.

Glad Chancellor didn't agree
to proposals to tax banks.

0il ‘has contributed £9bn to
tax revenues - but will fall.

Welcomed personal income tax
cuts and reform of financial
markets and business taxation.

Hoped phasing out of capital
allowances and removal of bias
against employment wouldn't
damage productive investment.

Welcomed NIS and stamp duty
measures.

Green Paper disappointing.
Taxipolicy can'do much to ‘hold
down public spending eg in
housing field.

VAT on imports good news,
VAT on building alterations
bad for construction industry.




Col 564

Cel#5 65

Eoilt=h 61

Col 568

Col 568

Mr Charles Morrison (C)

Mr Roger Freeman

(C)

Dr Oonagh McDonald (La)

Mr Freeman

(C)

Child benefit should match
increase in tax allowances.

Alliance approve of

IIS abolition, but only in
context of overhaul of tax and
benefit system.

Welcomed
- NIS abolition

- corporation tax/capital
allowances changes - will
improve quality of
investment.

Should reduce betting dutyv.

Throughbred studs should be

FSsured oL cET i agrl culinral

relief.

Welcomed CTT reductions and
income tax allowance

increases.

Glad Chancellor kept relief
on contributions to pension

pension funds.

schemes and tax exemption for

Pensioners will welcome

threshold increases, abolition

of duLy on kerosene and
parafin, IIS abolition.

Only c.180,000 pensioners have
atilleasit “f 70,000 capitalifand
So" hbenafit from I LS dbedtien:

Many of these have no other
soruce of income.

Abuse of life assurance relief
could have been stoppcd:
Chancellor has thrown out
attractive baby with dirty
bath water.

Should remove rules that abate
2/3 maximum on pensions. Rise
to 100% would be too much.



Lol 569

Col 571

Cods b2

€ o153

Col 574

ol 575

Col 576

Mr Nicholas Winterton

Mr D N Campbell—Savours (La)

Mr Nicholas Lyell

(C)

(C)

Should be more flexibility 1.
rules for additional
voluntary contributions to

pension schemes.

Welcomed NIS abolition.

Criticised abolition iof liste
assurance relief - will

deprive City of funds.

Criticised capital allowances
measure - most companies have
used allowances wisely.
Corporation tax plans

welcome - but many companies
don't make enough profits to
invest on hoped-for scale.

Supported rise in thresholds
for basic rate and indexation

of higher 'bands - but more

will be needed for poor eg
child benefit.

Regretted VAT on building
alterations - will increase
black economy.

Capital allowances removal
will hit dairv industry hardj

VAT on building alterations
will encourage total
demolition as opposed to
renovation and so damage

heritage.

Criticised VAT on takeaways,
CGT and CTT measures - hurt
poor, help rich.

Welcomed simplification of tax
system and concentration on
thresholds. Hoped for reform
of tax and benefit system.

Welcomed share option scheme,
S abolition




Col"'7

@oRu=b o

Col 580
Col#583

Col 584

Col 5835

Col 585

Mr Robert McCrindle

(C)

Mr Dave Nellist (La)

Mr Timothy Yeo (C)

Dr Oonagh McDonald

(La)

Criticised abolition of life
assurance relief - blow to
insurance industry and
poorly-off. Need only have
stopped abuse. To achieve
"fiscal neutrality" should
rather extend relief to other

savings.

Intention to remove

mortgage interest relief? Or
pension contributions?
Self-emploved retirement
annuities?

Budget for rich. Help for
poor offset by VAT rises.

Welcomed:
- stamp dutv reduction

- exemption from CGT on
corperate fixed interest
stock. Hoped for solution
next year to problem of CGT
on inflation gains; also
new incentives for equitv
investment (of loi de

Monory) .
- NIS abolition

- corporation tax measures

Criticised:
- VAT on building
alterations - hits

construction industry.

- no commitment to increase
child benefit in line with
tax allowances.

no VAT relief tor
charities - also hit by

charge on building
alterations.

Tax burden on low paid still
higher than-in 1978-79.
Indexation of personal
allowances would have taken
500,000 out of tax anyway.
Tax threshold below poverty
line. 160,000 recipients of
FIS paying tax.




Coli587

Col 588

Col *590

Gl 591

Col 3583

Col 594

Col 595

Mr John Moore

(FST)

IIS abolition benefits few. '

CTT and stamp duty measures
too expensive.

Poor hit by VAT increases and
indexation.

NIS originally imposed after
generous stock relief
introduced. Earlier reduction
had little effect; abolition
will have less.

Capital allowances change will
damage investment.

Corporation tax measures -
Opposition have advocated this
kind of measure.

Distortions of present system
produce emphasis on

tax efficiency not

investment efficiency.
Changes will give better
return on investment; and
allow free decision-making.

Changes to be phased in to
allow for adjustment.

Announcement of 4 years in

advance gives certainty.

New tax rates will compare
favourably with other

countries.

Will increase profits and
hence employment; also remove
bifas "in Favourtor

capital assets.

Abolition of life assurance
relief must be seen in context

of total personal savings.

Mortgage interest relief -

commitment by PM already.

Alliance confused on IIS
policy (see cols. 547 and 564).



Col‘!!6

Debate adjourned.

Stud farms: IR discussing

with Horse and Pony Taxation
Committee.

VAT on construction industry
to tackle anomaly and evasion.
Industry will benefit from
lower tax rates.




I FROM: PAUL PEGLER

\//4J/ DATE: 15 March 1984

cc PS/Financial Secretary
PS/Minister of State
PS/Economic Secretary

PS/CHANCELLOR —

POST-BUDGET CONTACT

The Chief Secretary today met Mr Streeter and Mr Newman from the
American Embassy.

ap The discussion concentrated largely on the impact of the Budget.
The Americans had clearly fouhd the Budget astonishing both in its :
positive impact on the business worQeﬂ\and the degree of confidence

it had brought to the City. They considered the tax and other changes
relating in parﬁicular to investment as a very healthy development
which would stimulate confidence for the future. It was clear that
they saw the Budgetvas a step in the right direction for stimulation of
long term industriél development and they were impressed by the size

of thét step. ; :

A On one point of detail, they had received many calls from Americans
working in the UK about the impact of the changes on foreign earnings

and emoluments.

4, I have minuted the Revenue separately about this.

A PS/CHIEF SECRETARY
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M K Corcofan
15 March 1984

PS/CHANCELLOR OF THE EXCHEQUER cc PS/Chief Secretary
PS/Financial Secretary
PS/Economic Secretary
Sir Peter Middleton
Mr Battlshlllﬂu,ﬂall

e Mr Makehan—
Q// Mr Ridley

Mr Lord

Mr Portillo

PS/Customs & Excise
Mr Jefferson Smith - C&E

BUDGET PRESENTATION: CONTACTS AFTER THE BUDGET

The Minister of State has now met the Building Employers Confederation
(formerly the National Federation of Building Trades Employers).

Most of the discussion was taken up with the extension of the VAT
base and the effects of this on the construction industry. They
expressed anger and amazement at the extension to alterations and
considerable concern about the effect on the industry. They made two
specific points as possible ways of mitigating the effects and the
Minister said he would pass these on to the Chancellor. They were:

9s to introduce a lower VAT rate covering the whole area of
repairs, maintenance and alterations;

o W to postpone the 1 June start since 10 or 11 weeks would
not be long enough to allow many existing schemes to be
completed or adjusted while a longer period would allow the
phasing of work so as to keep it flowing.

While recognising the industry's concern, the Minister made it clear
that the Chancellor's judgement was that a 15 per cent rate and a
1 June start were right.

Mr Hall may care to note that the BEC intend issuing a press notice
putting their views. They will refer to the fact that they have made
representations to the Minister and that he undertook to report to
the Chancellor what they had said.

\iii‘\ #

M E CORCORAN
Private Secretary
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Col 522

Col.527

Colis529

€ol . 530

Col 536

Col 537

Secretary of State for

Employment

Mr John Smith (Lab)

Sir Ian Gilmour (Con)

\

AN

L WA
\ T\‘-“
\ \J

N

-

AN

BFV“

\\i\. "

h Y

3 /\) \f‘\ '\( .
\\

0\ <

\

\\\)/

o
=

YR

Budget will not reduce
unemployment. No projections of
unemployment given, suggests no
strategy for reducing unemployment.

Corporate tax reductions may be used
to raise wages and profits not
employment.

Called for more support for manufac-
turing, necessary to recovery.

Budget maintains deflationary stance
of policy.

Called for higher public capital
spending on housing and infrastructure.

Called for long-term sup.ben rates to
be extended to long-term unemployed
with families.

Called for real rise in Child Benefit.

North Sea oil revenues wasted,
sterling and interest rates too high.

Recession in past result of domestic
policies not difficulties in world
economy. !

Called for long-term sup.ben to be
paid to unemployed.

Budget will not create jobs. Until
employment rises, recovery is not

' underway.

Concerned that continuation of policy
means higher unemployment, lower
investment and output and, with fallinc
North Sea revenues, balance of payments
problems.
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953

Mr Brynmor John (Lab)

Sir Brandon
Williams (Con)

Mr Kirkwood (Lib)

Mr Terence Higgins
(Con)

Mr Bryan Goald (Lab)

Monetary aggregates and PSBR -
irrelevant intermediate targets.

Called for longer time span in IAF.

Growth over next few years unlikely

to reduce unemployment.

Balance of trade deteriorating.

Inflation still a potential problem.

Should discuss social security in
Budget Debates.

Called for long-term sup.ben to be
paid to unemployed.

Restoration of 5 per cent abatement
on invalidity, maternity and sickness
benefits.

Tax detail.
Called for increase in Child Benefit

in line with basic income tax
thresholds.

- Restoration of housing benefit cuts

- Improvement of pensioners' living
standards.

Welcomed extension of MTFS.

Regretted separation of public expen-
diture and budget debates. Just as
deccisions on two gubjects need to be
brought togetherkguspected that public
spending still determined taxation
and not vice versa.

Criticised treatment of asset sales
in PSBR. TCSC will return to this.

Welcomed lower PSBR and prospects for
interest rate cuts.

Green Paper only framework for study
of long term.

Criticised record on unemployment,
output, balance of trade,
competitiveness.
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Continued
Mr Bryan Gould (Lab)

Mr Alan Howarth (Con)

Mr Charles Kennedy (SDP)

Without North Sea oil revenues,
Government would have been in
serious difficulties over past
5 years.

Rate of recovery not remarkable
given depth of recession. Even if
recovery continues significant loss
of resources which cannot be made up.

Rate of growth and productivity
unlikely to be maintained.

Criticised the evidence showing

relationship between £M3 and prices.
Wide range of targets introduced to
raise probability of any being met.

Government resorting to fiscal
deflation.

Called for increase in demand.

Priority should remain control of
inflation.

Sorry that stable prices beyond time
horizon of MTFS. Statements in Green
Paper studiously vague aigéimprecise.

Welcome increase in/aggregates

targetted.

Called for a balanced budget as
concomitant to stable prices.

Prospeclts for growth in 1Y85 and
subsequently not as good as FSBR
suggests.

Green Paper a disappointing document.
Should have examined morc precisely
the pressures on expenditure and set
out priorities. Called for more
privatisation of services.

Budget will not reduce unemployment.
Neutrality not enough.

Called for higher social security
spending, especidlly on unemployment
and Child Benefit.




Col 564

Col 566

Colk 561

Col 569

Col 571

Cal- 573

Col 576

Col 57%

Mr Charles Morrison
(Con)

Mr Roger Freeman

(Con)

Mr Nicholas Winterton

(Con)

Mr Campbell-Savours

(T.ab)

Mr Nicholas Lyell

(Con)

Called for long-term sup.ben to be
paid to unemployed.

Budget will do little to reduce
unemployment. Major political problem.

Called for improvements to training
and competitiveness.

Only way to reduce unemployment.
Construction needs a boost by higher
public spending on capital. Higher
PSBR could accommodate this. Given
external forces probably can't get
interest rates down by reducing PSBR.

Tax points only.

Concerned that Government does not
recognise important contribution
made by manufacturing. So UK

will not be able to take advantage
of upturn "when it comes".

Called for extension of small
engineering firms investment scheme
to textiles and clothing.

Criticised rises in energy prices.

Welcomed progress on inflation and
interest rates.

Called for increased sgending on
public sector capital.

Called tor higher war widows pensions.

Budget will not reduce unemployment.
Should have reflated demand.

Called for a simplification of
social security system.

Called for higher spending on'ITS
and CP. -

Budget good for unemployment in long-
term but need to alleviate position in
short-term. Need to use resources

of youth, possibly to provide social
services, where limited resources
identified by Green Paper.
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Mr Robert McCrindle

(Con)
Mr Dave Nellist

(Lab)

Mr Timothy Yeo
(Con)

Dr (Donagh McDonald (Lak)

Spoke entirely on LAPR.

Doubted-that higher profits would
feed through into higher employment)

- that recovery on the way.

Quoted Mr McMahon (Bank) on "negative
investment in manufacturing in past

2 years".

Argued that increased demand met by
imports not higher output.

- deficit on manufacturing trade
hidden by North Sea output.

Called for exchange controls.

PSBR too low (though VAT on imports

should be discounted).

Called for higher capital spending

Budget will raise employment.

Welcomed reduction in inflation - and
control over wage costs.

Called for extension of long-term
sup.ben to unemployed.

Budget will not help low paid or
reduce unemployment.

Criticised unemployment assumptions
in MTFS.

Government relying too heavily on
North Sea revenues.

Argued that services will not provide
sufficient employment opportunities.
Overall employment prospecls in
services improving slightly for men
but not for women.

Argued that fiscal stance too tight.
Aims of MTFS unclear, little decline
in inflation shown in'FSBR;

- restrictive monetary policy futile
if stable prices not achieved.

Called for higher PSBR and capital
spending to sustain recovery.

Argued that recovery based on higher
personal consumption and borrowing
likely to be shortlived.




(g b

UNCLASSIFIED

FROM: A M ELLIS
DATE: 16 March 1984

) (%vvvuh )ﬂ/f}
|2}

PS/CHANCELLOR — n AT Egb\ cc PS/Chief Secretary
\ ~6b PS/Financial Secretary
\\A } ( /‘(
il 1Y W PS/Minister of State
o = \mﬁ X Sir P Middleton
o R DX o M- Battisnill
AMAAS Lﬁd “§5 P, ek Mr Cassell
M/ Mr Makeham N L ARk st b
& I T\ *  Mr Ridley anes
!j{? \\9 Mr Pirie
» Mr Lord Mr S
Vel L@ 5 TR Ii‘unders
tt
PS/IR "
\\P W»
BUDGET PRESENTATION : POST-BUDGET CONTACTS(f#Q L& ( )
Equipment
(Leasing )
The Economic Secretary met Mr Mitchener and Mr McDonald of the(Assoc )

this morning and Mr Walden, Mr Weir and Mr Bolleat of the BSA this

afternoon. Mr Stubbington is minuting separately in

RSA véuﬁmldetall on these meetings but in:short the BSA were pleased with the

H vo | C\,:J

|

Budget and the ELA were philosophical.

Sir Timothy Bevan of the CLCB will be 'abroad' today and unavailable
on Monday and the Deputy Chairman is also abroad. The Economic
Secretary's preference is therefore to drop the idea of Ministerial

contact with the CLCB in this exercise.

Mr Pirie has suggested that it might be useful for the Economic
Secretary to see a representative of the Finance Houses Association
and I will try and arrange this for Monday. The Economic

Secretary also spoke to Michael Grylls in the House on Budget Day
and he responded favourably. Specifically, he felt that the
concerns of the Gr{ils Group-on the lack of measures to revitalise
private investmenthlargely been met and that therefore the
resurrection of contacts between the Treasury and the Grylls Group
which he had suggested to the Economic Secretary before the Budget

would no longer be necessary.

A M ELLIS
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PRESS NOTICE ¥1Aﬁ L—VVCXQ—
The 1984 Budget qAA/ gbljﬂ .

The Treasury and Civil Service Committee will be taking

oral evidence on the Chancellor's Budget at two meetings this b e
week. %\+\Af’11wAkSLMXI,
Wednesday 21 March in Room 15 N C% Uﬁauuu—u

at 4.30 - Mr Robin Leigh-Pemberton, Governor of
the Bank of England.

Thursday 22 March (room to be announced)
at 10.30 - CBI witnesses (led by Sir James Clementson)

at 11.30 - TUC witnesses (led by Mr Len Murray).

Both meetings are open to the press and public.

19th March 1984 S. Priestley
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SAP H3 HM TREASURY
OFFICE NOTICE

ON ( LONDON X 84)1
18 January 1984

BUDGET SECURITY

I attach a note detailing this year's Budget Security instructions. These
paragraphs should be inserted in the copy of '"HM Trgasury Security Instructions'

in your possession.

2 The special arrangements for Budget security are designed to give additional
protection to information about Budget decisions. Heads of Divisions should
ensure that staff likely to handle Budget papers are familiar with the security
instructions and understand them. It is, however, the personal responsibility
of each member of staff to ensure that Budget security procedures are strictly

followed.

5 This year's instructions are little changed from the previous edition. But

there are a number of points to which I would draw particular attention.

(i) Budget classified information should be communicated to staff in the
Chancellor's Departments and the Office of the Parliamentary Counsel
only if they need to know about it for the efficient performance of
their duties and must not be communicated to anyone outside these

Departments without prior authority (paragraph 145).

(ii) All papers recording Ministerial decisions on the Budget judgement
and the PSBR, taxation matters and any social security changes to be
announced in the Budget must include the BUDGET prefix in their

security classification (paragraphs 140-143),

(iii) The instructions stress (paragraph 144) that Budget classified documents

should be seen by the absolute minimum of staff consistent with

operational needs. It is the responsibility of the authors of Budget
classified documents to ensure that this is done. Recipients should
see only that part of a document which is strictly necessary for the

proper performance of their duties.
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(iv) Papers carrying the BUDGET:SECRET classification must not be taken out

of the office unless this is absolutely unavoidable (paragraph 151).

(v) The rules for the control of Budget classified papers - and particularly
those for the transmission of papers outside the building (paragraphs
146-149) - must be strictly adhered to throughout the Budget period.
Heads of Divisions and Private Offices should ensure that support staff

carrying out such tasks are correctly applying the required procedures.

(vi) The system of special spot checks on Budget classified documents
(paragraph 147) will continue. The checks are carried out on my
authority and I would ask that all members of staff should co-operate
in them, so that they can be carried out with the minimum of

disturbance to all.

b, The Treasury has a good record in protecting the physical security of Budget
documents and I do not want the Department to be responsible for any premature
disclosure of Budget information. The incidents during 1983 of the unauthorised
disclosure of confidential information and the particular pressure under which the
Department works during the Budget period both underline the need for the greatest
possible care in handling Budget material and for strict adherence to security

procedures.

PETER MIDDLETON

RESTRICTED



AMENDED TEXT RESTRICTED
11 January 1984

XII.

139.

BUDGET SECURITY

Special security arrangements apply to certain information connected

with the Budget. The arrangements apply in addition to the normal

departmental security procedures and are intended to provide additional

protection for information about budget decisions.

Budget classification and its use

140.

14,

The Budget security arrangements apply to information concerning

Ministerial decisions on:

(a) the Budget judgement and in particular the PSBR;
(b) taxation matters;
(e) any social security changes announced in the Budget.

The Budget classification must, therefore, be used for papers on which

such decisions are recorded or referred to and on papers from which such

decisions could be inferred.

A Budget classification is not, in general, required for papers

containing:

(a) Ministerial decisions relating to economic forecasts, monetary

policy, exchange rate policy and other items not directly

related to tax or social security decisions, even where these

are in the context of a Budget;

(b) arguments for and against a particular course of action, or

recommendations from officials to Ministers;

(c) lists of options in which no decision on any of the matters

in paragraph 140 is recorded.

1)
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&
142, In addition to the rules set out above, the Budget classification may
be applied to papers which are regarded as particularly sensitive
despite the fact that no decisions are recorded - where, for example,
the very fact that a matter is being discussed is sensitive, or where
the total contents of a document might reveal the approach to the -
Budget likely to be adopted by Ministers. Care and common-sense are
needed in applying the classification in such cases. In any cases of
doubt over the use of the Budget classification the Treasury Budget

Security Officer (see paragraph 155) should be consulted.

