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Treasury Chambers, Parliament Street, SW1P 3AG 
01-233 3000 

13 December 1983 

Ms Linda Turner 
PA to the Director General 
Confederation of British Industry 
103 New Oxford Street 
LONDON 
WC1A 1DU 

4t--0A-N L---k-lhA-0( I  
Thank you for your letter of 7 December. 

The names of those attending-the meeting on 12 January, from 
04:::eva the Treasury, are as follows:- 

4.'1.o 	 Rt Hon Peter Rees, Chief Secretary 
%7John Moore, Financial Secretary 
VIan Stewart, Economic-  Secretary 
%/Barney Hayhoe, Minister of State 

r Middleton, Permanent Secretary 
Sir Terence Burns, Chief Economic Adviser 

A 	 WI 	 • 	 V 	 t JL  Markekt 
Is/eorge Monger, Fiscal Policy Group 
VTony Battishill, Central Unit and Economic Briefing 
vreter Wilmott, Customs and Excise 
/Terry Painter, Inland Revenue 

P6A./Q-1 3(Y111 

v\..4.fak 

MISS D YOUNG , 
Assistant Private Secretary 
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Confederation of British Industry 
Centre Point 
103 New Oxford Street 
London WC1A 1DU 
Telephone 01-379 7400 • Telex 21332 
Telegrams Cobustry London WC1 

Director-General 
Sir Terence Beckett CBE 

Secretary 
Denis Jackson 

LVt- 	C B 

St/ T. 
V\Kr- 4-1•044 

7th - December, 1983 

INikr 0.a f\AIRt CA'L 

gow/Ja-fs 
,Lv\otkikium  )2_4v. 1 /4,c (0. 

 

 

Dear Donna, 

   

I now have a list of names for the meeting with the Chancellor on Thursday, 
12th January, at 4 p.m. at the Treasury, on CBI Budget Representations: 

Sir Campbell Fraser, President, CBI 
Sir Terence Beckett, Director-General, CBI 
Sir James Cleminson, Deputy President, CBI 

If you 
time, I 

Mr. Alan Willingale, Chairman, CBI Taxation Committee 
Mr. Jeremy Pope, Chairman, CBI Smaller Firms Council 
Sir Donald MacDougall, Chief Economic Adviser, CBI 
Mr. Ken Edwards, Deputy Director-General, CBI 
Mr. John Caff, Director Economic Affairs, CBI 
Mr. Keith McDowall, Director Information, CBI 
Mr. Douglas McWilliams, Deputy Director Economics, CBI 
Mr. David Higham, Head of Economic Policy Department, CBI 

tAAr 	1 litA Orr& 	WeLio--at ot 1-Gr9( 
could let me have the names of those attendingif(e-the Treasury some 
should be most grateful. 

Yours sincerely, 

(Personal Assistant to 
the Director-General) 

Miss Donna Young, 
Diary Secretary, 
Chancellor's Office, 
H.M. Treasury, 
Parliament Street, 
London, S.W. I. 
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Centre Point 
103 New Oxford Street 
London WC1A 1DU 
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J Moore Esq 
Financial Secretary 
Her Majesty's Treasury 
Parliament Street 
LONDON SW1P 3AG 
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29th December, 1983 

5-r- -r 

MAddi62-1za 

1r4  r-tr- Le-cCk P- 511(Z 
Ckui-ex_s 

Mr 	/ 

As you will know there have been substantial developments 
in the extent and type of the provision of finance for 
smaller firms since I last discussed the idea of Small Firms 
Investment Companies (SFICs) in detail with your predecessor, 
Nicholas Ridley, and with officials at the Treasury. On 
taking up your new post I thought it would be useful to write 
setting out our latest thinking on this concept. 

I attach a note setting out briefly the proposed role and 
structure of a SFIC as we see it. 

Since the CBI first advocated the introduction of SFICs 
the Government has of course launched the Business Start-Up 
Scheme and subsequently the Business Expansion Scheme (BES) 
which have gone some way towards meeting the need to provide 
more equity investment in smaller firms and which the CBI 
welcomed. However I believe the need for simplicity has been 
sacrificed in favour of the somewhat illusory advantages of 
direct investment. 

We still feel that the BES falls short - in means rather 
than aims - of what could be achieved in this area. Our 
1984 Budget Representations will therefore argue that there 
is still a need for SFICs and that these could now be 
introduced as an extension of the BES. This could be achieved 
through the review of the BES which I know you are undertaking. 

The drawbacks of the BES at present include : 

the difficulty of spreading risk; although Approved 
Investment Funds, however cumbersome, are of some assistance 
here 

1^-tx  

No-et,9 
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uncertainty as to whether an investment will qualify 
and if so when any tax relief will actually arise; 

the inability of a person even indirectly to invest 
in the company that employs him; 

the uncertainty of ultimately selling the shares purchased 
and thereby realising the proceeds -of the investment; 

the complexity for the investor and the Inland Revenue 
of working through Approved Investment Funds. 

This has meant that so far the typical investor under the 
BES has probably had to be a fairly sophisticated person, 
perhaps with a marginal tax rate near the maximum of 75 per 
cent and with something near the limit of £40,000 to invest. 
We should like to see the appeal of the scheme spread much 
wider, both because this would - make additional funds available 
for investment and because it would mean more people having 
a positive interest in the smaller enterprises which contribute 
significantly to the nation's wealth. We warmly welcome the 
concept of a capital owning democracy advocated by the former 
Secretary of State for Trade and Industry and by Mr Alex Fletcher 
in particular. However it is important to make this development 
as easy as possible. 

For the ordinary member of the public who would like to have 
a financial stake in business, the only sensible and prudent 
way is through some intermediary which spreads the risk and 
administers the investment. Such people with relatively 
small amounts to invest cannot afford to spread the risk 
for themselves nor do they have the expertise to do so. 
It makes no sense to put all their savings directly in one 
or a few, by definition, risky businesses about which they 
may know little. However, the intermediary must be one 
which it is easy for them to understand, identify with and 
see the benefits of, if the take up is going to be significant 

If the intermediary was a fund operated by our proposed SFIC, 
spread of risk would be automatic (in contrast to the rigid 
and cumbersome method under BES' Approved Investment Funds); 
tax relief would arise earlier when shares in the fund were 
bought, providing greater certainty and therefore greater 
incentive; and it would be much easier to provide a market 
in shares in the fund than in each of the individual invested 
companies. Indeed the SFIC, as a PLC, could be quoted on 
the USM or Stock Exchange. This would mean that investors 
could be confident of realising any gains made on their 
investment. Invested Companies would not necessarily need 
to have a high chance of eventually becoming quoted before 
they could attract investment from a fund. 

• 
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Furthermore, we envisage that SFICs would be relatively 
easy to set up on a local basis providing a fund with which 
local investors could readily identify and be involved. 
I know that one or two regionally-based funds have now been 
set up under the BES but we believe the idea would spread 
much wider and much faster if SFICs were available. 

If you or your colleagues should wish to discuss these ideas 
any further we would of course be pleased to do so. . 

Because of his interest in the subject I am copying this to 
David Trippier MP at the DTI. 

Yours sincerely 

Jeremy Pope 
Chairman 
Smaller Firms Council 

enc 



Confederation of British Industry 
Centre Point 
103 New Oxford Street 
London WC1A 1DU 
Telephone 01-379 7400 
Telex 21332 

Director-General 
Sir Terence Beckett CBE 

Secretary 
Denis Jackson 

   

SMALL FIRMS INVESTMENT COMPANIES  

A Small Firms Investment Company (SFIC) would specialise in 
taking equity in, and making long-term loans to new and 
established smaller companies. It would act as an intermediary 
between willing investors and companies in need of finance. 
Monies invested in a SFIC by individuals and financial 
institutions would be pooled and then invested in a portfolio 
of selected smaller . companies. 

The SFIC is a development of the Small Business Investment 
Company which has operated successfully in the USA since 1958. 

A SFIC would operate with the approval of the Inland Revenue 
and would be permitted to invest in companies which meet the 
eligibility criteria specified in the Business Expansion 
Scheme (DES) by which an individual investor may obtain tax 
relief. 

A SFIC would be exempted from CGT and tax on income in 
respect of its allowable investments in eligible companies, 
in a similar way to other investment institutions. 

A SFIC itself might be a public or private company, listed 
or unlisted. It would be able to attract funds from indiVidUals 
who would qualify for the tax incentives available under the 
BES when subscribing for new shares in a SFIC. A SFIC would 
also attract investment capital from financial institutions. 

It is for consideration whether modest tax incentives should 
be provided for institutions supplying loan and/or equity 
finance to a SFIC. 

In addition to the existing rules under the DES the following 
conditions would be put upon investments by a SFIC 

the ratio of a SFIC's loan to equiLy investment in a 
single company could not exceed 1:1; 

a SFIC could not raise loans in excess of twice the value 
of its own equity; 

money raised by a SFIC through an issue of shares could 
only be used for subscription for new shares in eligible 
companies within a two year period after the end of thp 
tax year in which the shares were issued, and after this 
initial period an average of at least 80% of the SFIC's 
equity plus loan capital would have to be invested in 
or lent to eligible companies during any financial year; 
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a SFIC should never hold more than 49% of the voting 
power in any company, nor should it invest more than 
20% of its assets in any particular company; 

a SFIC's performance would obviously have to be monitored 
in some way to ensure that it complied with these conditions 
if it failed to do so the Inland Revenue could be empowered 
to remove its tax privileged position and if appropriate 
claw back relief from investors. 

A SFIC might specialise in a particular industrial sector or 
geographical area. SFICs would provide a readily identifiable 
source of equity and long-term loan finance and specialist 
advice for smaller companies, and collectively would cover a 
very wide range of such companies. They would go a long way 
to solving the problem of marketability which often deters 
people from buying private company shares since shares in 
a SFTC (which might be quoted) would in general be more 
easily sold than shares in a small private company. 

SJCC/SAJ 
14.11.83 
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CHANCELLOR OF THE EXCHEQUER 

cc Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Sir Peter Middleton 
Sir Terence Burns 
Mr Monck 
Mr Monger 
Mr Beighton - IR 
Mr Painter - IR 
Mr Wilmott - C&E 

without attachments:  

Mr Lovell 
Mr Folger 
Mr Hart 
Mr Hall 
Mr Shields 
Mr Smee 
Mr Halligan 
Ms Rutter 
Mr Norgrove 
Mr S Davies 
Mr S Webb 
Ms S Walker 
Mr Wynn Owen 
Mr Ridley 

MEETING WITH THE CBI 

You are seeing the CBI tomorrow. Attached is the CBI cast list. On the Treasury 

side, with yourself, will be the Chief Secretary, the Financial Secretary, the Economic 

Secretary, the Minister of State, Sir Peter Middleton, Sir Terence Burns, Mr Battishill, 

Mr Monck, Mr Monger, Mr Beighton (IR), Mr Painter (IR) and Mr Wilmott (C&E). 

2. 	You already have a copy of the representations and I am attaching other copies 

for those attending the meeting. These representations are still in draft. After your 

meeting the paper will go to the CESI Council for final approval on 18 January and will 

 

be released to the press on 25 January. The CBI plan to give 

meeting with you or to their Council meeting next week. 

no publicity to the 

 

You will not wish and the CBI will not expect you to reveal much of your own 

thinking about the Budget, but this will be an opportunity for you to comment on the 

representations and to influence them so far as you consider this to be right and 



• prudent. Nonetheless this should be a useful opportunity for hearing the CBI's views in 

more depth. 

Attached are briefing notes on the main parts of the draft representations for 

which I am grateful to other divisions; the Revenue departments have prepared notes 

on each of the tax recommendations. The paragraphs below give a brief summary of 

the CBI proposals together with one or two possible points to make on each. 

CBI PROPOSALS 

We understand that in this discussion the CBI intend to put their representations 

in a medium term context. This is, at least in part, because they have revised upwards 

their view of prospects in 1984 and are now concerned more about 1985. The first 

section of the document summarises their representations. 

SECTION II: MEDIUM TERM   

Annex A 6. 	The CBI's projections of government receipts and expenditure to 1987-88 assume 

steady growth of 3 per cent pa, and public spending held constant in cost terms. The 

results allow tax cuts of £8 billion over the period. In part the CBI believe that tax 

cuts can be paid for by higher borrowing. They argue that this will not raise interest 

rates as their proposals to raise capital and lower current spending would improve the 

quality of the PSBR. 

Looking further ahead, the CBI argue that once North Sea oil revenues have 

peaked in 1987-88, the need for improved competitiveness in the rest of the economy 

in order to sustain our balance of payments position, will become more urgent. 