143, The classification requires that the ordinary security classification
of documents be prefixed by the word BUDGET. BUDGET: TOP SECRET
should only be used where the material would fall clearly within the
definition of TOP SECRET even if it were not to be included in the
Budget. BUDGET: SECRET is the correct classification for papers on
the main Budgetary items (ie the main tax rates and social security
benefits and major changes in tax legislation). BUDGET: CONFIDENTIAL
should be used for the remainder, including all decisions on other tax

items.

Communication of Budget classified information

144, The circulation of Budget classified documents should be restricted to

the absolute minimum consistent with operational requirements. All

authors of Budget classified material should, therefore, ask themselves:

(a) 1is the document necessary, and need it be circulated?

(b) is a Budget classification necessary?

(¢) do all recipients need a copy? Would part of the document

suffice for some?

The practice of circulating only parts of documents to selected

recipients should be adopted whenever possible.

RESTRICTED
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BUDGET classified information should be communicated to staff in the
Chancellor's Departments (and the Office of the Parliamentary Counsel)
only if they need to know about it for the efficient performance of
their duties. Budget classified information must not be communicated
to anyone outside the Chancellor's Departments and the office of the
Parliamentary Counsel without prior authority having been obtained from
the Budget Security Officer. There are only two general exceptions to
this rule. First, FP group have authority to communicate to specified
Department of Transport officials Budget decisions on VED and the duties
on hydrocarbon oils. Similarly, the head of FP has authority to
communicate to specified officials in the Department of Health and
Social Security certain information about Budget changes in personal
taxation. Second, as is appropriate for public expenditure matters,

ST group will discuss any social security changes to be announced in the
Budget with DHSS officials. In all these instances the Divisions

concerned must ensure that these Departments are aware of the need for

The recipient of a Budget classified document is, at all times,

personally responsible for its security. This applies even if custody

of the document is entrusted to another member of his or her staff.

145,
particular care in handling the information.
Handling of Budget classified documents
146,
4”47. "

148.

o ensure that Lhe reyuired proccdurce are being adhered to, Budget
classified documents will be subject to a series of spot checks. There
will be random checks, carried out by FP1 division, of individual copies
of classified documents sent to named individuals. There will also be
more systematic searches, carried out by EOG, of complete circulation

lists of particularly sensitive Budget classified papers.

The normal rulcs for the control and transmission of classified
documents (paragraphs 40-99 of HM Treasury Security Instructions) should
be applied to all which carry the prefix BUDGET. BUDGET: TOP SECRET
documents must always be transmitted in double envelopes and be
accompanied by a document receipt. If sent outside the building, the
inner envelope should be wax sealed and bear the special TOP SECRET
address label. Double envelopes must also be used for BUDGET: SECRET

e
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150.

1545

RESTRICTED

and BUDGET: CONFIDENTIAL documents sent outside the building. Single

envelopes may be used when they are sent, via the messengers within the
Treasury. BUDGET: SECRET documents sent outside the building must also
be accompanied by receipts. If two or more papers are put in the same

envelope tke inner envelope should be marked "two (or more) enclosures".

BUDGET: TOP SECRET and BUDGET: SECRET documents should normally be sent
by messenger to other departments. If no messenger is available, they
should be sent by special signature service of the IDS, a receipt being
obtained from the post room. BUDGET: CONFIDENTIAL documents should be
sent either by messenger or the IDS. Budget classified documents

should not, in any circumstances, be sent by post or transmitted on

facsimile equipment.

Paragraph 52 sets out the rules for photocopying BUDGET: TOP SECRET and
BUDGET: SECRLET documents. A similar record should be kept of copies
of BUDGET: CONFIDENTIAL papers. Recipients should as far as possible

avoid making copies of any Budget classified document.

Paragraphs 66-73 specify the arrangements for taking classified papers
out of the office. BUDGET: SECRET papers are subject to the overriding
restriction that they must not be taken out of the office unless

absolutely unavoidable. In such an event, they should be carried in a

locked briefcase, box or pouch and kept securely at all times.

General points

152,

15955

BUDGET: SECRET documents need not be numbered if less than 21 copies
are produced. If 21 or more copies are produced they should be
numbered in the same way as ordinary SECRET documents, in accordance

with the normal security instructions.

‘Budget classified papers must not be typed in typing pools. Particular

care should be taken about the custody of carbons, photocopies,

dictating machine tapes, word-processing discs, shorthand notes etc

containing classified information.

L.
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155.

gueries

156.
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All BUDGET: SECRET or TOP SECRET waste should be destroyed by shredding;
arrangements for this may be made with the Executive Officer incharge of
Committee Section (extension 4917). Recipients of Budget classified
documents must keep a proper record of any they destroy. If a

document has been destroyed, the production of such a recora is
necessary to meet the requirements of the spot checks described in

paragraph 147,

Budget classified papers must not be sent to sector registries before
Budget day. "Allocated clerks' may file Budget classified material,
but files must show the appropriate classification until after the
Budget.

Any questions about the Budget Security instructions should be addressed
to the Budget Security Officer, who is the Principal in FP1 Division

(extension 6047) concerned with Budget matters.

5.
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BUDGET DEBATE: IFS ARTICLE

Mr Allen's minute of 16 March warned that the Institute for
Fiscal Studies (IFS) would be analysing the distributional
effects of the Budget in the weekend press. As expected,
their research appeared in the Sunday Times and 18 1aMiS®
referred to by Michael Meacher in this morning's Guardian

(copies attached).

253 Since the Opposition usually draw on the IFS analysis
in the debate, some briefing is attached, although the article
contains fewer points which might be quoted against the

Covernment than in previous years. For example, most people

O pooe

R H AARONSON

are shown as gaining from the Budget.

58,



This is a useful analysis of the IFS article which, fortunately,
stops short of some of the more tricky questions concerning the
tax/benefit interaction.

23 You asked whether it is true that more families will benefit
from the increase in personal allowances than they would from

an (equal cost) increase in child benefit. The short answer is
"yes". For the Debate this evening, I would suggest you say
something on the following lines:

"Some have argued that raising child benefit is a better

way of helping the poor or of alleviating the poverty

and unemployment traps than raising tax allowances. of
course one can do sums showing that a family with children
does better out of an increase in child benefit than an
equal-cost increase in tax allowances. But the other side
lof the coin is that whereas only some 6 million families

ould gain from an increase in child benefit, about 20 million
families or single people will gain from the proposed

increase in allowances, more than three times as many".

Another - but perhaps less effective - way of making the same point
is that only some 40 per cent of working-age households have
children and so would benefit from an increase in CB. The other

60 per cent would not gain at all,nor would their incentives to
work be improved.

54 I also attach some (manuscript) amendments which the Revenue
have suggested on the speaking material I sent you on 16 March.

A

R I G ALLEN



FACTUAL

2z As in previous years, the IFS have analysed the
effects of the Budget on typical families, and compared
their position next year with their pre-1979 position.

The method involves selecting families from the Family
Expcnditure Survey and atlributing pay and price rises
thought appropriate for that type of family. The results
are thus rather dependent on the assumptions made and

the "ypical" families do not necessarily reflect the average

of the whole population.
24 The IFS's main conclusions are:

Changes since 1978-9

(a) Most families are better off.
(b) The rich have done best.
(¢c) The family whose head is unemployed

is. 15% worse off.

Effects of the Budget

(d) Most families gain (in real terms).

(e) Among the working population, there is
no clear distributional pattern. Although
there is some tendency for those on low
incomes to gain less, the biggcst percentage

gain is at £7,000 a year.
(The second biggest is at nearly £50,000.)

(f) Thc only losers are the pensioner couple,
mainly because of tobacco duty.
(g) There is not much improvement in the

poverty and unemployment traps.



POSITIVE

(i) IFS show most families gaining from Budget.
(ii) Most also better off since 1978-79.

DEFENSIVE

(i) Rich have done best? Main factor in comparison
with 1978-79 is cuts in top marginal rates of

income tax in 1979. Necessary to restore

incentives.

(ii) Rich do best out of Budget? Not what IFS say.
Family on §50,000 a year see real income rise
by 1.3% as a result of Budget. Man on &£7,000

gains 1.7%. Even unemployed man gains 1.2%.

(iii) Income in unemployment 15% lower than in 1978-79°%
IFS figures cover only those with sufficient

resources not to need supplementary benefit
(SB). Affected by taxation of unemployment
benefit and abolition of earnings-related
supplement. Necessary to improve incentive
to work. For those dependent on SB, value of
"safety net" maintained in real terms.

(iv) Pensioners lose from Budget? Real value of

pension will be maintained. IFS figures
reflect fact that they have picked a couple
who smoke cigarettes. Do not reflect average
posstion.

(v) Budget has not done much for traps? Did not claim
big impact. Raised thresholds as part of long-
term process of easing traps and getting thresholds
back to sensible levels. No overnight solutions.

(¥i) Better to raise child benefit? If I may say §0,
effect of IFS prescription does not sound dramatic
either. Only 75,000 families would see ratio of
out-of-work to in-work income fall below 90%.

No effect at all on childless people.
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Better-off do be

‘NEARLY everyone is better-off
following Nigel Lawson’s first
budget, but some are more
better-off than others.

The highest-paid company
directer on around £50,000 =2
year has an extra £6.84 a week
purchasing power as a result of
the  budget; the jobless family
man just  88p. Since the
Conservatives took office in
1979, the gap is wider still -

£158.32 2 week more for the top. duty; of the effect of such factors

director but £13.44 less

for the

budget stady of _household
Institute for Fiscal Studies by
The Sunday Times. For these:
studies the institute uses its
computer model of the exact'
pattern of household earming
spending and taxes to chart
typical British - households,

of

faring. - 5 .
ena the

impact -of

model is that it
to calculste the

how
are

iFS
the

<tute’s Andrew Dilnot, are: . ..
Jeast. g8 well- off -as when

budget on typical families, and - heavily, mainly as & result of the
to set this sgainst the back- 1982 decision to tax unemploy-
ground changes of their pur- ment benefits. i
chasing power . over several @ For those in work tax'cuts
years. It is much more sophisti- in Sir Geoffrey Howe's final
cated than the. conventional tax " 1983 budget, and wage increases
tables, published im the news- running ahead of inflation have
papers after the budget, becanse provided the main boost to
it takes accoiint of the impact on ~incomes. Lawson’s-budget- has
different” ‘types ‘of : I_-mily..;d".givehsnut- people - a - more
changes in direct ‘taxes ‘in - modest leg-up. ool
indirect  taxes, sach. as beer - @ The government is
minedly testing its theory that
as_ different wage - and salary -better rewards for the relatively
increases, and .of changes of well-off will improve economic
rents. and’ -meorfgages. The performance. All the better off
figures must.not be pushed too families studied by the IFS have
far, however: every individuals dome better than the average -
family’s - circumstances / are dif- ' the’ richest. of “all spectacularly
ferent, so - no_.actusl family’s se.. - .- 7 7 -
gains-and losses will be identical - - @ Pensioners have more or
to those in our table. e less held their ground since
' The highlight of this_ yeat’s: 1979, after a big improvement in
study, - prepared. by the . insti- . their . relative "living standards
A = i ~-§§:"‘ lg:t‘i:nd 1979. e
.. @: Nearly everyone is now at ay’s cut in mortgage ral
: the ‘will. further raise living stan-
Conservatives took office : in - dards for those groups buying
1979. The unemployed are the . their own homes. A family with
exception... They - have ' lost - 3 £15,000 mortgage, - like the
’ = - . s skilled manual worker in our

table — benefits by £3.00 a week
or 1% off the rate. S

benefit from the abolition of the
investment income surcharge. A
family with an investment
' income of £20,000 a year weuld
gain £37.21 a week from the

change.
Lswson’s budget put raising
tax allowances first because, he

said, “low tax thresholds wor- freed.
sen the povu_'ty.and unemploy- -

tter

ment traps, so that there is littie
if any financial incentive to find
a better job, or even none at all.”
But separate IFS calculations

show that the raising of the ’

thresholds - will . have little

impact. . -

They measwre the incentive

effect by g the mar-

ginal rate of tax —that is to say, .

-what proportion of each extra
<pound earned ‘goes to the

taxman. The - impact -of the .
budget turns out to -be small: the -

average  person’s tax
rate will fall by
percentage points, from 393%
to 39.0%.

What of the “wnemployment
trap”, the incentive not to work
at all? Before the budget, 2.9%
of the working population were
hardly better off for working.
These people — 580,000 in all -
have an income while on the
dole equal to 90% or more of
what they would earn in work.
The budget changes hardly alter
their number.

Could Lawson have done
better? Yes, says the IFS, by
raising the child benefit. Child

. benefit is payable to all who

qualify workers and the
jobless.. It is tax-free, so it does

not blunt the work incentive. If |

Lawson had put his £940m into
raising the benefit by £1.50,
75,000 fewer families would get

as much as 90% of their work |

income when on the dole. In
other words one in seven of
those at present in this unew-
ployment trap would have been

- ~David Lipsey

only: 03.
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THFE number of people i
poverty In Britain in 1983

phssed the 74 million mark.
On March 18, 1984 tHe FT in- '
dustrial ordlnary index hit.

an all-time high of 894.7. The
two events were not unre-
lated. % similar conjunction
occurred, though at a lower
level, 1n the property -and
fringe banking boom of 1973.

Two yeats ago, on January
5, 1982, the FT Industrial
ordlnary index stood at 518.1,
thus lmplflmi an average 73
per cent rise in the wealth of
equity holders during the
past two years, At the other

end of the spectrum: there -

were 1.8 million pensioners,
and about 5.4 milllon below
pension age, including depen-
dants, living on meanstested
supplcmentlry benefit (the
semi-official State.
line), over 'seven months ago.
The total figuré now is almost
certainly over 74 million,
In:May 1979, the equivalent
figlire was 44. milllon, The

increase in less.than five years

poverty

A the numbers Hvlng ln
{)overty thas therefore been no

ss than 72 per cent, a figure  equals 100) the
unprecedental since 1829. (“urter of 1979 to 1115 ln
Another factor pushes this
total éven higher, For 71 mil- fall of 4.7 per cent.:
lion excludes those living

below the ' ‘supplementary
benefit level but not claiming
,benefit .~ elther out of ' gg
pride, ignorance of thelr . gj]
;entitlement, or for whatever
‘other reason. In 1881, the
last occasion when an
attempt was made officlally
to estihate the number of
these, it was found that.there
were about 810,000. pers
sioners in this category, Elus
100,000 sick and disabl

<and 50,000 one-parent fami-'
fes — 139 milllon In all
hus the best estimate /that -
numbet ol oplé” lving 1

ritain today Id

six of the whole population, . L

Apart from these éxtrémes nhuontl
. of wealth and overty, what \he used to,
havé heen the changes In the .':qumer
Jlving standards of the nation econdly,
| as a whole?? Here movements ' &hb a

. disposable '
acknowledged.to be the. best’

sinc

- 1 a fall from x Tevel of 1109

'(wheré the 1075 real per: | spite blg wage. incredses I
sonal disposable income level

e third quarter of 1983, &

Theré is, however, a good -
deal of variation round’ thiy
.average. First, whilst overall
‘the standard of living of the
er cent of the workforce

in work has
slightly or dvera e. the mn-
dard of llving o
ployed, has dropped much
moro drammcllly (and this

oes not refer to the obvious

oss of income from being '
‘made redundant, but to the

I%vel of bm’:eﬂtdnv:ﬂ;ble to

the unemploye: loday as

people, 400,000 unemployed, gpposed m];wyr years agyo)

As a resylt of thé. cutin
the trebal névl;thle %Bunem 19y-

ment be n
cah be made of thHe tom .. total abolition In 19
g :nmlnu ;e'l,ynmlm c\l:,pple ent |
0 unemploym
nbout 1-9 million = one in‘t el tad - thempldyed
{-now recelves. not a third of
erage earnings.as.
but lcn thm a. 3
- off erts

re still ln work there
in the lndcx of real personal = has renn 4 sharp polarlmlon
079, The poorest fami-
- 1ies 4t half average eamlngs‘
indicator, What this reveals &whlch were about  £167 .
eek gross in Aprll 1982), de- ;

‘ national insurance ,contribu-
‘lon Ificrenses. The

.ende

"than “average rises
) he evidenc‘e o?”

| concessions, . are  left

anniial pay’ !ncreuéu plus

- 1979-80, dre slightly worse of enormous tax handouts In

- because of low wnf settle- the 1979 budget (worth an
ments combined with large extra £4,000 4 year at top ex-
‘councll rent rises. and large ecutive levels)—have com-

- bined to produce a huge gain
+in living standards. They are
now some 22 per cent better '
Off In teal terms thatt in 1979
according to the Institute of

amlly on
average earnings did slightly -
better, despite the steep rise
in mortgage Interest, beéaiise

:ugey lncr;nslﬁs in betthte Jlast . Flseal Sbudles’ calculations), -
wo years held u; er.

e e ettt & h,:"",;’,‘:;,".f:’ ?f, m{"’;‘ﬂ:'
one and a half average eart- '} ower ¥ betweén - differen

ings (£230 gross a week) has
slightly worse off be..

cause recent pay increases gt ¢ :ﬁ,u‘;{;,mu:: n short ter.m
this level have hot been 50 i uirden, but 10rig- hﬁi nhlds in
‘hlgh. ¢ income . distribution - gince
; "#hié - higher ' {ncome before the ‘last war.’ These .
"Ievell However, thé thanges' ' ‘are set out In the table, The
Been dramatit. At three ! trend revealed Is “a &ery
'“m!&' average' . earnings . significant dne. 1ft: shows that .
(nearly . £25000 a year) ' the richest 10-per ¢ent had a.

managers ' and _professionals; . ﬂ umeg bl gger {ftcome lhtre
havé not only had' bl er nation's . resontces |
v19389 but thic had declmed‘
a retall aut- ( Sovet the next. 40, yeprs: to
'slightly over Nlct. ever
-|{in, Mrs ‘Thatchers nm yeu.
;*aIthls trend was reversed
therefote.. 1 r, cqnt better
than In:

big. UK compahiés
but lm) very generous t

S.n

cfeaud thelr shlrn. bac|
l 20 .

7 @ pro pO n, they

'At t\e top Iﬁcome level . yemngo. nvem Henﬂd
(chairmin,’ chief éxeécutive, .- dle 60 per cent e
higher professiorial), of five . itioA steadily lncfene eh'
timés dverage earnings, or ‘ income share throughout this
£40,000 .a .year, the. same- fac-- + 40 year period, but this trend-
ton writ even larger—bigger wn reverued for the first

4 i fnze (R

gections of the. {upulmon is. !
0

“theé , richest 10, per cent !n-‘

t|me in 1976-80, The pooreh
80 per cent of the popula-
tion, who have never hld
more than about half the i
. come share that the
numbéu mlgl\t "havé
te o v 5"! a'e“ﬁ;r

A adual décline
"the {“{r 30 years, {w
. acclerated markedly n
lln{ln yetr 1979-80.

would; of. coured;’
hel‘pful to mend this  dnd.
to the  mext

But a po 1':1:!!
daelslon hn recently
hken to, dlscontlnue lll work
sl Sy
Yot of en(c)isdl or’ 3 hln’

'o( on
rry out estlnmes ur dlt—

lbutlon of income . nly
" @very threé yedrs {nstéad
_-every year' as pr ously, . Au

a result the. 1ext analysls, fo
‘19 1-2, ls still - riot rudy fo
pu lieation,, * - ‘

At thh-d Yetevant’ hdo

6 s the changes in th

dmﬂbhubl\ of wealth, Inlln

pt; cent ot gh
Mult UK at
.23 pér cen o! total fnlr!et

lble 'El mounte:
66,000 - nmuon Th

vt e o e I
er 0! 2
11’vemh. whilst the poorest 50

lner cent .owned only 6 per
cent. This means that the
. average penon among the

sﬂchest' 1" pe
country held lbﬂut £315,000
in private wealth (m»avmge

r cent .in.: the

figure which torceals 'enor+
«moug varlations ranging, up
‘to more than £100 million in
“nmne ihdividual cages) whilst
poorest half of the popu-

about £1,600 each:

}mlon held on average only

F It dlMcult to assdss’ With'

hbfdmll ‘have changes over

rtainty how wealth-

{ time. ‘Atcording to Inland

“Revenitie datd,
richest ', per
(egactly. thé danre share of
itotat wealth ds. in 1980, and

e e

in 1974 the

cent held

“the poorest half .bf the popu-
{1ation held marginaily moré
}n 1974 'than ih 1980, 'so If

an!
ul'g‘ht

hln&ﬁen has been a

ent increase In In-

e%he bment chk Ex-

(chahge i’ .
{expdnd ﬂ’te wéallh
aome of the' est neome

ithe, fcmmtm
' [rollér-ohster fot’m' M’ wéurlh !
‘ nnemor'owr the last 20
{yeurd 8 | 4 Wh

FT-

]
toariés! 800 m\m IdeR,

48 1 actud
ent in' re

this
stantid

£

tallen  28: pet
‘value. Yet over
eriod the rich havé subh '
ily. reduced their. hold-

n | A——-———— - 0 -

“ very generousl

P —

As the rich get rlcher the numbers living in poverty soar

ings In
transferred elr v‘ealth
more and more into property.

- Wealth-holders have been
treated by
the Exchequer. Whilst income
tax, which incteasingly bears
heavily on the lowest paid,
has steadily Increased its
take as a proportion of all
Government revenue capital
taxes — capital. gn‘na tax,
estate  duty . capital
transfer tax—ﬁi@e béen consi-
derably reduced, from 8 per
cent of all Government taxes
in 10701 to onmly 2 per cent
now (compared to & colossal
72 per cent from income
tax). The Frocéu of under-
taxing wealth relatjve, to in-
come .was takén bvi further
in the 1982 budget which re-
duced the take from CGT
and CTT by an amount the
Inland Reventie estimates at
£195 million in a year, equal
to a fifth of the total take of
all capital taxation, ,

“The conclusion Ia/ not Just

i ,ﬁ:at poverty 18 now on the in-

¢rease, ‘but ‘that' the former

long-term  trend  towards

ﬁeater equality has now
n set in reverse. -

- MiéHael Medcher is Labour
MP ., for Oldham | stt and
Shadow spokesman for Health
and Social Security.



BUDGET DEBATE, 19 MARCH

Personal Tax: A Budget for the Rich?

I would like now to deal with the charge - raised by
several of the Opposition benches and others - that this
is a Budget for the rich. This charge, or charges,for
it is aimed at several different aspects of the Budget,

is wholly misconceived where it is not ill-informed.

2+ First, it ignores the substantial reductions in.income
tax being proposed. Available resources are being
concentrated - for the third year running - on raising the
real value of the basic allowances for single people and
married men. These will be'aver 7 per cent high in real
terns than last year, and 25 per cent higher than in

1A3&-319.

4984-82= 80 per cent of the total cost of ipcome tax
W, o fult year

reductions -—ﬁeme—£4%—%&%&ion—in—4984—8§-—Lgoes on raising

personal allowances. Raising allowances gives maximum

help to the low-paid. In this respect it is much preferable
to reducing the basic rate, where the benefits are spread
across taxpayers in proportion to their taxable .

income. Becaucse the basic personal allowances are to be

increased by 124 per cent, but the higher rate thresholds

by only 5-6 per cent,«?hey—wi4;—add—avéepen_cent_tn_thﬁ

o o O oW o > o - S0 =~ ~ a¥a atkt
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3, Mr Hattersley claimed inthe House (14 March) that the

increase in the thresholds provides much less help
g
l£10¢ in 1984-8%{ to a couple who earn £5,000 a year than

to one earning £50,000 a year t£60qj. He had clearly



read as far as Table 2 in the Treasury press release

on "Income Tax". It is a pity he did not read further.

¥

the percentage of income paid in

Table 9A shows that

income tax and NIC for acouple on %Z,OOO a year falls

by 1%@percentage points in 1984-85 but that for a

couple on £50,000 a year it falls by only one-tenth

of 1 percentage point.

4, The increase in the basic allowances are a significant
contribution to our long-term goal of restoring
thresholds to sensible levels. Twenty years ago the
married man's allowance stood at 45 per cent of average
earnings. By the time we took office it was down to
31 per cent. The changes I propose in this Budget,
together with those in my rt hon Friend the Foreign
Secretary's last Budget, make a start on reversing the
downward trend. A twenty-year decline cannot be
reversed overnight. Next year the wmarried uwan's
allowance will still only be 33 per cent of average
earnings. But we have made a start. Further
increases in allowances will be a priority as resources

permit.



5. - It is true that the age allowances are to be increased
by less than the basic personal allowances. But their
real value is being maintained, as is that of the retire-
ment pension. It was right to concentrate the bulk of

the resources available on raising the basic thresholds.
All agree that the latter are too low. Some people on
very low incomes pay tax.  And the tax threshold is lower
for people of working age. ‘ It must be remembered that

the age allowances are still substantially higher than

the main allowances - £800 in the case of a married couple

and £485 for a single person.

g There have been suggestions that a better way of
easing the povegﬁj and unemployment traps would have been
to devote the resources used on raising tax allowances

to increasing child benefit. Let us be clear of what the
proponents of this course are suggesting. The problem

of the powerty trap is that those caught in it face very
high marginal rates, sometimés in excess of 100 per cent.
If their gross income increases they pay more tax and
national insurance and have their-means tested benefits
reduced, so that they can mctually end up worse off in

net terms.



T One way to tackle this problem is to replace means-
tested benefits by universal benefits, such as child
benefit. This would reduce marginal rates. Bht against
that it would leave the net income of the poo;*families
unchanged. They would gain from higher child 5éhefit

but lose from reduced means-tested benefits. This is the
only way that higher child benefit can help the poverty.
trap. By contrast, raising tax allowances - as we are
proposing - both reduces marginal rates and increases net
income for the poorest families in the trap. 10,000
fewer families will receive FIS while at the same time
paying income tax - a 6 per cent drop in the number so
affected. Moreover, increasing allowances by more than
indeiation will take 400,000 people of working age out of
tax. Their marginal rate drops by 30 per centage points.
2nd net income in-work is expected to rise faster than
income out-of-work for most people. So the incentive to

take a job - the unemployment trap - is improved.

8. There is anolher underlying assuuption of the child
benefit route that I would challenge. This is that we
are only concerned with the incentives - whether it be

the poverty trap or the unemployment trap - of +those

with children. In fact I am at least as concerned to
give young single people an incentive to take jobs at
reasonable wages, or to improve their skills to get better
jobs, as I am concerned asbout married men with children.
Here again ta& allowances have the edge. They are good

for the incentives of the childless as well as those with

children.



- I Now let me turn briefly to indirect taxes. Increases

‘ were needed here to contribute to the financing of the
income tax reductions. But- with the exception of
tobacco where there are strong health reasons for a real
increase - excise duties on average have merely been raised
in line with inflation. The extension of the VAT base
is, of course, a real increase. But it is not expected
to hit particularly hard at low-income groups. For example,
the biggest item is the extension to building alterations

which will affect only owner-occupiers.

10 Taking account of indirect tax increases, the Budget

is estimated togive a net gain. in real terms to a family

on average earnings. On the Government Actuary's

assumption about earnings growth, and the FSBR forecast

for prices, I expect real take-home pay to be significantly
qu.k,;,‘ '.,:J. i\ higher in 1984-85 compared with 198%-84. /The 1argestL
P“"‘* : Qwe Fo v/ gains will be for the low-paid, assuming their earnings
cf, CTS pPoqers o« \
elhee owe Y o
sVceadte 1™ b oF
» (nh-u]

rise in line with the average.]’ ,‘\

41. Next, 1 might mention the number of ways in which. the
otherwise "better-off" lose directly from this Budget.

One is the measures we are proposing to withdraw the tax
reliefs on the foreign earnings of UK residents working or
trading abroad. This relief was introduced in 1974 at

a time of absurdly high marginal rates. It is no longer

Justified. UK top and average tax rates are no longer
out of line with our competitors. The reliefs are ]also
excessively complex and much abused - at the expensé of
employers, tax revenue and the balance of payments.

Secondly, we are taking a further, considered step towards

»



taxing car benefits on a realistic basic - a 10 per cent
increase is proposed for 1985-86. Thirdly, there is the
withdrawal of LAPR on new policies, a change which will
remove an important distortion to savings decisions and
which, over a period of years, will yield substantial

revenue savings for use elsewhere.

12.. Finally, in case my inadvertent references to
"married men" instead of "married couples" leaves me open
to the charge of sexism, I would like to make a new
announcement. The House will recall that in 1980 we
published a Green Paper on the taxation of husband and
wife. This was designed to encourage and inform public
debate on whether, and if so how, the present tax system
should be adapted to reflect the social and economic changes
over recent years. Many people and organisations gave
their views and these were very valuable. But the
questions raised in the paper were so complex and wide-
ranging that, not surprisingly, no clear concensus emerged
about the direction of any change. However,the debate
cannot stop there. I hope to publish later this year

a further paper which will set out the Government's
present thinking and help forward public discussion and

understanding of the issues involved.
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1 attach a copy ofithe Official Report
No 118 Volume 56 with some corrections
indicated on the text as printed eEsehe
Budget Speech. You will find these in
columns 286, 287, 289, 290, 291, 294,
295 22y 302, 303 and 304.

of those that are not simply corrections
of typographical errors, the one that 1is
absolutely essential is the insertion of
the new heading "Business Taxation" in
column 295, although the chancellor does,
of course, attach importance to all of

them. YM ﬁ*k%)

Tudt pongine
Miss J C Simpson

Private Secretary
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Consolidated Fund Act 1984.

Restrictive Trade Practices (Stock Exchange)
Act 1984.

Occupiers’ Liability Act 1984.

Tourism (Overseas Promotion) (Scotland) Act
1984.

Merchant Shipping Act 1984.

Education (Amendment) (Scotland) Act 1984.
Pensions Commutation Act 1984.

Orkney Islands Council Order Confirmation Act
1984.

Western Isles Islands Council (Kallin Pier,
Harbour Jurisdiction) Order Confirmation Act
1984.

Ullapool Harbour Order Confirmation Act 1984.
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WAYS AND MEANS

Budget Statement

Mr. Deputy Speaker (Mr. Harold Walker): Before
I call the Chancellor of the Exchequer, it may be for the
convenience of hon. Members if I remind them that, at the
end of the Chancellor’s speech, as in past years, copies of
the Budget resolutions will not be handed around in the
Chamber but will be available to hon. Members in the
Vote Office.

3.40 pm

INTRODUCTION

The Chancellor of the Exchequer (Mr. Nigel
Lawson): This Budget will set the Government’s course
for this Parliament.

There will be no letting up in our determination to
defeat inflation. We shall continue the policies that we
have followed consistently since 1979. These policies
provide the only way to achieve our ultimate objective of
stable prices. To abandon them would be to risk renewed
inflation, and much higher unemployment. As a result of
our determined efforts, inflation is at its lowest level since
the 1960s. Economic recovery is well under way and
employment is growing.

These achievements are a tribute to the courage and
foresight of the five Budgets presented by my
distinguished predecessor, whose duties unfortunately
keep him in Brussels today.

I shall do nothing today to compromise those successes.
But there is much that I can do to build upon them.

My Budget today has two themes—first, the further
reductiony of inflation; and, second, a series of tax reforms
designed to enable the economy to work better, reforms
to stimulate enterprise and set British business on the road
to profitable expansion, reforms that will help to bring new
jobs.

I shall begin by reviewing the economic background to
the Budget. I shall then deal with the medium term
financial strategy; with monetary policy and the monetary
targets for next year; and with public borrowing and the
appropriatc PSBR for the coming year. I shall then turn to
public expenditure, including the prospects for the longer
term. Finally, I shall deal with taxation, and the changes
in the structure of taxation which will pave the way for cuts
in taxes in subseyuent years. [or this will be a tax reform
Budget.

As usual, a number of press releases, filling out the
details of my tax proposals, will be available from the Vote
Office as soon as I have sat down.

THE ECONOMIC BACKGROUND

I start with the economic background.

Since 1980, inflation has fallen steadily from a peak of
over 20 per cent. For last year as a whole it was down 10
about 42 per cent., the lowest figure since the 1960s. And
with lower inflation liave come lower interest rates.

This in turn has led to an economic recovery whosé
underlying strength is now beyond dispute. Whereas i
some previous cycles recovery has come from a self-
defeating stimulus to monetary demand, this time it has
sprung from sound finance and honest money. Lower
inflation and lower interest rates benefit industry
business, and consumer confidence alike.
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Across the economy, total money incomes grew in
1983 by about 8 per cent., of which 3 per cent. represented
real growth in output. Although there is still room for
improvement, this is a very much healthier division
between inflation and real growth than the nation
experienced in the 1970s. Output in the second half of
1983 is now reckoned to have exceeded the previous peak,
before the world recession set in, and is still rising
strongly.

Productivity, too, has continued to improve rapidly.
Just as over the past year many have wrengly predicted an
end to the recovery, so some have tried to dismiss the sharp
rise in productivity as a flash in the pan. Yet in 1983
manufacturing productivity grew by 6 per cent. for the
second year in succession. Unit labour costs across the
whole economy are likely to show the smallest annual
increase since the 1960s. This has allowed a welcome and
necessary recovery in real levels of profitability.

Higher profits lead to more jobs. The number of people
in work increased by about 80,000 between March and
September last year. The loss of jobs in manufacturing has
slowed down sharply, while jobs in services increased by
getting on for 200,000 in the first nine months of last year.

But further progress is needed. Although our unit wage
costs in manufacturing rose by under 3 per cent. last year,
our three biggest competitors, the United States, Japan and
Germany, did better. The employment prospect would be
significantly improved if a bigger contribution to
improved cost performance were to come from lower pay
rises.

Demand, output, profits and employment all rose last
year. Home demand has played the major part in the
recovery so far. Lower inflation reduced people’s need to
save, and real incomes rose. Personal consumption
increased by over 3V% per cent. compared with 1982. Fixed
investment rose rather faster than consumption, with
investment in housing and services particularly strong.

Our rate of economic growth last year was the highest
in the European Community. For much of 1983 our export
performance was affected by weak demand in many of our
overseas markets, while imports rose slightly faster than
home demand. But by the end of last year world trade was
clearly moving ahead again, and in the three months to
January manufacturing exports increased very substanti-
ally. The balance of payments on current account last year
is estimated to have been in surplus by about £2 billion.

Our critics have been confounded by this combination
of economic recovery and low inflation. Even the
pessimists have been forced to acknowledge the durability
of the recovery. It is set to continue throughout this year
at an annual rate of 3 per cent. Inflation is expected to
remain low, edging back down to 4% per cent. by the end
of this year. With rising incomes and low inflation,
consumption will continue to grow. And, encouraged by
improved profitability and better long-term growth
prospects, investment is expected to rise by a good 6 per
cent. this year. '

Looking abroad, too, economic prospects are more
favourable than they have been for some time. Output in
the United States should continue to grow strongly this
year, and recovery is spreading to the rest of the world.

O urse, there are inevitable risks and uncertainties.
The size and continued growth of the United States budget
deficit is a cause of widespread concern and keeps interest
rates high, exacerbating the problems of the debtor
countries. And the need to finance the United States deficit
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by inflows of foreign capital has kept the dollar artificially
high and led to a massive and growing trade deficit, greatly
increasing the pressures for protectionism within the
United States.

A second potential risk is disruption in the oil market.
The United Kingdom, and indeed the whole world
economy, inevitably remain vulnerable to any major
disturbances in this market.

But despite these risks there is a growing sense
throughout the industrialised world that the recovery this
time is one which can be sustained. The essential
requirement is the continued pursuit of prudent monetary
and fiscal policies.

THE MEDIUM-TERM FINANCIAL STRATEGY

For the United Kingdom, the medium-term financial
strategy has been the cornerstone of such policies. It will
continue to play that role—to provide a framework and
discipline for Government and to set out clearly, to
industry and the financial markets, the guidelines of
policy. Too often in the past Governments have abandoned
financial discipline whenever the going got rough, and
staggered from one short-term policy expedient to another.
The temptation to accommodate inflationary pressure
proved irresistible, and the nation’s longer-term economic
performance was progressively undermined.

The medium-term financial strategy was designed to
remedy this, by imposing a disciplined financial
framework which would also ensure consistency between
monetary and fiscal policies, and a proper balance in the
economy. It is so designed to ensure that the more inflation
and inflationary expectations come down, the more room
is available for output and employment to grow.

People now know that the Government intend to stick
to their medium-term objectives. They understand that the
faster inflation comes down, the faster output and
employment are likely to recover. The increasing degree
of realism and flexibility in the economy owes much to the
pursuit of firm and consistent policies within the MTFS
framework.

Originally the MTFS covered four years. In this first
Budget of a new Parliament it is appropriate to carry it
forward for five years. So the MTFS published today in
the Financial Statement and Budget Report—the Red
Book — shows a continuing downward path for the
monetary target ranges over the next five years, and a path
for public borrowing consistent with that reduction. It
takes full account of important influences such as the
pattern of North sea oil revenues, and the level of asset
sales arising from the privatisation programme.

For the two final years of the new MTFS, which lie
beyond the period covered in last year’s public expenditure
survey and last month’s White Paper, the Government
have not yet made firm plans for public spending. But the
MTEFS assumption—and at present it is no more than an
assumption —is that the level of public spending in
1987-88 and 1988-89 will be the same in real terms as that
currently planned for 1986-87.

The precise figures set out in the MTFS are not of
course a rigid framework, lacking all flexibility. As in the
past, there may need to be adjustments to take account of
changing circumstances. But no changes will be made that
might jeopardise the consistent pursuit of the
Government’s objectives.
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MONETARY POLICY

Monetary policy will continue to play a central role.
Further reductions in monetary growth are needed to
achieve still lower inflation.

Over the 12 months to mid-February the growth of
sterling M been well within the 7 to 11 per cent. target
range, with M1 at the top of the range and PSL2 a little

above it. While in the early months of the target period
most measures of money showed signs of accelerating,
since the summer growth in all the target aggregates has
been comfortably within the range. And nominal interest
rates have continued to decline in line with falling
inflation.

Other evidence confirms that monetary conditions are
satisfactory. The effective exchange rate has remained
fairly stable, despite the international uncertainties which
I have described.

If monetary policy is to stay on track, its practical
implementation must adapt to changes in the financial
system and in the significance of different measures of
money. There is of course nothing new in this. Over the
years we have more than once altered the target ranges and
aggregates to take account of such changes. But the thrust
of the strategy has been maintained.

One important development has been the decision to
give a more explicit role to the narrow measures of money.
Sterling M3 and the other broad aggregates give a good
indication of the growth of liquidity. But a large
proportion of this money is in reality a form of savings,
invested for the interest it can earn. In defining policy it
is therefore helpful also to make specific reference to
measures of money which relate more narrowly to
balances held for current spending.

It was for this reason that M1 was introduced as a target
aggregate, but it has not proved entirely satisfactory for
that purpose. With the rapid growth of interest-bearing
sight deposits, M1 has become an increasingly poor
measure of money held to finance current spending. The
signs are that this will continue.

Other measures of narrow money have not been
distorted to the same extent. In particular, MO, which
consists mainly of currency, is likely to be a better
indicator of financial conditions than M1. There is also the
new aggregate M2, which was specifically devised to
provide a comprehensive measure of transactions
balances. This may also be a useful guide but, being new,
still needs to be interpreted with particular care.

In the past two years, it has been possible to set a single
target range for both broad and narrow measures of
money. But this will not normally be the case; for narrow
monetary aggregates tend in the long run to grow more
slowly than broader measures. Thus, this year’s Red Book
sets out two separate—though overlapping—ranges.

The target range for broad money will continue to apply
to sterling M3, and for the coming year will be set at 6 to
10 per cent., as indicated in last year’s MTFS. The target
range for narrow money will apply to MO and for next year
will be set at 4 to 8 per cent. [Interruption.] Opposition
Members ought to sit quiet. They have a lot to learn.

To avoid any possible misunderstanding, let me stress
that the use of MO as a target aggregate will not involve
any change in methods of monetary control.

The two target aggregates will have equal importance
in the conduct of policy. And the authorities will continue
to take into account other measures of money, especially
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M2 and PSL2, which include building society liabilitieg
as well as wider evidence of financial conditiom’
including the exchange rate. As in the past, monetar,
conditions will be kept under control by an appropriate
combination of funding and operations in the money
market.