Comment  

(1) Welcome this emphasis on the medium-term 

(2) 	Very much agree with priority CBI attach to lower taxation)  th.i/ tglr 6t-f- 
v•tkpa-e___lk1&tr 6.4-nrurvli 

SECTION III: ECONOMIC BACKGROUND  

Annex B 9. 	They are more optimistic about prospects for 1984 than when you met them in 

the autumn, but are now concerned that the recovery may peter out in 1985. They 

argue that consumption growth will slow in 1984 and that current indications are that 



investment and exports will not pick up sufficiently to maintain GDP growth of 3 per 

cent per annum. They forecast an £8 billion PSBR in 1984-85 without need for a 

negative fiscal adjustment. 

Comment  

(1) 	CBI already more optimistic on 1984 than 3 months ago, but the fears have 

been pushed back a year. 

(2) 	Consumption continuing to grow strongly, profits up, and investment and 

world trade rising, more than they suggest. Will be publishing with the Budget a 

forecast up to mid 1985, but take encouragement that present performance is not as 

gloomy as CBI had suggested. 

1984 BUDGET 

In order to overcome what they see as the short-term difficulties and the 

problems once the oil revenues have peaked, the CBI believe the immediate need is to 

improve competitiveness. The role they see for Government in this is to reduce "the 

Annex C costs it directly imposes on business". In particular they call for 

the abolition of NIS 

10 per cent partial business de-rating 

and a one percentage point reduction in the rate of employers' NICs to take effect in 

1985-86. 

Comment  

nnexes C, 13 12. (1) 	Agree that there is a need further to reduce Government imposed burdens 
and F, 	

on business, though much has already been achieved. Committed to abolish NIS over 

the life of the present Parliament. 

Cannot have lower taxation plus higher borrowing plus lower interest rates. 

Welcome CBI's support for restraining LA expenditure and improving 

tz4 

	

	 efficiency, particularly useful if CBI could re-iterate its support before Second 

Reading of Bill on 17 January. 

10 per cent business de-rating would cost £500 	without expenditure 

reduction this would mean higher rates or taxes for others. Real solution is for local 

authorities to control their expenditure. 



SECTION IV: TAXATION 

13. In the 1984 Budget the CBI believe that the 

   

 

corporate sector should take priority 

 

    

over cuts in the burden of personal taxation and recommend that personal tax 

allowances are only increased in line with inflation. The CBI have also submitted 

detailed proposals on taxation; they are unlikely to raise many of these at the meeting. 

Comment 

You will not wish to commit yourself on tax changes for the Budget. You might 

draw on the detailed notes attached as necessary. 

The CBI set out the revenue costs of their proposals for 1984-85 in table 1.1 

(page 5). These figures are correct; however the 1985-86 cost of the tax proposals in 

of the order of £3.2 billion, as compared with 

£2.2 billion for 1984-85. Moreover it does not include the cost of reducing employers 

NICs by 1 percentage point, bringing the 1985-86 cost of the CBrs tax proposals to 

nearly £41 billion, a little above the fiscal adjustment for 1985-86 shown in the 1983 

Annex F SECTION V: PUBLIC EXPENDITURE  

The CBI have not included public expenditure proposals in their Budget 

arithmetic and we do not expect them to raise this tomorrow. They are planning a 

separate submission on this in May timed to influence the new PES round. (They 

recognise that it is too late to have much effect on spending plans for 1984-85.) 

However, if they do raise this you may wish to turn to Annex F which contains short 

notes on their suggestions. You will notice that although they specify the increases in 

capital spending which they wish to see, their proposals for reducing current spending 

are limited to generalised improvements in efficiency and management. 

SECTION VI: LOCAL AUTHORITY FINANCE  

Annex E 17 The CBI support Government measures to restrain LA expenditure and measures 

to encourage efficiency. They believe that a first step towards longer term reforms 

would be made in this Budget with 10 per cent derating of businesses (see above). 

Adt. 
H C GOODMAN 

: 
0-) 	 ft— cito 	 CU. 

do Ado t 	 :),(4.. 	L....a 1).4.4.0.o 	 ; 	C.0 —----- 

ie1 e 

t•-f 

ar /61. fob 

the table would be much greater - 

AA-A-A-Ld  

("0  

"t4s-we-ti 

C.1'13" 
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7th December, 1983 
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SecretarS7 	- 
Denis Jackson 

centre Point 
ins New Oxford Street 
London WC1A 1DL/ 
Telephone 01-379 7400 
Telex 21332 
Teleg-rams Cobustry London WC1 - 

Dear Donna, 

I now have`a list of names for the meeting with the Chancellor on Thursday, 
12th Januarj;;--at 4 p.m. at the Treasury, on CBI Budget Representations: 

Sir Campbell Fraser, President, CBI - 
Sir Terence Beckett, Director-Geneial., CBI 
Sir James Clerninson, Deputy President, CBI 

 

ii - • -.a a as 

 

Mr. Alan ,Willingale, Chairman, CBI-Taxation Committee 
Mr. Jeremy Pope, Chairman, CBI Smaller Firms Council 
Sir Donald MacDougall, Chief Economic Adviser, CBI 
Mr. Ken Edwards, Deputy Director-General, CBI 
Mr. John Caff, Director Economic Affairs, CBI 
Mr. Keith McDowall, Director Information, CBI 
Mr. Douglas McWilliams, Deputy Director Economics, CBI 
Mr. David Higham, Head of Economic Policy Department, CBI 

N.C.2V 1.A/VL—N1-75—Ck 	 6-1L 
If you could let me have the names of those attending 	m•-the Treasury some 
time, I should be most grateful. 

Yours sincerely, 

(Personal Assistant to 
the Director-General) 

Miss Donna Young, 
Diary Secretary, 
Chancellor's Office, 
H.M. Treasury, 
Parliament Street, 
London, S.W. I. 
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SIR TERENCE BECKETT — INTERVIEW ON BUDGET  I  QUIREMENTS FOR BUSIESS 

Trancript from: BBC Radio 4 Today 	anuar 1984 

ENTTERVOtk  : (Brian Redhead) ... ir Terence Beckett, the 

   

director general of the CBI, called upon the Chancellor of the 

Exchequer yesterday to tell him what the CBI would like to see 

in the Budget. Sir Terence is here - 	and he will now tell 

us what he would like in the Budget. I imagine you want a 

Budget that will encourage recovery so what do you want? 