So far as funding is concerned, the public sector’s
borrowing requirement, as I shall shortly explain, will be
significantly lower in the coming year. In financing it, the
role of national savings will remain important. This year's
national savings% target of £3 billion is likely to b [
achieved: the targe%for the coming year will again be £3 12
billion.

Precise monetary targets for the later years will be
decided nearer the time. But to give a broad indication of
the objectives of monetary policy, the new MTFS, like
previous versions, shows monetary ranges for a number of
years ahead. These ranges are consistent with a continuing
downward trend in inflation: they demonstrate the
Government’s intention to make further progress towards
stable prices.

PUBLIC SECTOR BORROWING

I turn now to public borrowing. Just as the classical
formula for financial discipline—the gold standard and
the balanced budget—had both a monetary and a fiscal
component, so too does the medium-term financial
strategy.

The MTFS has always envisaged that the public sector
borrowing requirement would fall as a percentage of gross
domestic product over the medium term. By 1981-82 we
had brought it down to 3-5 per cent. of GDP.

Since then, however, there has been little further fall.
The latest estimate of the PSBR for the current year,
1983-84, remains what it was in November; around £10
billion, equivalent to 3:25 per cent. of GDP. This is
significantly above what was intended at the time of last
year’s Budget, and would have been higher still had it not
been for the July measures.

We now need a further substantial reduction in
borrowing in order to help bring interest rates down further
as monetary growth slows down. Sterling interest rates
are, of course, also influenced by dollar interest rates; but
that makes it all the more important to curb domestic
pressures. [n contrast to virtually the whole of the post-war
period, United Kingdom three-month and long-term rates
are now lower than American rates. As long as American
rates remain near their current level, it is highly desirable
that this advantage be maintained. ;

The higher level of asset sales we are planning as the
privatisation programme gathers pace is a further reason
for reducing the PSBR significantly in the coming year.
Asset sales reduce the Government’s need to borrow. But
their effect on interest rates may be less than the effect of
most other reductions in Government spending
programmes. < ‘Ig_

Last year's/MTFS showed an illustrative PSBR for
1984-85 of r cent. of GDP, equivalent to around £8
billion. But [ believe that it is possible, and indeed
prudent, to aim for a somewhat lower figure, I am
therefore providing for a PSBR next year o per cent.
of GDP, or €7 23pillion. 471, 2

The House will recall that in November I warned that
on conventional assumptions, including the 1983 Red
Book’s PSBR figure of £8 billion for next year, I might
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have to increase taxes slightly in the Budget. I am glad to
report that the latest, and more buoyant, forecasts of tax
revenue in the coming year have improved the picture. A
PSBR of £7-23 billion will require no overall net increase
in taxation. Y

Moreover, while the measures I shall shortly announce
will, after indexation, be broadly neutral in their effects
on revenue in 1984-85, they will reduce taxation in
1985-86 by well over £1775/billion. And the MTFS
published today shows that there should be room for
further tax cuts not only in 198386, but throughout the
remainder of this Parliament, provi§ed that we stick firmly
to our published plans for public expgnditure to 1986-87,
and maintain an equally firm control Rf public spending

thereafter. € ,‘ 3 ("_

PUBLIC EXPENDITURE

The public expenditure White Paper setting out our
spending plans for the next three years was approved by
the House last week. Today I want to consider the
important issue of Government spending in a rather wider
perspective.

For far too long, public spending has grown faster than
the economy as a whole. As a result, the tax burden has
steadily increased and income tax has extended steadily
lower down the income scale.

We have seen a massive enlargement in the role of the
state, at the expense of the individual, and a corresponding
increase in the dead weight of taxation holding back our
economic progress as a nation.

This process has to stop. But it has arisen because much
public spending is directed to eminently desirable ends.
This raises difficult issues which deserve the widest
possible consideration and debate.

The Government are therefore publishing today, in
addition to the customary Budget documents, a Green
Paper on the prospects for public spending and taxation
over the next 10 years. It examines past trends; discusses
the pressures for still higher spending; and examines the
rewards for the individual and the benefits for the economy
if these pressures can be contained.

The Green paper concludes that, without firm control
over public spending, there can be no prospect of bringing
the burden of tax back to more reasonable levels. On the
assumptions made in the Green Paper, the burden of
taxation will be reduced to the levels of the early 1970s
only if public expenditure is kept broadly stable in real
terms over the next 10 years.

The Government believe that the issues discussed in the
Green Paper merit the attention of the House and the
country.

In contrast to previous years, I have no package of
public expenditure measures to announce in this Budget.
The White Paper plans stand.

I can, however, make one announcement, which I think
the House will welcome. Within the published plans the
Government have been able to provide the National
Heritage Memorial Fund with additional resources which
will enable it among other things to secure the future of
Calke Abbey. My right hon. Friend the Secretary of State
for the Environment will be announcing the details later
today.

The House will recall that proposals for the new rates
of social security benefit to come into force in November
are not now made at the time of the Budget. Following last
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year’s legislation to return to the historic method of
uprating, price protection is measured by reference to the
retail price index for May. My right hon. Friend the
Secretary of State for Social Services will be announcing
the new rates of social security benefits, including child
benefit, when the May RPI is known.

Before leaving Government spending, I should add a
word on public sector manpower. At the beginning of the
last Parliament, the Government set themselves the target
of reducing the size of the Civil Service from 732,000 in
April 1979 to 630,000 by April of this year. That target
will be achieved. We have now set ourselves the further
target of 593,000 by April 1988. I am confident that a
smaller Civil Service will continue to improve its
efficiency. The tax changes that I shall be announcing
today will reduce manpower requirements by at least
1,000 in my own Departments, which will help towards
meeting the 1988 target.

TAX REFORM

I indicated at the outset that this will be a radical, tax-
reforming Budget. It will also significantly reduce the
overall burden of tax over the next two years taken
together. And I hope to have scope for further reductions
in future Budgets.

My proposals for reform are guided by two basic
principles: first, the need to make changes that will
improve our economic performance over the longer term;
second, the desirc to make life a little simpler for the
taxpayer.

But I am well aware that the tax reformer’s path is a
stony one. Any change in the system is bound, at least in
the short term, to bring benefits to some and disadvantages
to others. And the disapproval of the latter group tends to
be rather more audible than the murmurings of satisfaction
from the former.

Some commentators have suggested that our entire
income-based tax system should be replaced with an
expenditure-based system. Even if a root-and-branch
change of this kind were desirable, it would, I believe, be
wholly impractical and unrealistic.

But I do not believe we can afford to apt for the quiet
life and do nothing. So I have chosen the middle way: to
introduce reforms, some of them far-reaching, within the
framework of our existing income-based system. I shall
also be proposing transitional arrangements where I
believe it fair and appropriate to do so.

The changes I shall be proposing today fall into three
broad categories. These are the taxation of savings and
investment, business taxation, and the taxation of personal
income and spending.

SAVINGS AND INVESTMENT

First, the taxation of savings and investment. The
proposals I am about to make should improve the direction
and quality of both. And they will contribute further to the
creation of a property-owning and share-owning
democracy, in which more decisions are made by
individuals rather than by institutions.

I start with stamp duty. This was doubled from its long-
standing 1 per cent. by the post-war Labour Government
in 1947, reduced by the Conservative Government in
1963, and once again doubled to 2 per cent. by Labour in
the first Budget presented by the right hon. Member for
Leeds, East (Mr. Healey) in 1974. I am sorry that he is not
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in his place today. At its present level it is an impediment
to mobility and incompatible with the forces of
competition now at work in the City, following the
withdrawal of the Stock Exchange case from the
Restrictive Practices Court.

I therefore propose to halve the rate of stamp duty to
1 per cent. The new rate will apply straight away to Stock
Exchange deals. It will also apply from today to other
transactions where documents are stamped on or after 20
March.

For the home buyer, the new flat rate 1 per cent. stamp
duty will start at £30,000. Below this level no duty will
be payable. As a result of this £5,000 increase in the
threshold, 90 per cent. of first-time home buyers will not
have to pay stamp duty at all.

Reducing the rate of duty on share transfers will remove
an important disincentive to investment in equities and
increase the international competitiveness of our stock
market. It should also help British companies to raise
equity finance.

In addition, I have four proposals to encourage the issue
of corporate bonds. I shall go ahead with the new
arrangements for deep discount stock and the reliefs for
companies issuing Eurobonds, and for convertible loan
stock, which were announced but not enacted last year.
And I propose to exempt from capital gains tax most
corporate fixed interest securities provided they are held
for more than a year. As such securities are already exempt
from stamp duty, this means that the tax concessions for
private sector borrowing in the corporate bond market will
now be virtually the same as for Government borrowing
in the gilt-edged market.

The reductions in stamp duty will cost £450 million in
1984-85, of which £160 million is the cost of the relief on
share transfers, and £290 million the cost of the relief on
transfers of houses and other buildings and land.

Next, life assurance. The main effect of life assurance
premium relief today is unduly to favour institutional
rather than direct investment. It has also spawned a
multiplicity of well-advertised tax wanagement schemes,
and no fewer than 50 pages of legislation attempting to
deal with its abuse. I therefore propose to withdraw the
relief on all new contracts made after today. I stress that
this change will apply only to new, or newly enhanced,
policies, taken out after today. Existing policies will not
be affected at all. The change is estimated to yield about
£90 million in 1984-85.

I am also proposing to curtail the special — but
unfortunately widely abused — privileges for what are
known as “tax exempt” friendly societies, and bring them
into line with the normal rules for friendly societies doing
“mixed” business. However, the limits within which in
future all friendly societies will be able to write assurance
on a tax exempt basis will be increased from £500 to £750.

I have also reviewed the tax treatment of direct personal
investment. The investment income surcharge is an unfair
and anomalous tax on savings and on the rewards of
successful enterprise. It hits the small business man who
reaches retirement without the cushion of a company
pension scheme, and impedes the creation of farm
tenancies. In the vast majority of cases it is a tax on savings
made out of hard-earned and fully-taxed income. More
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than half of those who pay the investment income
surcharge are over 65, and of these half would otherwise
by liable to tax at only the basic rate.

I have therefore decided that the investment income
surcharge should be abolished. The cost in 1984-85 will
% some £25 million, building up to around £350 million
in a full year.

Finally, I propose to draw more closely together the tax
treatment of depositors in banks and building societies.
These institutions compete in the same market for personal
deposits. I believe that they should be able to do so on
more equal terms as far as tax is concerned. One source
of unequal treatment has already been removed, with the
recent change made on legal advice in the tax treatment
of building societies’ profits from gilt-edged securities.
They are now treated in the same way as those of the banks
have always been.

But the major source of unequal treatment, against
which the banks in particular have frquently complained,
is the special arrangement for interest paid by building
societies. The societies pay tax at a special rate—the
“composite rate”—on the interest paid to the depositor,
who receives credit for income tax at the full basic rate.

This system, which has worked well for the past 90
years, has both an advantage and a disadvantage. The
disadvantage is that a minority of depositors, who are
below the income tax threshold, still pay tax at the
composite rate. It has not, however, stopped many of them
from using building societies because of the competitive

“Tates—they have offered. The advantage of the scheme is

its extreme simplicity, particularly for the taxpayer; most
taxpayers are spared the bother of paying tax on interest
through PAYE or individual assessment, while the
Revenue is spared the need to recruit up to 2,000 extra
staff to collect the tax due on interest paid without
deduction.

In common with my predecessors of all parties over the
past 90 years, I am satisfied that the advantage of the
composite rate arrangement outweighs the disadvantage.
It follows that equal treatment of building societies and
banks should be achieved, not by removing the composite
rate from the societies, but by extending it to the banks and
other licensed deposit takers.

Non-taxpayers will still continue to he able to receive
interest gross, should they wish to do so, by putting their
money into appropriate national savings facilities. But the
purpose of the move is not, of course, to attract savings
into Government hands: as I have already announced, next
year’s target for national savings will be the same as this
year’s and last year’s; and the total Government appetite
for savings, which is measured by the size of the public
sector borrowing requirement, is being significantly
reduced.

The true purpose of the move is simple: fairer
competition and simplicity itself. The great majority of
individual bank customers will, when it comes to tax, be
able to forget about bank interest altogether, for all the tax
due on it will already have been paid. And it will be easier
for people to compare the terms offered for their savings
by banks and building societies.

The purpose of the change is not to raise additional
revenue. The composite rate arrangement is designed to
collect no more tax than would be due at the basic rate
from all depositors under existing arrangements.

However, the Inland Revenue will be able to make staff
savings of up to 1,000 civil servants. Moreover, this figure
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takes no account of the substantial numbers of additional
Inland Revenue staff who would have been required to
operate the present system as the trend towards the
payment of interest on current accounts develops.
Accordingly, I propose to extend the composite rate

arrangements to interest received by United Kingdom |

resident individuals from banks and other licensed deposit
takers with effect from 1985-86. The composite rate will
not apply either to non-residents or to the corporate sector.
Arrangements will also be made to exclude from the
scheme certificates of deposit and time deposits of £50,000
or more.

Taken together, the major proposals 1 have just
announced on stamp duty, life assurance premium relief,
the investment income surcharge, and the composite rate,
coupled with other minor proposals, will provide a simpler
and more straightforward tax system for savings and
investment. They will remove biases which have
discouraged the individual saver from investing directly in
industry. They will reinforce the Government’s policy of
encouraging competition in the financial sector, as in the
economy as a whole. And they are part of a package of
measures designed to enable interest rates to fall, and
reduce the cost of borrowjing.

I now turn to business taxation. Here the Government
have two responsibilities towards British business and
industry. The first is to ensure that they do not have to bear
an excessive burden of taxation. The second is to ensure
that, given a particular burden, it is structured in the way
that does least damage to the nation’s economic
performance.

The measures that | am announcing today will, taking
the next two years together, result in a substantial
reduction in the burden of taxation on British business.
And, in addition, I shall be proposing a far-reaching
reform of company taxation.

Responses to the corporation tax Green Paper in 1982
showed a strong general desire to retain the imputation
system. I accept that. But other changes are needed.

The current rates of corporation tax are far too high,
penalising profit and success, and blunting the cutting
edge of enterprise. They are the product of too many
special reliefs, indiscriminately applied and of diminishing
relevance to the conditions of today. Some of these reliefs
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competltors. Too much of British investment has been
made because the tax allowances make it look profitable,
rather than because it would be truly productive. We need
investment decisions based on future market assessments,
not future tax assessments.

I propose to restructure the capital allowances in three
annual stages. In the case of plant and machinery, and
assets whose allowances are linked with them, the first
year allowance will be reduced from 100 per cent. to 75
per cent. for all such expenditure incurred after today, and
to 50 per cent. for expenditure incurred after 31 March
next year. After 31 March 1986 there will be no first year
allowances, and all expenditure on plant and machinery
will qualify for annual allowances on a 25 per cent.
reducing balance basis.

In addition, from next year annual allowances will be
given as soon as the expenditure is incurred, and not, as
they are today, when the asset comes into use. This will
bring forward the entitlement to annual allowances for
those assets, such as ships and oil rigs, for which some
payment is normally made well before they are brought
into use.

For industrial buildings, I propose that the initial
allowance should fall from 75 per cent. to 50 per cent.
from tonight, and be further reduced to 25 per cent. from
31 March next year. After 31 March 1986 the initial
allowance will be abolished, and expenditure will be
written off on an annual 4 per cent. straight line basis.

When these changes have all taken place, tax
allowances for both plant and machinery and industrial
buildings will still on average be rather more generous
than would be provided by a strict system of commercial
depreciation.

The changes in the rates of allowances will not apply
to payments under binding contracts entered into before
midnight tonight, provided that the expenditure is mcurred
within the next three years.

There will be transitional tax arrangements for certam
investment projects in the development areas and special
development areas. When a project in those areas has had
an offer of Industry Act selective financial assistance and
also attracts regional development grants, the existing
capital allowances will continue to apply to the
expenditure to which the selective assistance is related.

reflect economic priorities or circumstances which have Lt These arrangements will cover projects for which offers

long vanished, and now serve only to distort/investment
decisions and distest choices about finance. Others were
introduced to meet short-term pressures, notably the
upward surge of inflation.

With inflation down to today’s low levels, this is clearly
the time to take a fresh look. And with unemployment as
high as it is today, it is particularly difficult to justify a tax
system which encourages low-yielding or even loss-
making investment at the expense of jobs.

My purpose, therefore, is to phase out some
unnecessary reliefs in order to bring about, over time, a
markedly lower rate of tax on company profits.

First, capital allowances. Over virtually the whole of
the post-war period there have been incentives for
investment in both plant and machinery and industrial,
although not commercial, buildings. But there is little
evidence that these incentives have strengthened the
economy or improve the quality of investment. Indeed,
quite the contrary: the evidence suggests that businesses
have invested substantially in assets yielding a lower rate
of return than the investments made by our principal
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have already been made between 1 April 1980 and today.
Similar arrangements for regional development grants
were, of course, announced by my right hon. Friend the
Secretary of State for Trade and Industry in his White
Paper last December.

Over the same period to 31 March 1986 most other
capital allowances will be brought into line with the main
changes which I have announced. The Inland Revenue will
be issuing a press notice tonight giving full details of these
proposals.

Next, stock relief. As the House will recall, this was
introduced by the last Labour Government as a form of
emergency help to businesses facing the ravages of high
inflation. Those days are past; and the relief is no longer
necessary. Company liquidity has improved and, above
all, inflation has fallen sharply. Accordingly, I propose not
to allow stock relief for increases in prices after this
month.

The changes that I have just announced, in capital
allowances and stock relief, enable me to embark on a
major programme of progressive reductions in the main
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rate of corporation tax. For profits earned in the year just
ending, on which tax is generally payable in 1984-85, the
rate will be cut from 52 per cent. to 50 per cent. For profits
earned in 1984-85 the rate will be further cut to 45 per
cent. Looking further ahead, to profits earned in 1985-86,
the rate will go down to 40 per cent. ; and for profits earned
in 1986-87 the main rate of corporation tax will be 35 per
cent.—no fewer than 17 percentage points below the
current rate.

All these rates for the years ahead will be included in
this year’s Finance Bill; and when these changes are
complete, our rates of capital allowances in this country
for the generality of plant and machinery will be
comparable with those in most other countries, while the
rate of tax on profits will be significantly lower.

The substantial reduction in the rate of corporation tax
will bring a further benefit. Our imputation system allows
a company to offset in full all interest paid. But only a
partial offset for dividends is allowed. Companies thus
have a clear incentive to finance themselves through
borrowing and in particular bank borrowing rather than by
raising equity capital. The closer the corporation tax rate
comes to the basic rate of income tax, the smaller this
undesirable distortion becomes.

Of course, the majority of companies are not liable to
pay the main rate of corporation tax at all. For them it is
the small companies’ rate, at present 38 per cent., which
applies. I propose to reduce this rate forthwith to 30 per
cent. for profits earned in 1983-84 and thereafter. A tax
regime for small companies which is already generous by
international standards will thus become markedly more
generous.

The corporation tax measures I have just announced
will D¢”cost £280 million in 1984-85. In 1985-86 the cost
will} £450 million—made up of £1,100 million by way
of reductions in the rates, only partially offset by a £650
million reduction in the value of the reliefs. During the
transitional period as a whole, these measures should have
a broadly neutral effect on the financial position of
companies. But when the changes have fully worked
through companies will enjoy very substantial reductions
in the tax that they pay.

Business and industry can go ahead confidently on the
basis of the corporation tax rates I have announced today,
which set the framework of company taxation for the rest
of this Parliament.

Over the next two years, these changes will cause some
investment to be brought forward, to take advantage of
high first year capital allowances—a prospect made all
the more alluring for business since the profits earned will
be taxed at the new, lower rates. But the more important
and lasting effect will be to encourage the search for
investment projects with a genuinely worthwhile return,
and to discourage uneconomic investment.

It is doubtful whether it has ever been really sensible
to subsidise capital investment irrespective of the true rate
of return. But certainly, with over 3 million unemployed,
it cannot make sense to subsidise capital so heavily at the
expense of labour.

These changes hold out an exciting opportunity for
British industry as a whole: an opportunity further to
improve its profitability, and to expand, building on the

160

13 MARCH 1984

Budget Statement 298

recovery that is already well under way. Higher profits
after tax will encourage and reward enterprise, stimulate
innovation in all its forms, and create more jobs.

I now turn to some more detailed measures affecting
business.

The business expansion scheme, introduced last year as
a successor to the business start up scheme, has been
widely welcomed as a highly imaginative scheme for
encouraging individuals to invest in small companies. It
is already proving a considerable success. It now needs
time to settle down, and I have only one change to propose
this year.

The scheme was designed to offer generous incentives
for investment in new or expanding companies in high risk
areas. The ownership of farmland cannot be said to fall
within this category, and I therefore propose that from
tomorrow farming should cease to be rated as a qualifying
trade under the scheme.

Next, in keeping with what I have said about removing
complexity and distortions, I propose to abolish two reliefs
in the personal tax field which were introduced at a time
when this country suffered from excessively high rates of
income tax. As we have reduced those rates, the reliefs are

- no- longer justified. - -~ --.

The first is the 50 per cent. tax relief—falling after
nine years to 25 per cent.—applied to the emoluments
of foreign-domiciled employees working here for foreign
employers. These employees are often paying much less
tax here than they would either in their own country or in
most other European countries. At present income tax
rates, the need for this relief has clearly disappeared.
Moreover, it is open to widespread abuses. It is, for
example, possible for someone whose parents came here
from abroad, and who has himself lived here all his life,
to enjoy this relief, if he works for a foreign company.
That cannot be right.

I therefore propose to withdraw the relief for all new
cases from today. For existing beneficiaries, the 25 per
cent. relief will cease on 6 April, and the 50 per cent. relief
will be phased out over the next five years.

I also propose to withdraw the foreign earnings relief
for United Kingdom residents who work at least 30 days
abroad in a rax year. This relief, too, harks back to the days
of penally high income tax rates. It, too, has been
exploited, in particular by those who prolong their
overseas visits purely in order to gain a tax advantage. I
propose to withdraw the matching relief for the self-
employed who spend 30 days abroad, and for those
resident in the United Kingdom who have separate
employments or separate trades carried on wholly abroad.
The relief will be halved to 122 per cent. in 1984-85 and
removed entirely from 6 April 1985.

However, I am not making any change to the 100 per
cent. deduction given for absences abroad of 365 days or
more. In addition, I have authorised consultations by the
Inland Revenue about a possible relaxation in the rules
governing the taxation of expenses reimbursed to
employees for travel overseas.

The abolition of these reliefs will eventually yield
revenue savings of over £150 million, and represents
another useful step in the removal of complexity and
distortions in the tax system.

I need to set the car benefit scales for 1985-86 for those
provided with the use of a car by their employer. Despite
the increases over recent years, the levels still fall short of
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any realistic measure of the true benefit. I am proposing
an increase of 10 per cent. in both the car and car fuel
scales with effect from April 1985.

Unnecessarily high rates of tax discourage enterprise
and risk taking. This is true of the capital taxes, just as it
is of the corporation and income taxes. It is a matter of
particular concern to those involved in running unquoted
family businesses. The highest rates of capital transfer tax
are far too high and badly out of line with comparable rates
abroad. I propose therefore, in addition to statutory
indexation, to reduce the highest rate of capital transfer tax
from 75 per cent. to 60 per cent. For lifetime gifts 1
propose to simplify the scale so that the rate is always one
half of that on death.

For capital gains tax I will, as promised, bring forward
in the Finance Bill proposals to double the limit for
retirement relief to a figure of £100,000, backdated to
April 1983. A consultative document on other possible
changes in this relief is being issued next week. I am
proposing no other changes this year in capital gains tax
beyond the statutory indexation of the exempt amount
from £5,300 to £5,600. However, the tax continues to
attract criticism—not least for its complexity—and that
is a matter to which I hope to return next year.

We have done much to improve the development land
tax. Early in the last Parliament, my predecessor increased
the threshold from £10,000 to £50,000. I now propose a
further increase to £75,000, which will reduce the number
of cases liable to the tax by more than one third.

Next, share options. The measures introduced in the
last Parliament to improve employee involvement through
profit-sharing and savings-related share options schemes
have been a notable success. The number of these schemes
open to all employees has increased from about 30 in 1979
to over 670 now, benefiting some half a million
employees. To maintain and build on this progress I
propose to increase the monthly lirit on contributions to
savings-related share option schemes from £50 to £100. I
have also authorised the Inland Revenue to double the tax-
free limits under the concession on long service awards,
and to include within these limits the gift of shares in the
employee’s company.

But beyond this, I am convinced that we need to do
more to attract top calibre company management and to
increase the incentives and motivation of existing
executives and key personnel by linking their rewards to
performance. I propose therefore that, subject to certain
necessary limits and conditions, share options generally be
taken out of income tax altogether, leaving any gain to be
charged to capital gains tax on ultimate disposal of the
shares. The new rules will apply to options meeting the
necessary conditions which are granted from 6 April.

I am sure that all these changes will be welcomed as
measures to encourage the commitment of employees to
the success of their companies and to improve the
performance, competitiveness and profitability of British
industry.

As the House knows, the Government are deeply
concerned at the threat which the spread of unitary taxation
in certain United States states has posed to the United
States subsidiaries of British firms. With our European
partners we are monitoring the situation closely, and await
with keen interest the imminent report of United States
Treasury Secretary Regan’s working group. It is essential
that a satisfactory solution is found and speedily
implemented.
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United States firms operating in this country are not, of
course, taxed on a unitary basis.

I now turn to oil taxation. Last year’s North sea tax
changes were well received, and there has been a
substantial increase in the number of development projects
coming forward, and a new surge in exploration. Work on
no fewer than 128 offshore exploration and appraisal wells
started last year—an all-time record.

The Government are already committed to a study of
the economics of investment in incremental development
in existing fields. This is of increasing importance, and in
consultation with my right hon. Friend the Secretary of
State for Energy I therefore propose to review this area
with the industry, and to legislate as appropriate next year
to improve the position. To prevent projects being deferred
pending this review, any changes will apply to all projects
which receive development consent after today.

Meanwhile, I am taking two measures to prevent an
unjustified loss of tax from the North sea. First, in addition
to the PRT measures on farmouts which I announced last
September, I am limiting the potential corporation tax cost
of such deals. Second, I propose to repeal the provision
which allows advance corporation tax to be repaid where
corporation tax is reduced by PRT. I have also reviewed
the case for extending last year’s future field concessions
to the southern basin, but have concluded that an
additional incentive here is not needed.

I have just two further changes affecting business to
propose, both of which will come into force on 1 October.

Ever since VAT was introduced in this country, we
have treated imports differently from the way our main
European Community competitors treat them. While they
require VAT on imported goods to be paid in the same way
as customs duties, we do not. Under our system an
importer does not have to account for VAT on his imports
until he makes his normal VAT return, on average some
11 weeks later. During this time the importer enjoys free
credit at the taxpayer’s expense. But when one British
business man buys from another, he gets no such help from
the taxpayer: he pays his VAT when he pays his supplier.

The European Commission has for some years now
been seeking, with our full support, to get a system like
ours adopted throughout the Community. But the plain
fact is that in all that time the Commission has made no
progress whatever.

I must tell the House that I am not prepared to put
British industry at a competitive disadvantage in the home
market any longer. Should our European partners at any
time undergo a Damascene conversion, and agree that the
Commission’s proposal should be accepted after all, then
of course we would revert to the present system. But in the
meantime I propose to move to the system used by our
European competitors. We shall provide the same
facilities for payment of VAT on imports as apply to
Customs duties. That means that most importers will be
able to defer payment of VAT by, on average, one month
from the date of importation. But that is all.

As I have said, this change will apply from 1 October.
By bringing forward VAT receipts, it will bring in an extra
£1-2 billion in 1984-85, some of which will be borne by
foreign producers and manufacturers. There will of course
be no increased revenue in subsequent years.

The second change I propose to make on 1 October
concerns the national insurance surcharge. This tax on jobs
was introduced by the Labour Government in 1977 at the
rate of 2 per cent., and further increased by the right hon.
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Member for Leeds, East in 1978 to 32 per cent. During the
last Parliament, this Government reduced it to 1 per cent.,
and we are pledged to abolish it during the lifetime of this
Parliament.

Given the impact that this tax has, not only on industrial
costs but also—at a time of high unemployment—on
jobs, I have decided to take the opportunity of this my first
Budget to fulfil that pledge. Abolition of the national
insurance surcharge from October will reduce private
sector employers’ costs by almost £350 million in
1984-85, and over £850 million in a full year. It will thus
be of continuing help to British industry. As before, the
benefit will be confined to the private sector.

The house will I am sure agree that a Budget which
substantially reduces the Government’s demands on
financial markets, which abolishes the national insurance
surcharge, and which cuts the rates and simplifies the
structure of corporation tax is a Budget for jobs and for
enterprise. It offers British industry an opportunity which
I am confident it will seize.

PERSONAL TAXATION: TAXES ON SPENDING

Having announced major reforms of both the taxation
of savings and investment and the taxation of business, I
turn now to third and final area in which I propose to make
progress on tax reform. This is the taxation of personal
income and spending.

The broad principle was clearly set out in the manifesto
on which we were first elected in 1979. This emphasised
the need for a switch from taxes on earnings to taxes on
spending. My predecessor made an important move in this
direction in his first Budget, and the time has come to
make a further move today. To reduce direct taxation by
this means is important in two ways. It improves
incentives and makes it more worthwhile to work, and it
increases the freedom of choice of the individual.

Having regard to the representations I have received on
health grounds, I therefore propose an increase in the
tobacco duty which, including VAT, will put 10p on the
price of a packet of cigarettes, with corresponding
increases for hand-rolling tobacco and cigars. This will do
no more than restore the tax on tobacco to its 1965 level
in real terms. These changes will take effect from midnight
on Thursday. I do not, however, propose any increase in
the duty on pipe tobacco.

I propose to raise most of the other excise duties broadly
in line with inflation, so as to maintain their real value: not
to do so would run counter to the philosophy I outlined a
moment ago. But with inflation as low at it now is, the
necessary increases are on the whole mercifully modest.

I propose to increase the duties on petrol and derv by
amounts which, including VAT, will raise the price at the
pumps by 4V2p and 3'2p a gallon respectively. This does no
more than keep pace with inflation. The changes will take
effect for oil delivered from refineries and warehouses
from 6 o’clock this evening. I do not propose to increase
the duty on heavy fuel oil, which is of particular
importance to industrial costs.

There is one excise duty which I propose to do away
with altogether. Many of those who find it hardest to make
ends meet, including in particular many pensioners, use
paraffin stoves to heat their homes. It is with them in mind
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that I propose to abolish the duty on kerosene from 6
o’clock tonight. I am sure that this will be welcomed on
all sides of the House.

The various rates of vehicle excise duty will, once
again, go up roughly in line with prices. Thus, the duty
for cars and light vans will be increased by £5, from £85
to £90 a year. However, in the light of the reassessment
by my right hon. Friend the Secretary of State for
Transport of the wear and tear that various types of vehicle
cause to the roads, there will be reductions in duty for the
lightest lorries, offset by higher increases for some heavier
lorries. All these changes in vehicle excise duty will take
effect from tomorrow.

However, I propose to exempt from vehicle excise duty
all recipients of the war pensioners’ mobility supplement.
In addition, the existing VAT relief for motor vehicles
designed or adapted for use by the handicapped will be
extended, and matched by a new car tax relief. The effect
will be that neither VAT nor car tax will apply to family
cars designed for disabled people or substantially adapted
for their use.

I now come to the most difficult decision I have had to
take in the excise duty field. As the House will be aware,
the rules of the European Community, so far as alcoholic
drinks are concerned, are designed to prevent a member
state from protecting its own domestic product by
imposing a significantly higher duty on competing
imports. In pursuit of this, the Commission has taken a
number of countries to the European Court of Justice.

In our case, the Commission contended that we were
protecting beer by under-taxing it in relation to wine. We
fought the case, but we lost; and I am now implementing
the judgment handed down by the court last year.
Accordingly, I propose to increase the duty on beer by the
minimum amount needed to comply with the judgment and
maintain revenue: Zﬂ on a typical pint of beer, including
VAT. At the same time, the duty on table wine will be
reduced by the equivalent of about 18p a bottle, again
including VAT.

We have thus complied with the court’s judgment, and
I am happy to be able to tell the House that the Italian
Government have, after discussions, given us an
undertaking that they will comply with earlier court rulings
on discrimination against Scotch whisky.

As for the rest of the alcoholic drinks, cider, which
increasingly competes with beer but attracts a lower duty,
will go up by 3p a pint. The duties on made-wine will be
aligned with thuse vn other wine, and I propose to increase
the duty on sparkling wine, fortified wine and spirits by
about 10p a bottle, including VAT. All these changes will
take effect from midnight tonight.

These changes in excise duties will, all told, bring in
some £840 million in 1984-85, some £200 million more
than is required to keep pace with inflation. The addition
is, of course, due to the increase in tobacco duty.

The remainder of the extra revenue I need to enable me
to make a substantial switch this year from taxes on
earnings to taxes on spending must come from VAT. I
propose no change in the rate of VAT. Instead, I intend
to broaden the base of the tax by extending the 15 per cent.
rate to two areas of expenditure that have hitherto been
zero rated.

First, alterations to buildings. At present repairs and
maintenance are taxed, but alterations are not. The
borderline between these two categories is the most
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confused in the whole field of VAT. I propose to end this
confusion and illogicality by bringing all alterations into
tax.

I recognise that this will be unwelcome news for the
construction industry, but construction will of course
benefit very greatly from the reduction in the rate of stamp
duty which I have already announced: £290 million of the
cost of that reduction in 1984-85 relates to transfers of land
and buildings, and of that £290 million over 90 per cent.
relates to buildings and building land. Nevertheless, to
allow a reasonable time for existing commitments Lo be
completed or adjusted the VAT change will be deferred
until 1 June.

Secondly, food. Most food is zero rated, but food
served in restaurants is taxed, together with a
miscellaneous range of items including ice cream,
confectionery, soft drinks and crisps, which were brought
into tax by the right hon. Member for Leeds, East. Take-
away food clearly competes with other forms of catering,
and I therefore intend to bring into tax hot take-away food
and drinks, with effect from 1 May.

The total effect of the extensions of the VAT coverage
which I have proposed will be to increase the yield of the
tax by £375 million in 1984-85 and by £650 million in a
full year.

The total impact effect on the retail price index of the
VAT changes and excise duty changes taken together will
be less than three quarters of 1 per cent. This has already
been taken into account in the forecast which I have given
to the House of a decline in inflation to @%) per cent. by
the end of the year. [

The extra revenue raised in this way will enable me,
within the overall framework of a neutral Budget, to
lighten the burden of income tax.

PERSONAL TAXATION: INCOME TAX

Since we took office in 1979, we have cut the basic rate
of income tax from 33 per cent. to 30 per cent. and sharply
reduced the confiscatory higher rates inherited from the
last Labour Government. We have increased the main tax
allowances not simply in line with prices but by around 8
per cent. in real terms. It is a good record, but it is not
enough. The burden of income tax is still too heavy.

During the lifetime of this Parliament, I intend to carry
forward the progress we have already made. For the most
part, this will have to wait for future Budgets, particularly
since I have thought it right this year to concentrate on
setting a new regime of business taxation for the lifetime
of a Parliament—and beyond. But as a result of the
changes to taxes on spending which I have just announced,
I can take a further step in this Budget.

I propose to make no change this year in the rates of
income tax. So far as the allowances and thresholds are
concerned, I must clearly increase these by the amounts
set out in the statutory indexation formula, based on the
5-3 per cent. increase in the retail price index to
December. The question is how much more I can do, and
how to direct it.

I have decided that, this year, the right course is to use
every penny I have in hand, within the fremewesicef-the=
framework of a revenue neutral Budget, to lift the level of
the basic tax thresholds, for the married and single alike.
It makes very little sense to be collecting income tax from
people who are at the same time receiving means-tested
benefits. Moreover, low tax thresholds worsen the poverty
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and unemploymeunt traps, so that there is little if any
financial incentive to find a better job or even any job at
all. There is, alas, no quick or cheap solution to these
problems. But that is all the more reason to make a further
move towards solving them now.

I propose to increase the other thresholds in line with
the statutory indexation requirement, but by no more. The
first higher rate of 40 per cent. will apply when taxable
income reaches £15,400 a year and the top rate of 60 per
cent. to taxable income over £38,100. The single age
allowance will rise from £2,360 to £2,490 and the married
age allowance from £3,755 to £3:955!

For the basic thresholds, statutory indexation would
mean putting the single and married allowances up by
£100 and £150 respectively. I am glad to say that I can do
considerably better than that. I propose to increase the
basic thresholds by well over double what is required by
indexation. The single persons’s allowance will be
increased by £220, from £1,785 to £2.,005; and the married
man’s allowance by £360 from £2,795 to £3,155.

This is an increase of around 12-5 per cent., or some
7 per cent. in real terms. It brings the married man’s tax
allowance for 1984-85 to its highest level in real terms
since the war. It means that the great majority of married
couples will enjoy an income tax cut of at least £2 a week,
and it means that a large number of people, those with the
smallest incomes of all, are taken out of income tax
altogether. Some 850,000 people — over 100,000 of
them widows —who would have paid tax if thresholds
had not been increased will pay no tax in 1984-85. That
is 400,000 more taken out of tax than if the allowances had
merely been indexed.

All these changes will take effect under PAYE on the
first pay day after 10 May. Their cost is considerable—
some £1-8 billion in 1984-85, of which roughly half
represents the cost of indexation.

This is as far as I can go on income tax this year, within
a broadly revenue-neutral Budget for 1984-85. But so long
as we hold to our published planned levels of public
spending, there is an excellent prospect of further cuts in
income tax in next year’s Budget. These would be on top
of the measures I have announced in this Budget which,
as I have already told the House, will reduce taxation in
1985-86 by well ove illion, with business taking
the lion’s share. v

CONCLUSION
I have, Mr. Deputy Speaker, completed the course I
charted at the outset this afternoon. I have described the
recovery, and how the Government plan to sustain it, and
assist the creation of new jobs. I have reaffirmed our
commitment to further reductions in inflation, by
maintalping sound money and by curbing Government
borrowing. I have embarked on a radical programme of tax
reform, abolishing outright two major taxes — the
investment income surcharge and the national insurance
surcharge—and I have been able to propose measures
which will significantly reduce the burden of taxation over
the next two years. I.commend this Budget to the House.

Mr. Deputy Speaker: Under Standing Order No. 114,
the ﬁ,rst motion, entitled “Provisional Collection of
Taxes”, must be decided without debate.
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BACKERS FOR THE FINANCE BILL

The Chancellor has seen your minute of 14 March. He
would like to invite the Secretaries of State for Trade and
Industry, Energy, Environment, and Transport and the Minister
of Agriculture to be backers for the Bill, plus, as a courtesy,
the Foreign and Commonwealth Secretary. I should be grateful
if Mr Salveson could check with the Parliamentary Clerks in
the Departments concerned whether their Ministers are content

and if he could let you know the outcome.
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BACKERS FOR THE FINANCE BILL

One minor Finance Bill matter we need to decide is the names for the
backers of the Bill. The Financial Secretary traditionally gives
these before "walking the floor" and presenting the Bill in dummy
(the Bill then being read formally for the first time and ordered

to be printed) at the end of the Budget debates and the vote on

the Resolutions - this year, on Monday 19 March.

2% It is traditional to include the Chairman of Ways and Means
and all the Treasury Ministers in the Commons. A maximum of seven
non-Treasury Ministers may also be added, particularly if they have
an interest in any of the Bill's clauses. Recent Finance Bills
have therefore been backed by, for example, the Secretaries of
State for Industry, Trade, Energy, Transport and Environment.

5 This is primarily a matter for your personal choice. Because
of the effects of the corporation tax proposals on the various
industries their Departments sponsor, it might be presentationally
useful to have among the backers, the Secretaries of State for Trade
and Industry, Ener§§; Environmeﬁg and Trangﬁbrt. The[Secretaryﬁe£ﬂ““u
Staté}for Agricdggdf;>might likewise be considered because of the
effects on the agricultural sector. The Secretary of State for

Trade and Industry would also "qualify" in the context of the proposals

affecting life assurance, and the Secretary of State for Transport

on the VED contents of the Bill. And you might also wish to
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consider including the Secretary of State for Employment.
4, As a matter of courtesy, it is usual for your Private Office
to check that whoever you decide to include as a backer is content
with this. If your Private Office could then let me know the names,

I will inform Parliamentary Counsel, who in turn lets the House
authorities know.