BECKETT: 	Yes that's exactly what it is Brian, it's to encourage 

recovery by improving industry's competitiveness. And what We 

said to the Chancellor yesterday was that we wanted, as he's 

got a medloolterm financial strategy, we wanted in effect a 

medium term business strategy to match it. And the main things 

that we're after are a r,, duction in the National Insurance 

surcharge. Government has made a lot of progress on that. We 

want the thing now finally polished off. The Prime Minister has 

called 	 it a pernicious tax on jobs. And wreally do 

need to see the back of it. Rates are the single biggest burden 

we've got, costing us Sr billion, industry and commerce, this 

next year. And then thedly we want an enterprise package to 

encourage small firms and also to get that real commitment of 

employees to their own companim and 1;1-lir business. 

INTERVIEWER  : Well I hope the Chancellor though inilearing all 

that said to you 	but what are you going to do yourelves to 

make yourselves more competi&re? I mean its ' 

dowg and inefficient managment that is the weakness in 'British 

industry? 

BEKCETT: I don't fully agree with that. You might have been 

able to say that some years ago but there has been a radical 

chin" in managaleatattitutdes which, incidentally, we've recorded 
\ 

in a very recent survey. The Chancellor didn t say that to us 

1 



0 SIR TERENCE BECKETT — INTERVIEW ON BUDGETWIRE,'HETTS FOR BUSINESS 
Transcript from: BBC Radio 4, Financial World Tonight, 12 Jan 1984 

INTERVIEWER  : (Rodney Smith) ... Getting in early, as it were, 

the CBI's most senior men spent an hour today with the Chancellor 

of the M:chequer outlining what they think would be most . 

appropriate to help British companies in this year's Budget. 

The sterling rate is lower everywhere, but not quite low enough, 

inflation is down and there is some recovery in the economy. 

So what were they asking for this iipte CBI d'_rector general, 

Sir Terence Beckett: 

BECKETT: 	We asked the Chancrllor , and the whole of 4-1'r,  

Treasqry team, this afternoon to keep th resent recovery going. 

The Chancellor, as you know, has a medium term financial strategy. 

What we were really describing to him was our medium . 

term business strategy. 	The essential core idea behind it is 

that the only way we're going to get our share of this improving 

world business that we shall undoubtedly see in 1984 is if our 

competiveress is improved from present levels. So everything 

that we said to the Chancellor t day is directed towards improving 

that competiveness. And we've got an enterprise package to 

improve our enterprise. 

INTERVIEWER  : Almost the only thing the Covernmer can do about 

compr-tiveness is to charItthe value of sterling, that's about all 

they can do? 

BECKETT: 	No, I must disagree with you on Lbf?4-. They can of 

course reduce the burdens, the c-,s!; burdens, on industry. 

Incidentally, let me say that we in indusry pre absnlutely 

convinced that most of t'is effort has got to come from us. 

But as far as Government's concerned there are two things they 

can do for us. One of 04ukis finally to abolish what the 



0 the Prime Ministe/(has called a pernicious tax on jobs the 
National Insurance surcharge. And then secondly, over and 

above this rate capping that the Government is proposing we do 

want a derating of industrIal and commercial premises by about 

10% in line with the reduc tion 	 • the domestic 

ratepayers get. If we could get those two off we would then be 

reducing the tax burden on industry and commerce, improve our 

competitiveness, we'd 	get a bigger share of w-,rld markets, 

more jobs, (11 	prosperity. 

IgTERVIEWER  : 	So broadly speaking, those things that you'd 

like the Government to do for you are much the same this year 

as they were last year? 

BECKETT:  Yes, and let me tell you that this thrust of competive— 

mess is the thing we shall be asking for next year and the year 
• 

afteilthat as well because this is our medium term business 

package. 
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JOHN CUMMING (WOOLWICH) 
HERBERT WALDEN (BSA) 	— INTERVIEWS ON NEW CROSS FAILURE 

Transcript from: BBC Radio 4, Today, 13 January 1984  
PROGRAMME PRESENTER: 	Alinka Frankle talked to the chairman 
of the Buildng Societies Assocaition, Herbert Walden, and the 
Woolwich chief executive, John Cunming. Mr Cumming told her 
the Wolwich had no choice but to freze the New Cross funds: 
CUMMING: This I'm sure seems hard to your listeners. It is a 
sadness to us but we felt that it was essential. 
INTERVIaTER  : So that means £150 million of investors funds 
are now fAzan and can 't be removed? 
CUMMING: 	In broad and general 	terms yes, but we have Asid 
that we — with thedAwlew.caof the New Cross — will look at any 
and every case of hardship. If this should hurt any investors 
of the New Cross then do please write in, phone in, to t 	head 
office of the New Cross, and we will look at that. 
INTERVIEWER  : Mr Walden, asc.hairrmA of the Building Societle_s 
Association have you ever seen something like this happen before? 
WALDEN: Exactly like this no. This is, I would like to emphasize 
this, it is an isolated and an unusual case. And as chairman 
of the Association I am more than grateful to the Woolwich for 
agreeing to accept the trasfer of engagement to help the investors 
of the New Cross. And what I would like to do is emphasize 
that unfortunate.. 0  las it is for those investors, it is a relatively 
small number of investors in building societies, 25,000 as 
against 25 million total investors in building societibs. And I 
would like to reassure the investors in other building sociertes 
as to the safety of their funds. That is not in question at all. 
INTERVIEWER 	Docs'it suggest 	though that perhaps there 
ought to be striCter controls sooner on smallbuilding societies? 
ALDEN: 	I think it is wrong to separate small, medium or large 

building socieites in this direction. The • ecettrots are there. 
',- you have a situ ation here, the Chief 'KeySkOtras exercicct 

those controls. What he has done hao been tested in two courts, 

the High court nd then the Court of Appeal and the court of 

appeal have upheld him. And it is right that the Prud.A. 

supervisor should be able to take action when he thinks it to 

be necessary, and here he has done that very thing. 



jesterday in fact, because only on the previous day at 

the National Econom ic Development Council I gave him a paper on 

what indT'stry is doing. in terms of what we called non price 

competiveness. A couple of months ago we went into price 

competiveness. All the things we've got to do on costs, getting 

	

. 	. 
wage settlments at reasonable levels, improving our producrwiNA 

and on. But a coulNe of days ago what we described to him 

that we've got to do 	as toSon: product, on marketing, on 

quality on . delivery, very detailed eiarm that all these little 

!Teddy's will be working on. 	T beleive, Brian, we've got a 

combination 	now at the present time of new attitudes which, 

together with new technology over the whole spread of indostry, 

really can begin to transform our position. That's what we re 

after. 

INTERV 	10,1.4ER  : And did your pleas to the Chant-x.41(w fall on 

deaf ears, or did you get the feeling that he wcts in sympathy? 

BECKETT: There's no way of course at this stage, as you know, 

that the Chancellor can indicate what his intentions are in the 

Budget. What I'm absolutely clear on from the Government's 

track record is the things that we are proposing in this Budget 

are the things that we and the Government want to do. How 

much they'll be able to do in this Budget and how much in the 

Budget after that and so is still a matter for decision. There 

is a risk,as you know, at the moment of intease rates going up 

unfortunately, largely because of the American position. 	Su 

it isn t an entire tokj.  ,situation. I'm sure his inte4.1404 

are the same as ours which are to get Britain going, get this 

economy moving, provide maetjobs and better ling standards. 
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REG ROLAND - INTERVIEW ON TREATMENT OF NEW CROSS SOCIETY 

Transcript from: BBC Radio 4, Financial World Tonight, 12 Jan 1984 

PROGRAMME PRESENTER: (Rodney Smith) .... Drams in the building 

society world are relatively few and far between. But we had one 

tonight, when, at a hastily summoned news conference, it was 

announced the the New Cross Building Society was going out of 

business. It's been rescued by the Woolvich. 	The Society, which 

has been noted for its rapid growth and for the high rate of 

interest paid to some 25,000 investors, has been locked in a legal 

battle with the Chitf Registrar of Friendly Socier, for the 

past 6 months. And, as Vincx^r Duggleby reports, this went on 

without the public knowing 8 thing: 

DUGGLEBY: This is the first time that the Chvidif Registrar, 

who's responsible for the supervision of building socieCi7cs,, 

has exercised his powers to close one d'o7-Nwn in this way. And 

it's a decidion that has been bitterly contested by the directors 

of the New Cross. In May last year the Registrar concluded 

that if the existing policies and present managmert of the• 

Society continued there was a. distinct risk that the New Cross 

would not be able to pay investors in full. There was no alleg-

ation of raud or dishonesty. He served an order under Son 

48 of the Building Socielie4 Act, which would have meant that 

the New . Cross would no longer 	:be able to take money 

from the public.- But following an appeal to the Hilh Court in 

November the judge concluded that the chief resist:Mr had exceeded 

his powers and had reqahed conclusions which no reasonable 

REgistiar could properly have reached. The RiLgisrrar in turn wentl-

to the Court ofAppeal and they reversed thiruling last month. 

But not a hint of all this reached the public At this stage 

though the New Cross decided there was no alternative but to seek 

a mer5er, or transfer of engazat004 as it's called to another 

society. 	 1 



• And after a request from the Building Societies Association 

the Woolwich, which like the New Cross is based in south east 

London, and is the fifth largest in the country, came to the 

rescue. 	But as the New Cross closed the doors of its 10 

suburban branches in London tormi\-t investors are being told 

they'll have to wait, probably until early - .March, before they 

can get their money out. Borrowers are unaffected and will 

continue to make mortgage payments as usual. The end of the New 

Cross Society comes after 118 years butttwas only in the last 

8 yfsthat they started to grow; from. P-,6 million of assets in 

1975 to g153 million at the end of last year, which put them 

among the top 50 socie.ries. And it was this growth that worried 

the Registrar as well as their failure to meet certain regu—

lations, including that for trustee status. Nonetheless, 

New Cross chairman, Reg Roland, feels the society has been 

treated very unjustly: 

ROLAND: 	I think this has been borne out 	by the fact that 

the first time in history a Cbttf Registrar has been overuled 

by a High Court judge who said that he considered the registry's 

decision was unreasonable. And this is the first time, to my 

knowledge, in the the history of the building society movement 

it'c ever happened. 

DUGGLEBY: 	Nonetheless, the registrar did feel that investors 

mmight have been at risk. Are you saying they weren t? 

ROLAND:  They were 	at . _ risk. They were less at risk with 

the New Cross than they are with many other societies. Becovt. 

we have deliheratilly carried a high liquidity ratio at the New 

Cross in order that any of their members could have their money 

when they wanted it. 
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Annexes:- 
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- Economic Background, including: interest rates and monetary 

policy 
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Public 'xi6enditure inCludin _anergy costs 
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CBI BUDGET REPRESENTATIONS: SECTION 2 

THE MEDIUM TERM PROGRANNE 

The CBI provide projections of government receipts and expenditure in 

1987/8 on the assumptions of: 

(I) 	p a steady growth from 1982/3 to 1987/8; 

A small fall in the ratio of tax revenue to GDP even 

in the absence of any tax outs; 

Public spending held constant in cost terms„so falling 

as a share of GDP by 5i percentage point in the next 

4 years. 

On these assumptions, an ES billion reduction in taxes is possible by 1987/8, 

while still permitting a fall in the PSBR from 3%  of GDP currently to 

1-i% of GDP. Comment There can be no disputing that if GDP grows as fast 

as projected and if expenditure does not grow at all there will eventually 

be room for large cuts in taxation. However 

it is completely fallacious to argue that if E8 billion is - 

available sometime over the next 4 years, then a quarter 
of it (or rather more than a quarter) can be given away in 

the next budget. Whether any money at all is available for 

tax cuts now depends on the forecast for expenditure and taxes 

next year, not on the 1987/8 projection. 

CBI have nothing but pio..3 hopes to explain how the , growth 

rate can be achieved without risking some resurgence of inflation; 

exports are assumed to perform much better relative to world 

trade than in the past, pay settlements lower than in competitor 

countries, continued rapid increases in productivity. 

Points to Make  

While many features of the projection are in line with our own aspirations 

for the economy, current fiscal decisions cannot be based on this hypothetical 

 

outcome. The right time to cut taxes will be when public borrowing has 

already started to fall. 

While we agree with the CBI that industrial competitiveness is a key element 

in sustained growth and hence a reduction in industrial costs is desirable, 

the good export performance that CBI forecast will not be possible if a 

(ii 



higher PSBR leads to higher interest rates and a less competitive exchange 

rate. 