F Hadn

F MARTIN
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Tax burden for poor eased by
rise in thresholds

Swiss interest in investment in
UK due to capital allowances -
will vanish after 2 years.

Swiss have been recommending
investment in UK for many
months

Lower corporation tax rate
encourages investment by eating
up less profit

NIS abolition worth £850m per
annum to private sector

Stamp duty reduction will
boost London as financial
centre

Reform of corporate tax system
- incentive to effective
investment and free
decision-making. Elements
balanced.

" VAT on building alterations -

will it damage inner-city
re-housing development by
private seclor?

Inevitable there will be
losers and gainers. Local
authorities can reclaim VAT.

Corporate tax measures:
encourage foreign investment
in UK, remove distortions and
discrimination against labour,
and bring forward investment.
Advantage of low tax rates
will increase as we move out
of recession.

Changes will save 1,000
tax-gathers and 10,000 tax
accountants.
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Mr Peter Shore (La)

Mr Edward Heath (C)

Share options change will
encourage initiative.

Budget continues help to small
firms: reduction of tax rate,
rise in VAT threshold, CTT
reduction, IIS abolition.

Reforms encourage research and
development (100% FYAs).

Corporation tax measures3yill
cost £450m in 1985-6, £17' 4bn
in 1986-7.

North Sea oil tax at peak - up
to £10bn under this
Government. Set to fall to
£9bn.

Abolition of capital
allowances will hit
high=-technology industries,
encourage investment overseas.
Allowances don't encourage
investment at expense of
employment. Both
manufacturing and service
industries will suffer.

VAT on building alterations
hits construction. How will
local authorities be
compensated?

4 - yvear commitment on
corporation tax dangerous.

Welcome NIS abolition but
doubted would lead to increase
in’ jobs.

VAT on building alterations
hits construction - won't be
offset by corporation tax and
stamp duty changes.

VAT at ports misunderstood in
Europe.

Composite rate for banks moves
manpower burden onto banks,
discourages payment of wages
by cheque.

VAT on takeaways creates
further anomalies.
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Mr J Enoch Powell (OUP)

Sir William Clark (C)

IIS abolition welcome but real
problem is wealth
distribution.

Criticised removal of 25%
reduction for travellers
overseas. Little abuse. Will
push up seamen's wages.

Mr Tebbit implied that capital
allowances measure will
encourage unproductive
investment in next 2 years.
Wrong - allowances have been
well used, and imitated
abroad.

Government inconsistent -
giving cash incentives but

~arguing against fiscal

interference.

Personal tax - child allowance
increase preferable to single
or married person's allowance.

Should have tax credit system.

Chancellor has counted on 0il
price rise - may no happen.

"We tax in order to
redistribute income according
to a pattern which we in the
House decide".

Welcomed:

- rise in thresholds above
inflation

- capital allowances change -
must foster labour-intensive
industry.

Withdrawal of life assurance
relief - should have had
earlier notice. Glad
pensions, endowments etc not
affected.

Welcomed:

- IIS abolition
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Mr Richard Wainwright (Lib)

- share options change

- development land tax
alleviation. Could have been
abolished - a time-waster
which should have been
incorporated in CGT

- stamp duty reduction, but
more could be done.

- People working overseas -
mustn't make regime too penal.

Chancellor should consider
increasing allowances for
service industry.

NIS abolition welcome.

Advance announcement of
corporation tax measures gives
certainty.

4th protocol to double ;
taxation convention - should
abolish unitary tax.

Dividends already paid by UK
firms to Americans. Petroleum
revenue tax paid here by
Amercians can be set against
USA tax.

Taxation of gilt dealing by

building societies - element
of retrospection - should be
rethought.

Cigarette taxation -
diminishing returns in future?

Composite rate shouldn't cause
problems for wage-earners
receiving cheques.  Will
produce another windfall next
year but not enough to make up
for £1.2bn from VAT on imports
- latter a welcome measure but
one-off.

Fewer cigarette sales would be
welcome.

IIS abolition goes too far.



Col 743

Col 744

Col 745

Col 746

Col 747

Col 748

Col: 75

Mr Jeff Rooker (La)

Mr Wainwright (Lib)

Mr Edward du Cann (C)

Mr Robert Sheldon (La)

‘Capital allowances abolition

too drastic - doesn't
encourage free choice.
Phase-out encourages
investment for tax reasons.

Income tax allowances rise -
child benefit must be
considered alongside this.

Conservatives in opposition
promised to take child benefit
into account in reducing
taxes.

Income tax change-figures
inadequate.

Welcomed "modest tax
increases", NIS abolition.

Relief for savers and
investors: welcomed IIS, CGT,
CTT, shares option, and stamp
duty measures.

Stamp duty should be
abolished.

Regretted abolition of :life
assurance relief - won't
encourage direct investment -
this a bad principle anyway.
Owner-occupied housing,
pension funds and savings have
also been privileged.

Welcomed corporation tax
measures and spread of VAT -
move towards expenditure-based
tax system. Much still to do.

Income tax system also too
complex. Should amalgamate
with benefits system.

Welcomed Green Paper "The Next
10 Years".

VAT on imports windfall is key
to Budget. Other advance
payments to be considered?
What about duty deferments for
spirits and tobacco?




Col 752

Col
Col

Col

Col

Col

155
756

758

LT

760

Dr Keith Hampson (CO

Cr M S Miller (La)

Mr Peter Fry (C)

VAT on takeaways creates '
anomalies.

Tax simplification: "the enemy
of fairness".

Mortgage relief "irrational".
With abolition of Schedule A
tax and CGT exemption, too
much in this area.

Tax reform must contribute to
prosperity. O0il wealth will
decline.

Admitted capital allowances
have been used for wrong
investment, but labour can't
replace capital.

VAT on building alternation
hits construction, extends
black economy, depreciates
quality of housing stock.
Repercussions for improvement
grants, inner city
development, Housing
Corporation cash limits.

Tax on tobacco so lucrative
that Government not serious
about discouraging smoking.

IIS abolition and corporation
tax reduction wrong priority -
not neutral. .

VAT on takeaways hits poor.

Abolition of relief for time
abroad hits seamen.

Welcomed change in VAT on
imports

Abolition of life assurance
relief runs counter to other
Government poliey -
discourages saving for old
age. Abuse could be-stopped
by restricting relief to basic
rates or limit amount of
relief (cf mortgage relief).




CHhY 6T Mr Peter Shore (La) Implications for mortgage and
pension contributions relief?

Col 761 Mr Fry (C) Should be made clear these
won't be touched.

Coill 762 VAT on building alterations
discourages energy
conservation. Cut-off date
too sudden - should postpone
for 3 months.

Col 763 Mr A E P Duffy (La) Capital allowances measure
does nothing for industrial
renewal. 4 - year plan
doesn't allow for world trade
movements.

Business and financial
communities profit most from
personal and corporate tax
cUuESH

Col 764 Mr Ralph Howell (C) Welcomed:
- IIS abolition

- switch from direct to
indirect taxation

Col 765 : - personal tax changes - but
questioned Chancellor's
statement re married man's
allowance - not enough.
Budget doesn't do enough for
"poverty trap".

Col #7.6.7 Mr Brian Sedgemoor (La) Budget gives incentives to
rich and dead: Chancellor
*using necrophilia as a weapon
in our economic salvation".

G0 Mr Conal Gregory (C) Rise in threshold for mortgage
relief and stamp duty reduction
helps house-buyers.

NIS and corporation tax
measures will boost
employment.

Capital allowances - same
rates should apply to hotels.




Col

Col

Col

Col

Col

Col

Col

Col

Col

Col

“ll

72

774

775

776

317

778

779

780

780

Mr Dick Douglas (La)

Mr Nigel Forman (C)

Mr Francis Maude (C)

Mr Ivor Stanbrook (C)

VAT on building alterations
encourages black economy.
Commencement date should be
changed. :

Abolition of life assurance
relief will discourage
savings, though offset by
mortgage rate reduction. Not
enough consultation.

Life assurance measure hasty.

Corporation tax changes - not
properly backed by figures.
Attack on investment.

Government cushioned by oil
revenue.

Welcomed rise in personal
allowances, NIS abolition,
corporation tax reform, stamp
duty reduction, tobacco duty
increase.

Hoped for real increase in
child benefit, further tax
reform to remove most or all
allowances and move closer to

US system.

Declining o0il revenues will
increase British
vulnerability.

Welcomed corporation tax and
life assurance measures -
remove distortions. Should
reduce mortgage relief - could
then reduce overall tax
burden.

Should have abolished
development land tax, CGT and
CLIT

New growth from service
industries.

Welcomed NIS abolition.

Welcomed shift from income to
spending.




Col

col 182

Col

Col

Col

Col

Col

Col

781

783

784

785

786

788

788

Mr Jeff Rooker (La)

Mr Nigel Lawson (Ch Ex)

VAT on building alterations
causes hardship.

Tax burden higher under
Conservatives. Budget a
simplistic adjustment.

Commitment to keep child
benefit in line with tax
allowances.

IIS abolition unfair.

Tax-free age allowance for
over 65's not up enough.

Abolition of Life insurance
relief not in manifesto - but
used to scare voters off
Labour.

Demanded figures for effect of
Budget changes.

No evidence NIS abolition will
boost employment.

CBI say Budget "too savage" on -
manufacturing. Tax burden on
industry going up - Red Book
shows expected increase in
corporation tax revenue.

Budget won't end tax avoidance
industry.

Tax burden will remain higher
than uunder Labour (quoted
Green Paper).

National Insurance
contributions are also a tax -
they will have to rise.

Manifesto promised not to put
VAT on necessities Labour will
oppose VAT changes.

More figures needed on
corporate taxation.

Personal allowances highest
since war; percentage of

income taken lower. In

progressive




tax system increase in
allowances bound to be of
greater benefit higher up
scale. Help concentrated on
oor this year.

Budget helps all taxpayers,
not just those with children.
Child benefit already highest
ever.

Col 7911 If plans adhered to, should be
scope for tax cuts bringing
overall burden back to early
1970s level.

Col't793 Tax credit system would cost
over £10bn.

Phasing out of capital
allowances will be more than
offset by cuts in corporation
tax rate. Allowances will
still be more generous than
strict commercial
depreciation, and comparable
with other countries,
especially for small

businesses.
Col 794 Tax incentives not needed for
investment - cf commercial

buildings. No evidence that
subsidies beneficial.
Measures will improve quality
of investment. Principle
favoured by Labour's
"Programme" of June 1982.

Budget a strategy for lower
and simpler taxation.

Question put and agreed to

10
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CH/EXCHEQUER}
EMBASSY OF THE REC. ol”p
UNITED STATES OF AMERICA AETION
24 Grosvenor Square F COPIES |
London W1A 1AE 0

March 20, 1984 60)\?(“\%

Dear Chancellor:
Don Regan has asked me to convey to you the L//rr
enclosed congratulatory letter. I shall be
receiving the signed original later this week,
which I shall forward.-
Sincerely yours,

%7‘—7%—-—4— %

Jerry M. Newman
U.S. Treasury Representative

Rt Hon Nigel Lawson MP
Chancellor of the Exchequer
H M Treasury

Parliament Street

London SW1P 3AG

Enclosure



THE SECRETARY OF THE TREASURY
WASHINGTON

March 20, 1984

Dear Nigel:

Please accept my sincere congratulations on your
new budget. It is clear that you have undertaken
a major new effort on tax reform which should have
profound effects on the outlook for the U.K.
economy .

At budget time, I wish we had a parliamentary system.
I am envious of the speed and ease with which you
will be able to get Parliament to approve your budget.

I look forward to seeing you during the Interim
Committee meetings.

With best wishes.

Sincerely,

Donald T. Regan

Rt Hon Nigel Lawson MP
Chancellor of the Exchequer
H M Treasury

Parliament Street

London SW1P 3AG



FROM: MISS M O'MARA
DATE: 20 March 1984

APS/Economic Secretary cc PS/Chief Secretary
PS/Financial Secretary
PS/Minister of State
Sir P Middleton
Mr Battishill
Mr Lankester
Mr Allen
Mr Pirie
Mr Ilett
Mr Ridley
PS/Inland Revenue
Mr Corlett/IR

BUDGET PRESENTATION: CONTACTS AFTER THE BUDGET

The Chancellor has seen your minute of 19 March and agrees
with Mr Mitchener that the Government is likely to get some
criticism from the shipping and shipbuilding industries. He has

commented that he assumes we have our defences well prepared.

M

MISS M O'MARA



PS/Economic Secretary

N

i

FROM: MISS M O'MARA
DATE: 20 March 1984

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

Mr
Mr
Mr
Mr
Mr
Mr
Mr
Mr
Mr
Mr
Mr

Cassell
Battishill
Lankester
Pirie
Hall
Saunders
Tlett
Makeham
Ridley
Lord
Portillo

PS/IR

BUDGET PRESENTATION: POST-BUDGET CONTACTS

The Chancellor has seen your minute of 16 March. He agrees

that the Economic Secretary should no longer attempt to meet the
CLCB but wonders whether he might see the BBA instead.

M_OMM

MISS M O'MARA



i\

FROM: T M STUBBINGTON
DATE: 19 March 1984

PS/Financial Secretary

PS/CHANCELLOR ___ - 1\/ \ V“s cc PS/Chief Secretary
V*%A PS/Minister of State
vdl, Wﬁ Sir P Middleton

oy ”b\ Mr Battishill

Lankester

Allen

Pirie

Tlett

Ridley

Corlett - IR

ik Ao
V: ?"‘i

BUDGET PRESENTATION: CONTACTS AFTER THE BUDGET

FEEFER

The Economic Secretary last Friday me&tuMr:Mitchener

(Chairman of Equipment Leasing Association and the Director of
Lombard North Central) and Mr McDonald, a Deputy Secretary of the
ELA.

The discussions were very relaxed. Mr Mitchener admitted the ELA
had been surprised by the announcement, but he said he had no
intention of making any protest. He agreed that in the short term
the changes would make leasing more attractive. He expected a

boom in leasing up to the first quarter of 1985 or so and thereafter
some easing off - eventually a fall in leasing activity of 25 per
cent or more, though it was difficult to projeclt exactly how the
various factors would balance out. Mr Mitchener also agrced with
the Economic Secretary's suggestion that the period of spectacular
expan51on/52551nq had come to an end well before the Budget. They

could only have expected further expansion in line with investment

trends generally.

Mr Mitchener confirmed that leasing would continue to play a
significant role after the full Budget package had come into effect.
Short term leasing would have much less price advantage but/wou%%ill
have non-price advantages, eg off-balance sheet financing. Longer
term leasing would retain a significantprice advantage and in any

event there were few alternative sources of finance for certain



kinds of investment.

Mr Mitchener thought that the Government would get rather more
criticism from the shipping and ship building industries, for whom
leasing was especially important, contributing in particular to
the relative advantage (or lack of disadvantage) in placing orders
with UK yards. Mr Mitchener added that he would like early
technical consultations with the Revenue On a few points of
difficulty, in particular the definition of "binding contracts"

entered into before Budget Day. Mr Corlett agreed to arrange this.

The Economic Secretary asked that he should be kept informed as to
how reliefs in trade is going and once the implication of Budget
measures had been thought through by the leasing industry he would
like to meet the ELA again.

T M-8 gl

T M STUBBINGTON
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PERSONAL AND CONFIDENTIAL y b
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FROM: J O KERR
DATE: 21 March 1984

Mr Peretz cc Sir P Middleton
Miss O'Mara

BUDGET PREPARATIONS: PRIVATE OFFICE GUIDELINES

I attach some notes which you may, I hope, find helpful
in the run-up to next year's Budget. I have confirmed with
the Chancellor that the views attributed to him at various

points are in fact his; and Sir P Middleton too is content
with the text.

0 .

J O KERR



PERSONAL AND CONFIDENTIAL

FROM: J O KERR
DATE: 15 March 1984

BUDGET PREPARATIONS: PRIVATE OFFICE GUIDELINES

The Guardian leak apart, the Chancellor was well content with the
way in which the Budget preparation exercise was handled this year,
and has in particular confirmed that he sees value in the two
innovations made since his days as Financial Secretary - ie the
early weekend "Chevening" conference, and the regular pattern of
formal "overview" meetings. Following the leak enquiry, and before
next year's preparations start, it will be necessary to establish
with him whether for security reasons he wishes to move closer to a
system of making the Budget in water-tight compartments, with only a
very few individuals having the run of the whole ship. These notes
are descriptive of the current practice; and would need to be

reviewed in the light of any decision to tighten internal security.

Initial Preparations

2 The first point to note is that it is essential to make an

early start. This year the Chancellor had constructed by early

September his private list of the main candidate tax reforms; and
most items on his list saw the light of day on 13 Marcl. Of lcourse
one has at that stage very little feel for how much forecast room

for manoeuvre there will be; but it is possible, and highly desirable,
to arrive at a rough allocation of priorities. I't isimotinecessary. =
or I think desirable - for the Chancellor's preliminary thoughts to

be disseminated at all; though he will wish to discuss them with

the Permanent Secretary at various points in the autumn. Having a
rough plan up his sleeve does however help him to guide Trcasury
Ministers on the areas of reform which they should be pursuing with
the Revenue Departments: it is also nseful to him in deciding how
best to play discussions in No 10, Chequers seminars, and - next

year - the involvement of Lord Cockfield on tax reform. Given that

October and early November tends to be much taken up with Survey
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and then Autumn Statement issues, it is important to get cracking
in September (and therefore not to let the CFM/G5/Gl0/Interim
Committee/Development Committee/IMF/IBRD meetings obtrude too much).

Chevening
8% The FCO are already aware that the Chancellor will wish to

hold another Chevening conference next January. Dates should be
settled, and a firm booking made, before the summer break.
Negotiations should be conducted between Private Offices, after
discussion between the Chancellor and the Permanent Secretary; and
the outcome should be confirmed in a short letter from the Chancellor

to the Foreign Secretary (whose house Chevening notionally is).

4, The three previous such conferences have taken place on the
first or second weekend after the Christmas break. With the
likelihood of an April Budget next year - and that is a decision
which ought if possible to be settled very early on, though the
announcement is not made until the first Thursday after Parliament's
return from the Christmas recess - it might be possible to consider
moving one weekend later. But it would still be important to
ensure that the key paper - by Sir T Burns - is available for
Christmas reading.

5.4 The Chevening agenda is drawn up by the Permanent Secretary in
cons?ltation with the Chancellor. So too is the invitation list -
¢ The

t names of those in addition to Ministers, Permanent
Secretaries and Special Advisers, who are to be invited to come for
all/part of the weekend. (It is important to let Ministers and

Permanent Secretaries know in the summer of the chosen date: if

there were to be any absentees, much of the point of the exercise
would be lost. A decision on whether wives are, as in the past,

to be invited also has to be taken.)

6. The Chancellor and the Permanent Secretary have agreed that
for future Chevenings all papers will be circulated to Ministers

at least one week in advance.
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Overviews

i Since 1982 we have developed a regular practice of Budget
"overview" meetings each Tuesday morning, starting 9 days after
the Chevening conference. The discipline these impose on the
flow of papers and decision-taking is useful: their other primary
purpose is to involve the full Ministerial team. So Private

Of fices need to be told, at Christmas-time, when the weekly series
will start, and to be reminded that "overviews" are to be treated

as virtually unbreakable engagements.

s The agenda for each "overview" should be decided on the
preceding Wednesday/Thursday; and all those commissioned to produce
papers for it should be reminded - again on the Wednesday/Thursday -
that such papers must reach the offices of all "overview" members

by the Friday night. A formal agenda notice should go round on

the Thursday/Friday. The Monday should be used for small meetings -
eg of Ministers, or between the Chancellor and the Permanent
Secretary - on particular issues to be taken on the Tuesday.