If the economy actnplly does perform in line l with CBI projections this would 

represent atransformation of economic performance compared with the last 

decade. The implication is that .the policies pursued so far have been 

successful in changing the underlying behaviour of the economy and should 

not be undermined by relaxing fiscal policy- 

The CBI note that high inflation is damaging to the economy and low inflation 

vital for sustained growth. We agree. Further reduction in inflation should 

be an important element of the medium term programme, and again this points 

to maintaining policies which have already Succeeded in cutting inflation. 

• 



CONFIDENTIAL 

'CBI BUDGET REPRESENTATION: SECTION 3 

Economic Background  

CBI Economic Forecast  

The CBI's projections for the short term are very similar to other outside 

mainstream forecasting institutions. GDP growth is expected to slow down to 2 per 

cent or just under in 1984 and inflation to rise slightly (but still to be "under 

control"). Consumption growth is forecast to slow to 1,i per cent in 1984 (no 

figures are given in this document). The CBI's recommendations are partly designed 

to bring GDP growth rate up to a "steady 3 per cent p.a.". 

Points to make  

(a) CBI forecast too gloomy about short-term prospects: consumers' 

expenditure still growing strongly (5i per cent in year to 1983Q3) 

with real personal disposable income up by 2- per cent 

same period. DTI Investment Intentions Survey suggests, if anything, 

that Autumn Statement forecast for investment Could be on the low 

side: manufacturing investment expected to rise by about 9 per cent 

cent in 1984; other business investment by 6 per cent. CBI also 

seem rather pessimistic about world recovery over next few years. 

(Paragraph 11.20 suggests only 3 per cent p.a. growth between 1982-83 

and 1987-88 in wcrld trade). 

(b) Recovery in private sector expenditure could be endangered 

by i mpact of higher PSBR on interest rates if CBI's recommendations 

are followed. 

Company incomes are now rising very fast: ICCs profits up by 25 per 

cent between first three quarters of 1982 and 1983. Latest data suggest 

ICCs achieved very large financial surpluses in 1983. 

There is a danger that, in this improved climate for companies, 

reductions in NIS and other business costs might be passed on as wage 

increases. And the higher PSBR brought about by such concessions would 

impede progress towards lower interest rates, thus implying higher company 
costs. 

(e) Companies have shown in the past two years that the way to improve 

competitiveness and profitability is through higher productivity growth 

and holding firm on wage increases. 



CONFIDENTIAL 

411/11SECTION 3 

CBI Views on Interest Rates e.nc Monetary Policy  

The CBI argue.. that - though nomimal interest rates have fallen, 
high by historical standards. 
"the Government can influence interest rates and ... there is 
scope for further cuts" 
"we do not feel, that monetary conditions necessitate keeping 
interest rates at their current high level given that inflation 
has fallen" (they point to MO.':s growth being slower than that 
of target aggregates as evidence of scope for interest rate 
cuts). 

POINTS TO MAKE 

Nominal 	- Base rates now back at theirlowest level for 5,-;- years 7 points 
interest 	below their peak in October,1981. 
rates 

Real 
	

- Acknowledge CBI's point that real rates, especially tax 
interest 
	

element, are difficult to' measure. 
rates 

as economy adjusts to lower level of ,inflation, 
just as real rates were negative when inflation accelerated in 
the 1970s. 

UK real rates now comparable to those of 1950s and 1960s. 

Bank of England December bulletin stated:- 
"In the 1980s, real interest rates faced by tax-paying companies 
have been lower in the UK than in the United States and 
Germany., Non-tax paying companies in the UK also face lower 
real rates than non-tax paying German and US companies". 

(c) 	Monetary 	- Ranking December figures suggest £M3 at top of target range, 
growth 	with PSL2 and M1 still outside. 

MO's growth could be expected to be below that nf the current 
target aggregates over the target period since the upward trend 
in the velocity of MO, with its main components notes and coin, 
is much greater than the velocities of broader aggregates. 

with six month annualised rates 
for all target aggregates at or slightly below the mid-point of 
their target range, but this does not necessarily feed through 
into immediate cuts in interest rates. 

real rates are still 

Real rates high 

11 

11 

It 

Monetary growth under control, 
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CBI BUDGET REPRESENTATIONS: 

GOVERNMENT IMPOSED BUSINESS 'COSTS' IN UK AND OTHER COUNTRIES  

No evidence UK.firms unduly burdened compared to those in other 

major western economies. 

As percentage of GDP or total taxes, conventional business 

taxes (ie corporation tax, employer's NIC, NIS, non-domestic rates, 

stamp duty etc) put UK in about middle position. 

CBI may argue conventional comparisons misleading: need to take 

account of occupational pension schemes in UK, which are counterpart 

of payroll-tax-financed state schemes abroad. Recent IFS study 

takes account of this: but UK still much in line with Major 

competitors. 	Alternative definitions do not alter picture. 

As percentage of profits, UK business taxes seem high. 	But 

comparison not very meaningful. 	Company profits struck after 

deduction of most of business taxes, which form part of costs of 

production. 

CBI may also raise point of training costs. 	No comprehensive 

data available for other countries. 	But France and Germany impose. 

more onerous legislation structure on employer training than UK. 
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CONFIDENTIAL 

OBI BUDGET REPRESENTATIONS 

CHAPTER IV: TAXATION 

NATIONAL INSURANCE SURCHARGE AND CONTRIBUTIONS 

The CBI propose immediate abolition of NIS, with clawback from central and local 

government but not public corporations (which are, of course, members of the 

Confederation). This would cost £900 million in 1984-85 and so is unlikely to be possible. 

But it may be possible in 1985-86 if the changes in company taxation currently under 

consideration (abolition of stock relief and reduction in the rate of some capital allowances) 

are implemented in the 1984 Budget. We assume, however, that you will not wish to raise 

this trade-off with the CBI at this stage. You might simply point out that the Government's 

stated aim is to abolish NIS over the lifetime of the present Parliament and that the 

substantial cost of immediate abolition poses obvious difficulties given the forecast fiscal 

prospect. 

The CBI also propose an early announcement that employers' National Insurance 

contributions will be reduced by at least 1 percentage point in 1985-86 and that there should 

be a "temporary stabilisation" in the bands for NICS. 

The gross full year cost to the National Insurance Fund of reducing eMployers' 

contributions by 1 per cent would be around £1,200 million (the CBI estimate much the same 

at around £1,150 million). The CBI propose that this shortfall in income to the Fund should 

be met by increasing the Treasury supplement. An increase in the Treasury supplement 

would, however, simply increase the burden on the taxpayer ( though by somewhat less than 

 

£1,200 million since some part, around £400 million, would in any case have come from 

within the public sector). This would reverse the policy adopted by the Government in 

recent years to contain the burden on the general taxpayer of social security expenditure. 

For 1984-85 the Government have decided to make no change in the rates of employer 

and employee contributions but to increase the Upper Earnings limit broadly in line with the 

expected movement in earnings - from £235 to £250. Overall the cash burden on employers 

rises by £700 million - but only £80 million of this arises from the change in the upper 

earnings limit - the rest is the effect of higher earnings, which emphasises the need for 

employers to contain pay increases. Also, when account is taken of the National Insurance 

Surcharge, the overall cash burden on all employers rises by only £330 million - less than 

3 per cent - hence well below assumed increase in both prices and earnings. 

- 1 - 
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CONI. LuENTIAL 
13/1 

• In discussion 

 

you might point out that an increase in national insurance contributions 

over the last few years has been necessary, partly to meet the increased cost of benefits 

paid from the National Insurance Fund and also to contain the shift in the burden of social 

security benefit expenditure f rom the contributor to the taxpayer. Employers, however, 

have been largely protected from this increased burden; and the small rise in the employers' 

National Insurance contribution since 1979 has been much more than offset by the reduction 

in the National Insurance Surcharge in the same period. Employers' contracted-in 

contributions rose by 0.2 per cent (to 102 per cent) in 1980 and by 0.25 per cent (to 

10.45 per cent) in 1983 - a total rise of 0.45 per cent. Employees' contributions, in contrast 

have risen by 21 per cent. [Contracted-out contributions have risen by rather more (a total 

of 0.85 per cent for employers and 2.85 per cent for employees) but these higher 

contributions will be offset by the lower cost of providing for occupational pensions.] The 

National Insurance Surcharge during this time has been reduced from 31 per cent to 1 per 

cent. So the combined burden on employers of both contributions and surcharge has fallen 

significantly - from 13.5 per cent to 11.45 per cent, saving private sector employers about 

Elf billion a year. 

CONFIDENTIAL 



410. LOCAL AUTHORITY FINArCE 

The need for control   

WelcoTre the C37's strong for .fre msures taken by the 

Government to restrain LA expenditure and encaarare rreater 

efficiency. Would urge the CBI to voice its belief in the desirability 

in Darticularof- Tate capPlrg. Particularly useful if CBI could 

._ reiterate its support for-;:the.'legisIation 	as it does in the Budget 

representation document - befor&- SedondA:eding- of the Bill on 

17 January. 

10 Der cent'business/inddstrial dereting 

The CBI artUe -fora 1-0 per cent derating of all businesses in England 

and Wales, although they suga.eat'- that:industry alone has a particularly 

strong case for relief. Local revenueSWOUld be reduced by L500 

million by a 10 per cent derating of bUsitesses, by Z140 million if 

only industry is .derated. In so .far as expenditure was not reduced. 

this would Mean higher:rates'for all other ratepayers or, if the 

government sought to compensate local authorities, higher grante 

taxes. The Inland Revenue Valuation Office would recuire extra staff 

IILI primary legislation. would be requited. The real remedy lies in 

local government controlliñ expenditure and that is where the 

Governments effort iS:directed, 

Rate relief for partially used premises and plant:"Eothball Relief"  

Although the-overnment has decided to suspend rtes an empty 

industrial property, mothballed" property is quite a different issue. 

 

It refers to industrial property which is only partly in use, where 

- i machinery etc remains in place in a section of a factory which s not 

(and probably cannot be) separately valued. Though there is a vocal 

lobby in favour of some form of "mothballing" relief, we believe 

that it would be technically i-possible to operate. 

Empty business D-roDerty   

The Government intends that local authorities' powers to 2.1my rates 

on empty industrial property shall be suspended from ' 	1954. 

Authorities will still retain discretion to levy at up to 50 per cent 

of full rates on empty commercial snd other non-domestic property 



- though fewer than half of the LAs ctually do rate empty properties. 

Industrial ratepayers are being given particular protection because 

it is industrial property cn which there is a surplus under Prevailing 

merket conditions which cen:ot be 'brought fully into use whereas there 

is reasonable demand for commercial property in manyareas. 



• 
5.7 

PUBLIC EXPENDITURE - GENERAL 

The CBI's general comments on expenditure are likely to concentrate on 

the case for more capital expenditure. In reply the Chancellor might say:- 

The conventional definitiong significantly understate public sector 

capital expenditure as it would be understood in any business. If the 

figures are adjusted for sales of council houses and to include defence 

capital spending and all nationalised industry capital expenditure, the 

total is around £24 billion, 

b) 	Details will be given in the PEWP in mid-Febrtrary (both the old and 

the new presentations will appear) but can say now that in real terms 

the level of this expenditure has been broadly the same - fluctuating 

only slightly from year to year - since 1978-79. 

In 1979-80 (we have no corresponding figures for 1978-79), new 

construction other than dwellings amounted to 36% of public sector 

expenditure on capital goods and services. In 1983-84 it accounted 

for 38%. 

The government is at one with the objectives stated by the CBI in 

para V(5) of their paper, which are unexceptionable to the point of 

being anodyne.Also share CBrs wish to reduce business costs. But 

metst ensure that projerts a) earn a satisfactory return and b) would 

not be better undertaken in the private sector. 



• 	Detailed Expenditure Proposals 

INNOVATION SUPPORT 

Points to make  

Expenditure has more than trebled since the Government took office. 

Further funds are being made available as a result of the recent Survey 

discussions. Details will be available in the White Paper. 

ENERGY COSTS  

Points to make  

Electricity We will want to 

  

study your recent reviev of pricing in relation to 

   

continental competitors. Welcome acknowledgement of help given to large users in 

previous budgets ( worth over £100 million). It is difficult to go further without running 

 

into either domestic or EC legislation on undue preference. 

Fuel Oil Duty. The level of duty has not changed since March 1980 (i P A 20 per cent 

   

fall in real terms). Linkage to Trigg gas contracts means that reduction would give 

rise to disproportionate costs for industry elsewhere. 

' - Background  

Department of Energy are beginning to assess the CRT's review of electricity priccs in 

comparison with continental users. Generally the report confirms that sverAge prices 

to industry are in line but predictably it highlights a core of high-load factor high 

intensity users where there is a significant disadvantage. 