People should be discouraged from raising at the "overview" issues
emerging from papers not mentioned on the agenda notice. All
"overviews" should be formally recorded, with clear action

instructions.

o The permanent membership of the "overview" team is clearly a

matter which will have to be reviewed following the lcak.

10. A permanent feature of each "overview" agenda should be a
score-card minute from the Central Unit, produced on the previous

Friday and incorporating all Budget decisions taken up to then.

Cabinet

1ll. The November Economic Cabinet does not, and should not, have
much Budgetary significance. The February Economic Cabinet is

however crucial, not least because it can have substantial impact
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on the parameters of the eventual PSBR decision. Its date needs
to be fixed with No 10 and the Cabinet Office before Christmas -
and a late Budget could mean a move from the early February dates
of recent years to a mid-February date. But it is worth bearing
in mind that the closer the date gets to Budget day, the greater
the risk that the Chancellor will be pressed to show a little of
his hand. The scope of the Chancellor's paper needs to be decided
quite soon after Chevening: the 1983 and 1984 papers followed a
similar pattern, and were well received. The paper must of course

be cleared in advance with No 10.

12. The Budget Cabinet - ie on the morning of Budget day - has not

caused problems since 1981. No paper is, of course, circulated.

Prime Minister

13. The Chancellor ought if possible to have an opportunity for a long
private talk with the Prime Minister in late January/early February
about the probable broad outline of the Budget. This was contrived
in No 11 in 1984, and worked extremely well. When all the main
Budget measures have been settled internally - and this ought to
happen at the latest some 2% weeks before Budget day - the Prime
Minister's formal endorsement should be obtained through a series

of formal minutes from the Chancellor. There were 6 such minutes
in 1984: they deserve very careful drafting. Some attention to
timing is also desirable: the Chancellor's weekly "bilateral" talks
with the Prime Minister, which for much of the year are movable
feasts, and sometimes quite short, need in the key period - ie 2-4
weeks before the Budget, to become very firm entries in both diaries,
and must not be rushed. The Chancellor's minutes should be timed
to arrive fairly early on the afternoon of the day before the
"bilateral" in question, so that the Prime Minister has time to

digest them before she sees the Chancellor.
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14. Budget secrecy in No 10 is good, and strictly observed. 1In
previous years Sir A Walters was an "overview" member: in 1984

we were not asked to, and did not, extend this facility to

Mr Redwood. He - but none of his Political Unit staff - did

however see the Chancellor's minutes. The only Private Secretaries
who did so were Mr Butler and Mr Turnbull. Mr Ingham was brought

in only to be shown a Speech draft on the Thursday before Budget day.

Cabinet colleagues

15. 1In early February the Private Office must, after consultations,
draw up a list of all those Cabinet colleagues who have to be
consulted on individual Budget measures. Except when the matter is
highly technical, such consultations go best in No 11, in great

Budget mystique, and with no officials present. The most obvious
exception is oil taxation, where an existing Working Group of Revenue/
Treasury/Energy officials has a good tradition of reaching agreements,

without leaking.

16. For Budget '85, special arrangements will have to be made for
Lord Cockfield. I suspect that the Chancellor will wish him to
join all main internal meetings on the Capital Taxes, and some on
personal tax, but will not wish him to become a permanent member of
the "overview" team. This however needs to be confirmed in the

autumn.

Chancellor's diary

17. It is important to ensure that the diary is kept reasonably free
from extraneous engagements/meetings in the Budget period. Budget
"purdah" provides a good excuse for turning down all social lunches/
dinners, all speaking engagements, and press activities from early
February. But a free % day should be preserved in each week once
the "overview" season has started, in order to allow the Chancellor

to focus in No 11 on key Budget issues, rather than doing so via the
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overnight box, with no officials around for informal discussions.
Either 17 or 10 days before the Budget, the Chancellor should be
given a 3 day weekend at Ston§g Stanton to work on the Speech.

(17 daystyould be best, but 10 days worked perfectly well this year.)

Budget Speech

18. The preparation and circulation of early drafts of the Budget
Speech is a Central Unit task. (I think it very likely that the
circulation will be much reduced, following this year's leak.)

The Private Office take over the Speech as soon as all the main
Budget measures have been decided - ie some 2% weeks before Budget

day. Its preparation becomes the principal task in the last week.

19. The Chancellor likes to write - ie re-write - all his own stuff.
But it helps if the Private Office produce formulae along lines

that may be broadly acceptable to replace obviously unusable chunks
of (eg Revenue) gunge. And the Private Office must of course clear,
with the key officials concerned, formulae emerging from No 11,
whether constructed by the Chancellor or constructed in the Private
Office and blessed by him.

20. The text must be completed over the weekend before Budget day.
That means that the tinal dratt has to go round on the preceding
Thursday, and the provisional final version on the Saturday.

No 10 should get their draft by the Wednesday at the latest, and

should then see succeeding versions.

Handling the Revenue Departments

21. The Private Office need to be particularly careful during the
Budget period to keep in very close touch with the heads of the
Revenue and Customs. Both need to be aware of all meetings on their
subjects which will involve the Chancellor, and to be given the
opportunity to attend. Both need to be consulted each week about

the "overview" agendas; and it payét%gmhave a separate informal



weekly conversation to enable both to mention any worries not being
brought out in the papers. . And Customs need to be asked =- in
early February - to produce a private list of their real deadlines
for excise duty and VAT decisions; and need to be made to feel

that this remains the top paper in Private Office trays throughout.

Handling other Treasury Ministers

22. Extended "Prayers" meetings, without PPSs, are useful in
January - pre- and post-Chevening, and at least once or twice
during the final run-up to the Budget. In the last month, the
normal form should be for normal "Prayers" meetings to be two-part,
with the PPSs being thrown out at half-time to allow for some

discussion of Budgetary matters thereafter.

23. The key point is to ensure that all Ministers (a) feel fully
involved in the whole Budget process; and (b) are clear as to the
precise tasks which have been delegated to them, and when their
recommendations will be required. Informal liaison between the
Private Office and other Ministerial Private Offices, usually on a

nightly basis, is important in the last few weeks.

Budget Day Arrangements

24. The press razamataz needs to be pre-planned, at least a couple
of weeks in advance. Timings for the Finance Committee and Lobby
engagements need to be watched. And work on the Budget Broadcast
should start very early on. (The first step is for the Chancellor
to confirm to Mr A Jay inearly January that his assistance would
again be welcome; in February - or for an April Budget early

March - preliminary decisions need to be taken on charts and
graphics; a script for the first half (ie not covering the measures)
needs to be with Mr Jay at least 2/2% weeks before the day; and
weekly meetings to check on progress should be set up. Mr Folger
and Mr Portillo carried the main load this year: with considerable

success.)

O%W-

J O KERR



Folger
Hall
Ridley
Lord

Mr Pertillo
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KRER

Treasury Chambers. Parhament Street. SWIP 3AG
01-233 3000

21 March 1984

Anthony Jay Esg
33 Mount Avenue
-Ealing

London W5

S Vi,

Now that the dust is settling after the Budget, I should like
to let you know how very grateful I am for all your help over
the television exercise. From your initial tutorial through
your work on the script and advice on the graphics to your
help and encouragement on Budget Day - it all was invaluable.
The product seems to have been generally well received: most
of the credit for that is due to you.

I have taken your advice, and got hold of the video; and I

very much hope to take up your kind offer of a further tutorial
on the basis of it before next year's exercise. I do hope that
you will feel able to play your key part again throughout the
exercise next year - but the main purpose of this letter is
simply to thank you for all you did this time.

[

NIGEL LAWSON



FROM: JOHN GIEVE
DATE: 28 March 1984

PPS -l

Financial Secretary
Minister of State
Economic Secretary
Sir P Middleton

Sir T Burns

Mr Bailey

Mr Cassell

Mr Monger

Mr Battishill

Mr Folger

Mr Norgrove

Mr Hall

Mr Lord

Mr Portillo
PS/Inland Revenue
PS/Customs & Excise

FINANCE BILL SECOND READING DEBATE

The Chief Secretary discussed with you and others yesterday
his Speech in the Second Reading Debate - which may now be on
Aprll 11 rather than April 10. You agreed to put together

a first draft by 3 April, in consultation with EB and the
Revenue departments. This should be about 30 minutes in
length. It should include the following elements:

a. Introduction - setting the Budget in the context
of a long term strategy of reducing the burden of
taxation, Keeping
the pressure on inflation while improving the "supply-side"
performance of the British Economy by freeing market

forces.

b. A common thread in the Budget measures is removal of
distortions and simplification. The overall aim is
lower rates of tax, higher thresholds, and less special
exemptions.



S LDt BRI, IR, SRR M RN

¢c. Much of the Bill is left over from last year and,
many draft clauses have been subject of consultation
and amendment since April 1983 (say how many).

d. The main points in the Bill include VAT on alterations

and take away food - naturally unwelcome that present

borderlines non-sensible, new bordelines generally
comprehensible and sensible, new constructions still
exempt, comparisons with rest of europe.

e. Income tax allowances - major increase this year,

record since 1979, further step on the road which will
eventually help on poverty trap.

- [case against lower rate band]

- child benefit, no decisions until June, highest level
ever, [but is probably counted like other benefits as
public expenditure and not as a relief from tax]

f. Company Taxation (CT rates, allowances, and NIS) - a brave

and imaginative reform, pick up comments from CBI and
equipment leasing association etc.

g. Savings and Investment (LAPR, stamp duty, IIS) - fairly

brief section.

B tA section picking up the other parts of the Bill
eg. CGT, CTT, oil and gas, controlled foreign companies

and offshore funds, share options.

i. The Peroration - reforming Budget, a strong theme through
the Bill.

g In the sections on individual measures, he would like to

pick up particular criticisms where these can be shown to rest

on a misunderstanding of the measures or where we have a clarifica-
tion/concession to offer. In particular he would like to comment
on:



. - the impact of the extension of VAT on historic houses etc.

- any concession to help housing associations (see Mr Gow's
recent letter)

- any concession to the handicapped on VAT or car tax
- motability.
~  hfebeabs

He would be grateful for any further suggestions.

B He thinks, if it can be fitted in, he should also make
a brief statement on Furniss and Dawson. That might be put
in in relation to the clauses on controlled foreign companies
offshore funds. '

4, The Chief Secretary has also asked for some defensive
briefing to use in case of interventions. Mr Folger agreed
to coordinate this. This should take the form of a series of
one page notes with a form of words for use at the top and
background at the bottom. Particular subjects which he wants
covered are the following:

- impact of tabacco tax on jobs
- VAT on imports

- lack of consultation of LAPR and company tax reform
(vis previous Green Paper on corporation tax)

- VAT on charities

- industrial 1life assurance companies and friendly societies
= sharc options- furthcr complications in the tax system

- effect of company tax changes on f£ilms and shipping.

- possibility of further extensions of VAT eg. energy,
new building, food, newspapers and magazines

- possibility of further simplification in the savings
field - eg. pensions and mortgage interest relief.

- no doubt other subjects will need to be included
following the Chancellor's appearance before the
TCSC.

JOHN GIEVE
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FROM: MISS J C SIMPSON
DATE: 29 March 1984

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

PS/CHIEF SECRETARY

FINANCE BILL SECOND READING DEBATE

The Chancellor has seen your minute to Mr Martin of 28

the Chief Secretary's speech in the Second Reading Debate.
it is most important that the Chief Secretary should deal with Furniss and Dawson (your
paragraph 3). He has also suggested that it would be helpful if the Chief Secretary

could focus on those matters in the Finance Bill which he himself was not able to include

in the Budget speech, as this would maximise the press coverag

gl

Sir T Burns
Mr Bailey
Mr Cassell
Mr Monger
Mr Battishill
Mr Folger
Mr Norgrove
Mr Martin
Mr Hall

Mr Lord

Mr Portillo
PS/IR
PS/C&E

March with the outline for

e.

MISS J C SIMPSON

He has commented that
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FROM: F MARTIN
DATE: 29 March 1984

CHIEF SECRETARY cc PS/Chancellor v’
PS/Financial Secretary
PS/Economic Secretary
PS/Minister of State
Mr Monger
Mr Battishill
Mr RI G Allen
Mr Folger
Mr Ridley
Mr Lord

PS/Inland Revenue
PS/Customs and Excise

FINANCE BILL 1984

In discussion with the Opposition and more generally you may find
the attached table prepared by Inland Revenue useful. It covers

the Revenue clauses in the Bill concerning items dropped from the
1983 Finance Bill, proposed new clauses for that Bill not published
before the dissolution and items which the Government announced
before the Budget would be in the 1984 Bill. These comprise a total
of 59 clauses and 11 schedules, and about 122 pages of the Bill.

In addition, there are 6 similar clauses and 1 schedule in the
Customs and Excise/Treasury areas, totalling about 8 pages of the

. Bill. Thus of the Bill's 223 pages (215 excluding the repeals
schedule) some 130 deal with "pre-Budget" items of one type or another.
About 60 pages are for measures dropped from the 198% Finance Bill.
And of the Bills 123 clauses and 2% schedules, some 44 clauses and
10 schedules (covering about 103 pages) have been subject to
consultation, either formally through the publication of draft
clauses or informally through discussion with the interested
representative bodies.

F MARTIN



A. MEASURES DROPPED FROM 1983 FINANCE BILL

Clause

Title Length Consultation Formal/ Draft Clauses
No. (Pages) (Yes or No) Informal Published
25 Self employed persons living 2/ No - 3
in job-related accommodation 3
32 Apportionment of income etc l/ No o -
of close companies 6
38,539 Share Options 8 1/ No - -
+ sSeit. .14 4
41 ‘Discounts on bills of exchange 1 Yes Informal -
drawn by trading companies etc
42 Incidental costs of obtaining 1 Yes Informal -
loan finance
43 Trustee savings banks l/ Yes Informal i
2
46 Group Relief: apportionment 3/ Yes Formal 8.11.1983
4 ;
48 Stock Relief: houses taken 1 Yes Informal -
in part exchange
52 Double taxation relief to be 1 Yes Formal =
applied before advance
corporation tax
56 Proceedings in magistrates' l/ No - -
courts and county courts 2
ol Capital cains tax: small gifts, 1/ Yes Informal -
instalments and monetary 2

limits for reliefs etc.




(A. Continued)

Clause

Title Length Consultation Formal/ Draft Clauses
No. (Pages) | (Yes or No) Informal Published

67 Capital gains tax: Zoreign l/ Yes Informal o
currency accounts v 3 :

69 Capital gains tax: non- 1/ Yes Formal 30.1.1984
resident settlements: 4 -
definition of "settlement"
and "settlor"

80 to 89 Controlled Foreign Companiszs 35 l/ Yes Formal 3153101983
+ Schedules 2 :
16,..175%

18

99 Capital transfer tax: special 1/ No - B
discretionary trusts: 2
excluded property

101 Capital transfer tax: property 1/ No -5 «
moving between settlements 2
102 Capital transfer tax: 1/ No e *
adjustment of tax .3
103 Capital transfer tax: 1/ No - &=
recovery of tax 2
115 Development land tax: 1 No' - =
deferred liability
117 Development land tax: 2/ Yes Informal =
deduction of tax from 3
consideration for disposals
by non-residents
118 Development land tax: payment 1 No o =
by instalments and
postponenent
122 + " Special and General ./
Sch 22 Commissioners : 1= APt

o

e, TAGAL (A A -



B. PROPOSED NEW CLAUSES NOT PUBLISHED BEFORE THE DISSOLUTION OF PARLIAMENT

Clause

Title Length Consultation Formal/: Draft Clauses
No. (Pages) | (Yes or No) Informal Published
35 Interest on quoted Eurobonds 12 Yes Formal 13.32.1983
3
36 + Deep discount securities 8 Yes Formal 22712.83
Sch''9 :
44 Pension Funds etc: extension 1/ Yes Formal 13412 .83
of tax exemption to dealings 3 -
in financial futures
49 + Furnished holiday lettings 2 Yes Formal 31-51.1984
Rl :
Sch 11 3 ;
68 + Capital gains tax: poét- 13 1 Yes Formal 30.1.1984
Sch 14 ponement of tax due from /2 :
beneficiaries on gains of
non-resident trustess :
12 Disqualification of certain 2/ Yes Formal 2248,1983
life insurance policies 3 ‘
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OTHER ITEMS WHICH THE GOVERNMENT ANNOUNCED WOULD BE IN THE 1984 BILL

Clause

Title Length Consultation Formal/ Draft Clauses

No. (Pages) (Yes or No) Informal published

24 Relief for interest: money 1/ Yes Informal =
borrowed for investment in 2
employee-controlled company

Sl Scholarships 1 Yes Informal -

34 Building Societies: interest Ly Yes Formal 30.9.1983
to be payable gross on ey L2 : :
certain deposits ;

40 Share incentive schemes: 2 Yes Informal -
shares in authorised unit
trusts

54 ~Grants to assist industry 1/ No - -
in Northern Ireland 2

58 Capital allowances: transfers 3/ No - -
under 0Oil and Gas 4
(Enterprise) Act 1982

59 Capital allowances: first year l/ Yes Informal -
allowances: recipients of 2
mobility supplement

64 Capital gains tax: disposals 1 Yes Informal -
and acquisitions treated as
made at market value: removal
of certain exceptions '

65 Capital gains tax: parallel 1 Yes Informal =

pooling amendments

AT AR s A RO



(C. Continued)

certain payments

Cl;gse Title Length Consultation Formal/ Draft Clauses
; (Pages) (Yes or No) Informal Published
74 + Insurance policies issued 5 Yes Formal 22.2.1984
Sch 15 outside the United Kingdom g e
90-97 Offshore Funds 18 l/ Yes Formal 22.2.1984
 Schedules 2
19 & 20
106 Stamp duty: extension of 3/ No - -
stamp duty relief on sales 4
at discount
109 Restriction on PRT reliefs 2 No = =
110 Sales of oil: treatment of 1 No - =~
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FROM: F MARTIN
DATE: 3 AFRIL 1984

CHIEF SECRETARY I : cC Chancellorv/
¥ Financial Secretary
Economic Secretary
Minister of q‘tate
67 Mr Cassell
P et Mr Monck
ﬁ(f'mu vE Qwﬁu{ H n } -2 “,L-( Mr Monger
J Mr Battishill

bfv Mr Folger

S\ Mr R I G Allen

/A ?ETWALPIU‘}” V/»W‘ Ibgcriffiths

Lord

IA‘J /l"/J %( (,5(\';{\4, PS/Inland Revenue

L- Mr Kucyzs IR
PS/Customs & Excise

éﬂf ‘ , '5( ST Mr Wilmott C&E \
»’““J/$:y/*\{{/t;u“é b Vm}»u" &3v’{ :fZL
g1vw.<90r Q @isﬂ£9y/> s&(&,
FINANCE BILL SECOND READING BPTP

Attached is a first draft for your speech. It covers most of the
ground set out in Mr Gieve's minute of 28 March and is based on
contributions by EBR and the Revenue Departments, though they and
others heve not had the oprrortunity to comment on my "editorizl"
treatment. Apart from generzl improvements that might be made to
the presentation, two areas mentioned in Mr Gieve's minute heve

not been covered as vet - the question of a concession to housing
associations to helpr with VAT on alterations and the guestion of
help to Motability to essist with the effects of the capitel
2llowance changes, I understand that both questions are still under

consideration.

F Haontu.

F MARTIN

UNCLASSIFIED
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FINANCE BILL SECOND READING
CHIEF SECRETARY'S SPEECH DRAFT 3.4.84

The Budget which my right hon Friend the Chancellor of the Exchequer presented to the
House a month ago was designed above all to carry forward the firm financial policies
that have provided the right framework for lower inflation and lower interest rates.

Only by maintaining the pressure against inflation can we have sustainable growth of

'outpﬁt and maintain the heartening turnround in employment which we saw in 1983.

Under the Government's medium term financial s.trategy, sustained deceleration of
monetary growth and steady reduction of public borrowing should bring a further gradual
slowing down in the growth of money national income. Wit‘hin this, lower inflation will
continue to make room for growth of real GDP. My RHF set out a 5 year path for
progress on those lines, right through this Parliament. With firm control of public
spending there will be room within the strategy for overall reductions in taxation.
Reductions in taxation - improving incentives and increasing the return on investment -
will in turn assist the continued improvement in economic performance. In short, the
strategy is designed to achieve that virtuous circle - the growth in output accompanied
by ltvov and declining rates of inflation, leading to the increased investment and
productivity in turn supporting further non-inflationary growth - which is the only sure

basis for real improvements in employment and living standards.

2. As the House has no doubt noted, a number of figures published in the month since

the Budget have confirmed these positive trends in our economy.

3. The reduction in short term interest rates has continued, following the cut in bank
base rates on 14 March. Three month rates are also now [nearly 2 per cent] below those
in the US. So the markets are expressing a confidence in the balance of our fiscal and
monetary policies. Lower interest rates made possible by restraint of public borrowing
are good for business and personal borrowers/. And I need hardly remind fhe House of
the 1 per cent cut in mortgage interest rates announced by the Building Societies on

16 March.

4. The March figure for unemployment, an increase of 11,000, followiaegc- disappointing
figures for January and February. Nevertheless, the labour market picture is brighter
than a year ago. The employed labour force is estimated to have risen from March last
year. And unfilled vacancies, for example, are much higher than they were a year ago.
Short-time working is at the lowest level for four years and overtime working has risen
strongly. Economic growth in 1984 should be consistent with continued growth of
employment, though the number of new jobs and the rate of growth in total employment

will continue to depend crucially on realistic leveYof pay-
S
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5; Exports in February, at £6033 million, were an allltime record. And, within the
total, manufactured exports are doing very well - in the 3 months to February they were
up 6 per cent in volume terms, and at their highest for four years. Of course
manufactured imports are rising as well. But that is not unexpected given the growth in
the economy and in no way diminishes the encouraging perfonhahce of our
nianufacturing industries. The forecast 5 per cent increase in total export volume for
this year looks well-founded. Higher exports, and strong growth in investment will make
an increasing contribution to broadly based growth, complementing a further, albeit

slower, rise in consumers' expenditure.

6. the fourth point on which I should like to comment is the results we had last week
from the first CBI monthly trends inquiry since the Budget. These confirmed that the
widespread recovery in manufacturing is continuing. Total and particularly export
demand have strengthened further. More manufacturers than at any time since 1976 are
expecting to increase their output. The CBI now expect increases in manufacturing

investment of about 8 per cent in both 1984 and 1985.

7. Of course there have been other statistics - continuing good news on inflation, the
figures for investment in the second half of last year and confirmation of a healthy and
necessary rise in profits in prefits—for 1983. But I have said enough I think to show that
the non-infationary recovery in output we have seen since 1981 continues steadily. This
is the context of the Finance Bill before the House today, a Bill which pfovides a major
reform of the tax system. A central aim of my right hon Friend's Budget is to improve
the working of the economy by reducing the burden of tax on profits and earnings and by
reducing the tax-induced distortions to decision-taking which have hampered the

creation of output, wealth and jobs.

8. Before describing these measures I should draw the attention of the House to the

‘report of the Treasury and Civil Service Committee on the Budget, which was published

yesterday. I am grateful to my right hon Friend the Member for Worthing and his
colleagues on the committee for producing a report which will no doubt help inform the

House's consideration of the Bill.

9. I should also remind the House that this year's Finance Bill contains rather more
than the Budget proposals. Because of the intervention of the General Election, the Bill
contains a number of clauses originally introduced in the 1983 Bill, together with the
clauses which the Government had proposed to introduce into that Bill but which did not
come forward because of the dissolution and clauses on tax changes which the

Government announced in advance of the 1984 Budget. Of the Bill's total contents,

o Dl 5
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about 130 pages deal with such pre-Budget items of one type or another. The silver
lining is that this has enabled a very substantial amount of prior consultation on the Bill's
contents. Of the Bill's 123 clauses and 23 schedules, some 44 clauses and 10 schedules -
comprising about 103 pages of the legislation - have been subject to consultation, either
formally through the publication of draft clauses or informally through discussion with
the representative bodies and groups most directly interested. I am sure that this will

greatly facilitate consideration of the Bill.

10. Regarding the clauses which stem from this year's Budget, here are a number which
do not have the same weight as the major reforms which the Bill introduceé, but which
are nevertheless of importance in particular contexts. There are, for example, the
improvements in share option schemes in clauses 38 and 39. In successive Budgets, the
Government has introduced measures to encourage wider share ownership. These have
been notably successful and widely welcomed. This year, we are proposing a new relief
for approved share options, replacing the income tax charge by a charge to CGT on
diéposal of shares. This is designed to help companies attract and motivate key
management - on whom so much depends - by linking their rewards with the company's
success. Clauses 61 to 69 provide some minor improvements to capital gains tax,
including in clause 66 a useful simplification of the CGT code to allow gifts to heritage
maintanance funds to be treated like other gifts, as has been urged by the Historic
Houses Association. Clauses 75 to 79 improve the corporation tax regime applying to the
oil and gas industry while clauses 109 and 110 make minor changes in petroleum revenue
tax, following the major changes last year which the House will recall did a great deal to
increase exploration and development. Clause 98 provides a reduction in the top rates of
capital transfer tax. These were out of line with other direct taxes, and with other
countries' estate taxes. The rate schedule for lifetime gifts will be reformed so that it is
always half the rate for transfers on death. Clauses 99 to 192 improve the CTT regime
with respect to discretionary trusts, while clause 104 and schedule 21 tidy up the CTT
legislation in advance of its consideration later this year. Clause 114 will raise the
threshold for development land tax from £50,000 to £75,000 and clauses 115 to 118 make
other useful improvements which will similarly assist industrial and commercial
development. Two lengthy sections of the Bill are devoted to legislation to counter
abuse. Clauses 80 to 89, together with Schedules 16 to 18, deal with controlled foreign
companies. Clauses 90 to 97, and Schedules 19 and 20, are concerned with offshore
funds. Both those major pieces of legislation were subject to full consultation in
advance. As a result, the contolled foreign companies provisions have been substantially
modified, while we will be bringing forward amendments on offshiore funds at

Committee stage.
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11. In the context of tax avoidance the House may find it helpful if I say a few words
about the recent decision in the case of FurnissV Dawsonk This confirmed the
so-called "new approach" to interpretation of the tax statutes [explain] which had begun
to emerge from other decisions, notably in Ramsay. I believe that the principle which is
emerging from this line(cases is bringing the interpretation of the tax statutes more
closely in line with practice in other major countries abroad, such as the United States,
and - dare I say it - in line with the clear intention of the legislature. Over time, I
believe that it will help us to make legislation itself simpler, more straightforward and

less onerous.

12. When the decision was first published, it was the subject of much speculation -
some of it frankly alarmist. For example, there was speculation about the Revenue
challenging the tax treatment of covenants, leasing transactions and straightforward
transfers of assets between group members. I am glad to find that most commentators
are now seeing the decision in a more balanced perspective and glad also to emphasise to
the House that the decision will not be used to challenge straightforward transactions
enter¢d into for valid commercial reasons. Clear guidance has been issued to Inspectors

of Taxes on this point.

13. At the centre of the Finance Bill are the clauses which provide for the reform of
business taxation and of the tax treatment of savings and investment, coupled with the
clauses which provide for a switch from taxes on personal income to taxes on
expenditure and enable a substantial real increase in income tax allowances as a start in

raising thresholds to realistic levels.

14. Clause 18 of the Bill provides for the progressions reduction in the main rate of
m tax to 35 per cent in 1986-87, clause 47 for the abolition of stock relief,
clause 57 and schedule 12 for the cutting back of the subsidy element in capital
allowances and'clause 113 for the final abolition of the National Insurance Surcharge
from 1 October 1984. The aim is to encourage employment, enterprise and the efficient
allocation of resources. The method is to get the Government off the back of the
corporate sector, to a position where the maximum tax on profits is not one-half, but
one-third, and to a position where decisions are based not on the tax subsidy which can
be gained but the profits which can be produced. The abolition of the tax on jobs plus
the elimination of the bias in favour of investment on capital equipment will not only
lead to more investment }in people but also to more productive investment overall. Who
would say for example, looking at our economic performance since the War, that we had
got the balance of our investment exactly right? While the level of UK investment
appears to have been well up to that of our main competitors, the indicators are that the

returns from it have been significantly lower. Indeed all the evidence suggests that it is

-4 -
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the poor quality of and use of our investment that has lain at the root of many of our
. problems. After all investment is a sacrifice of current consumption and this is only
worthwhile if the return adequately repays this sacrifice. Up to now too much
investment has been undertaken only because it has been subsidised by the tax system.
In future companies will need to pay more attention to the real profitability of

investment - what a project earns pre-tax.

15" This_ will, I accept, mean that some projects which othverwise would have taken
place will not now proceed. But by the same token, other better projects, which. would
not previously have gone ahead, now will do so. And, what is more, the combination of
the lower rates of corporation tax with the capital allowances changes should mean that
projects with high rates of return will be more profitable than under the old.system..
X : thaw (SRS and jorivead s Lft&k»\\,\j
Thus the overall effect of these reforms will be to encourage winners rather(and

enterprise instead of tax planning and to lead to more employment instead of lost jobs.

16. In this context I was surprised to see in the week after the Budget a suggestion
emanating from a firm of stockbrokers that the Budget in effect concealed a substantial
increase in the tax payable on companies in about 1986-87. I should like to say a few
words about this, lest even after this healing lapse of time there remains any
misunderstanding. My RHF the Chancellor said that his corporation tax proposals would
cost the Exchequer £m280 in 1984-85 and £m450 in 1985-86 and that during the
transitional period as a whole there would be a brQadly neutral effect on the financial
position of companies. It does not require mathematical skill of the highest order to see
that he was expecting some increase in revenue in the following years. It would be
misleading to attempt to give exact figures for the additional yields several years ahead,
as this turns on the difference between two very large changes in opposite directions.
But the figures quoted in that article are altogether too high. There are a number of
offsetting factors which may not have been fully taken into account, including the steps
which companies will themselves take to inérease their allowances: nor may sufficient
allowance have been made for the increase in profits which should flow from the
Chancellor's proposals. On any basis, such effect as exists could not last for longer than
a year or two and companies will certainly benefit very significantly from the changes as

a whole by the end of the 1980s.

17. No doubt that understanding underlies the generally favourable reaction to these
proposals. For example the CBI view, as explained in their evidence last month to the
Treasury Committee, is that, with rising profitability the new regime for corporation tax
will be more favourable than the old. They suggeéted that the 100 per cent initial and
first year allowances had been of doubtful effectiveness in inducing higher investment.

Restructured capital allowances, giving a longer average period of write-off, were

- -
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realistic when taken together with the major reduction in the rate of tax. Overall, the
CBI considers, the tax climate would be more encouraging, a factor which will not, I
think, go without notice in multinational organisations considering future investment in

this country.

EB. The generally favourable reception which the corporation tax proposals have

v received has been particularly pleasing given the fact that in the nature of things it was

‘\\ 3 . < g
&ytx\ ~ not possible to consult on these changes in advance. While consultation has come to be
o

A

a\)

v/y the normal practice in relation to more detailed tax chang.es, we reluctantly had to take
W the view that such a radical restructuring of the corporation tax rates and allowances,
with the other changes and the very large sums involved, was so Vmuch at the centre of
my Right Hon Friend's Budget strategy as to preclude prior discussion on this occasion.
Of course my Right Hon and Learned Friend, the Member for Surrey East, did consult
widely about the corporation tax in his Green Paper issued in January 1982. And in his
1983 Budget he announced that we had decided to leave the broad structure of the tax
unimpaired - in particular the imputation system - in response to the generally expressed
plea for stability which came over very firmly from industry and commerce.
My Right Hon and Learned Friend did not say, nor did he imply, that the rates of tax and
the levels of allowances would remain unchanging - as the laws of the Medes and
Persians. Indeed, by mapping out the path of reform and the corporation tax rates for
four years ahead at once, my Right Hon Friend, the Member for Blaby, has done more
than has ever been done before to give business the certainty it needs to be able to plan

ahead with confidenceJ

19. In short, the proposed changes are good for business. The best projects will gain
the most, there will be a new freedom to select projects without the distorting effects of
the tax system, and the tax on the returns from quality investments will be substantially
¥ reduced. In can only assume that all this washas foreseen when the Labour Party
proposed these changes in its 1982 economic policy document, and on that basis I look

x forward to the support of how  Members on the benches opposite.

20. The same approach of removing distortions in the tax system underlies the
proposals for the reform of the taxation of savings and investment. The most important
components of this one, of course, the withdrawal of life assurance premium relief for
¥ new gl:a&ég;s—e;nclause 70 and the reduction in the rate of stamp duty to 1 per cent in
clause 105. Both changes make share owning more attractive for the ordinary man in the

\\? street. During the last 10 years, and indeed for much longer, most of é@
have been moving away from direct investment in equities - not sin;ly because of the

risk involved in equity investment but because it has been expensive and because of the

tax advantages of investing via a life policy.

-6 -
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21. A gap has opened by which is bad for society and had for the economy. The real
owners of our trading and industrial companies are ordinary people (ordinary voters,
ordinary trade unionists). Too often the real owners do not identify their own best
interests with the commercial success of these companies. Life insurance will continue
to be an important conduit for channelling saver's funds to commercial concerns but a

better balance needed to be struck between direct and institutional investment. The cut

~ in the rate of stamp duty reduces substantially the cost of buying shares. A £500 deal on

the Stock Exchange cost an investor before the Budget £19.60. Clause 105 brings this
cost down to £14.60, a reduction of over 25 per cent. The reduction in stamp duty of
course benefits both the institutional and the private investors. But it is the private
investor who in the past is more likely to have been put off by the high cost of dealing.
Once again, this is a change which has been widely welcomed and for which I trust there

will be support in all parts of the House.

22. But I sense already that it may be over-optimistic to expect similar support for the
third major component of the Finance Bill - the switch from taxing earnings to taxing
spending. The extension of VAT provided by clause 10 of the Bill is a central g;-;;-ttof
that strategy. The total yield from taxing building alterations and hot take-away food
and drink will be £375 million in 1984-85 and £650 million in a full year, meeting a

considerable part of the cost of the increase in income tax allowances above inflation.

23. Of course, no-one welcomes the imposition of a tax charge. But I hope that on
reflection : Members will see the force of the arguments involved. The House will be
aware that, with only about half of consumer expenditure subject to VAT, the United
Kingdom's VAT base is the narrowest in the European gommunity. Including building
alterations and hot take-away food in the scope of the tax will bring our treatment of
these items into line with other EC countries, where they are already subject to a

positive rate of tax.

24. Moreover, taxing building alterations will remove a major source of confusion,
eliminating the difficult borderline between "repairs" and "alterations" which has been a
source of a great deal of unproductive litigation in the past. From 1 June, the standard
rate of VAT will apply to all building work, except entirely new construction. The
change will not give the great boost to the black economy that some honfMembers have
suggested. I acknowledge that increasing taxation necessarily increases the incentive to
%‘é:;“but the removal of the unclear borderline between alterations and repairs will
make this very much easier to tackle. The economic effect of taxation on the

construction industry should therefore be much less severe than the fears which some
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hon/Members have expressed on this score might be taken to imply. And it must be
borne in mind that three quarters of construction industry output will continue either to

be zero-rated or tax deductibleby the purchaser.

25. Similarly taxing hot take-away food and drink will result in the same VAT

treatment being applied to this area of expenditure as to other forms of catering, which

have élways been subjéct to the standard rate of tax.

26. There have been some suggestions in the press and elsewhere that the taxation of
hot take-away food will give rise to anomaliés. Inevitably there will be some potential
borderline difficulties - no tax involving exemptions and reliefs can be without them.
But these difficulties should not be exaggerated; the fact is that most people can
recognise hot food when they see it or sell it. For example, there has been some concern
by bakers concerning the pies they sell. We have assured the trade associations
concerned that items such as pies which are sold hot only because they are just out of
the oven will remain zero-rated, while VAT will apply to pies which are advertised or
held out for sale as hot, or otherwise deliberately aimed at the hot take-away food trade

by, for example, being sold from a hot cabinet.

27. Various concerns have been expressed about the extension of VAT to building
alterations. Among these is the effect of the removal of zero-rating on projects
involving the substantial reconstruction of properties particularly those which
incorporated facades and other features of historic interest. Again, I can assure the
House that that where all that is left of an existing building is one wall such as a front
facade, a building making use of that single wall would be zero-rated as a new building.
Where some other parts of the building remain standing, the case will have to be
considered on its own particular facts. To provide a special relief for historic or listed
buildings generally would lead to pressure for other reliefs, and a wide range of
exceptiohs would defeat the objectives of greter simplicity and a shift in the burden of
taxation which my rt hon Friend proposed in his Budget. To the extent that it is public
policy to assist the retention of such buildings, it is better that the true cost of this
should be identified through the payment of grants in appropriate cases, subject always

to normal public expenditure considerations.

28. There are, however, one or two changes in the VAT area which I am sure the House
will welcome. These are the extensions to the VAT reliefs for the Royal National
Lifeboat Institution, and for the disabled. Both extensions will be made by Orders which
will come into operation on 1 May. First, the relief for lifeboats is being extended to
lifeboat carriage and launching equipment supplied to the RNLI. This is a small

concession, but a useful one, for which the RNLI made strong representations before the
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Budget, and I am sure it is a change which the House generally will welcome. Second,
the existing VAT zero-rating for "personal ambulances" is being extended to cover
vehicles designed or adapted for carrying a handicapped person in a wheelchair or on a
stretcher - in effect the extension dispenses with the former restriction that a personal
ambulance should have no seats to the rear of the driver if it to qualify for zero-rating.
I must however make it clear that _the. extension of the relief does not, as some of the
organisations representing the interests of the disabled seem to have thought, cover cars
which are merely adapted for the use of a handicaﬁped person by the provision of hand
controls. To extend VAT relief to cars used by disabled people in this way would be very
costly, and would also - I am afraid - be open to considerable abuse. [Nor have we
thought it justified to providé more generally for recovery by charities of VAT on their
non-business purchases. A general scheme of relief like this would be costly in revenue
and expensive to administer. And, most seriously, it would give relief indiscriminating to
a very wide range of bodies without regard to whether these were the sort of activities
which taxpayers at large would want to support. For let us be in no doubt, reliefs from

taxtion for any sector mean higher taxes for all the rest.]

29. The final area I would like to mention is the increase in income tax allowances in
clause 21 of the Bill. The changes, by contrast with other m of the Bill, are not a
radical once-for-all reform: they are part of a long-term strategy which we have
pursued since 1979, and intend to continue in future years. Tax thresholds before the
Budget already stood around 8 per cent higher in real terms than their 1978-79 level: we
now propose a further increase in the basic allowances - for people of working age - of
about 122 per cent, some 7% percentage points more than required by the statutory

indexation provisions.

30. This is impressive progress - pushing basic thresholds up some 16 per cent in real
terms so far - but not so impressive that we can afford to stop there. This is because
keeping abreast of inflation, even getting ahead of inflation, is not by itself enough to
make any useful impact on the real structural problem - that tax thresholds have fallen
in relation to earnings and in relation to the level of social benefits. For example, the
threshold for a married man has fallen from 38 per cent of average earnings as recently

as 1972-73 to little better than 31 per cent in 1978-79.

31. This erosion of the tax threshold has of course greatly exacerbated the special
problems of the poverty and unemployment traps: but it is right also to remember that
these traps are only a symptom of the more fundamental problem that taxpayers
generally - and the low-paid in particular - are required to pay too much income tax, or

to pay tax when they should not be paying it at all.



32. We have started to push up thresholds for a married man to 33 per cent or so of

. average earnings in 1984-85: but we have a long way to go before we reach the levels

we were used to only a decade or so ago. That is why we see this year's increases as only

a step in a longer-term programme to get thresholds up to a more sensible level.

33. It is also why we cannot agree that the money - some £1100m in a full year more

than indexation - might have been better spent in other ways. One proposal we will no

- doubt hear more of is the reintroduction of a reduced rate band of the sort we got rid of

in 1980-81. Of course we see the attractions of a reduced entry rate of tax: but given
the choice between higher thresholds and a reduced rate band, thére is now wide
agreement that higher real thresholds are the better choice - they take some people out
of tax altogether - about 850,000 of them this year; for those still in the tax net they are
worth as much for those with the lowest pay as for anyone else liable at basic rate; and

they save complications for taxpayers and their employers and staff for the Inland

Revenue.

34. It has al