SPECIAL EMPLOYMENT MEASURES   

CBI say proposals would cost E100 million in 1984-85. Not clear whether this is gross 

or net (ie after social security flowbacks). Gross cost would be E250 million in 

1984-85; net cost about half this. But spending would build up dramatically if 

proposed JRS changes were permanent, to almost El billion by the end of the decade. 



Points to make  - 

Expenditure on JRS would reach £500 million by 1986-87 and almost £1 billion by 

end of decade. Cost effec:iveness of this scheme would probably suffer. 

JSS has not taken off as hoped. Difficult to extend without subsidising part-time 

opportunities which might have existed anyway. 

Community programme. More sponsors welcome but MSC need to ensure 

community benefits outweigh private gain. More ambitious projects are more 

expensive. 

MANPOWER  

Points to make 

Welcome CBI support for improved efficiency and privatisation. 

Have already extended user charging in central and local Government. 

(c) Civil Service manpower planned to fall to 593,000 by 1.4.88. 

  

 

Agree that LAs 

   

aeed to do more • o reduce their manpower. 

(d) 	Note CM suggestion for legislation to require LAs to put more services to 

competitive tender. 

PUBLIC SECTOR PAY  

Points to make  

The CM urge continuation of trend for public sector settlements to be below private 

sector, and urge you to stick to the 3 per cent pay factor. There is no significant 

difference between Ministers and the CBI over the need for pay to continue 

downwards, and you need only say that you are well seized of the importance of these 

points. You might also ask about their views on the likely outcome for.private sector 

pay in this round. 



PUBLIC SERVICE PENSIONS  

Points to make 

(a) Government intends to continue to protect public service pensioners against 

rising prices, but will not give unopen-ended commitment to index-linking in all 

cases. 

(b) Government committed to ensuring that public servants pay realistic 

contributions t owards costs of their pensions. 
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Corporation Tax 

The CBI's response to the Corporation Tax Green Paper contained 
over 60 detailed recommendations for chances to the strieirp nf 
Corporation Tax. Many of these changes would involve very large 
Exchequer costs. But it was made quite clear in the Green Paper 
that the discussion of proposed changes would have to proceed on 
the basis of revenue-neutrality - ie that the changes would be 
financed from within the corporation sector. Furthermore, 
support for the CBI's proposals was by no means unanimous among 
others who responded to the Green Paper. In these circumstances 
it is not surprising that many of the CBI's suggestions have not 
been adopted. But Ministers have already made several useful 
changes, as the CBI acknowledge. 

As to the CBI's request for a synopsis of representations to 
be published, some representations were submitted in confidence; 
but most major representative bodies released their representat-
ions publicly, and the CBI will doubtless be aware of these. 

Advance Corporation Tax 

The CBI "do not believe that the Select Committee debates in 
1971 were intended forever to ossify the rules 	Nor do 
Ministers. The changes announced in the 1983 Budget and due 
to be included in Finance Bill 1984, to extend to 6 years the 
carry-back period for surplus ACT and to reverse the order of 
set-off of ACT and double taxation relief, responded to 
representations made on the CT Green Paper by the CRT_ and will 
be of real help. Most of the other changes to ACT which the 
CBI now advocate would be very costly, running into several 
Em100s. How would the CBI propose financing them? And when 
Ministers considered the response to the Green Paper, they 
were not persuaded on the merits of these changes in principle, 
quite apart from the cost. 

The CBI said that they supported the principle of thc imputation 
system of corporation tax - but to imlement the changes thcy 
propose would emasculate it. 

• 



Capital allowances  

CBI propose new capital allowance for commercial buildings of 
2.% Per year (straight line basis). . 

Points to make:. 

i. 	Accept the allowance right in principle - even if 
commercial buildings depreciate very slowly (or 
even appretiateinearlyyears). 

	

ii 	.But cost has always been the real difficulty. 
First year reasonably modest at Em25 - 30. But 
builds up toEb-l5 a year eventually. 

	

iii 	Nevertheless will bear in mind. 

[Confidential. 	Possibility ofsuch an allowance - counterbalanced 
by withdrawal of .first year- _,allowances for plant in commercial 
buildings - one of the suggestions currently under consideration 
in context of longer term reform of capital allowance system.] 

• 



DEVELOPMENT LAND TAX 

The future of this tax has been recently reviewed, and its 
abolition was not considered a runner (Miss O'Mara's 
21 November minute to the FST). The CBI estimate the yield 
for 1983/84 at E50m, and suggest its immediate abolition would 
cost nothing significant. Better estimates are £80m yield, 
with an initial cost of E20m (1984/85) and E40m (1985/86). 
They suggest that its existence discourages commercial 
development, but the indications are that it is now generally 
accepted as a reasonable price to pay for continuity and 
stability in the property development field. To suspend its 
operation for 3 years as now suggested would create the very 
market instability that continuity of the tax avoids. And 
though such a tax holiday might lead to a flurry of apparent 
development activity, it is likely that this would be more 
concerned with establishing exemrrtion by bogus starts to 
Projects than by meaningful dvelopment, which will be 
supplied by the development industry in response to demand, 
not because of tax liability or otherwise. 

STAMP DUTY 

In their response to the Stamp Duty Consulative 
Document the CBI called for the abolition of:- 

capital duty; and 

stamp duty on equities. 

As the CBI recognise, a duty (at a rate of 1 per cent) 
on the raising of capital by companies is manaatory on 
Member States of the European Community. The UK has had 
a form of capital duty since the 19th Century. The 
piesent duty is expected to yield Em75 this year. 
Although the Commission did tentatively suggest last 
year that the EC duty should be reviewed, nothing came 
of the idea. It is doubtful whether a majority of 
Member States would welcome any change. 

The Chancellor is aware of the case for some reduci-inn 
of the duty on equities. Reducing the rate to 1 per cent 
would cost £m175. More, if there was any leakage of 
tax from houses and land or if a reduction in stamp 
duty on equities led on to a revision of the rate 
scale for houses and land. The CBI in their stamp 
duty submission called for the introduction of a slice 
scale. With current rates this would cost Em350. 

The responses to the Consultative nnrurnent are still 
being analysed. 



411 	Share Options  

The Government's policies to encourage employee share 
ownership are reflected in the operation of three tax reliefs 
for emoloyee shares - 

	

a. 	Noincomatax is payable by an employee who retains 
-for 7 years shares received as a gift under his company's 
approved profit-sharing scheme. Such schemes must be 
open to most full time employees. The limit on allocations 
to individual employees was raised to a maximum of £5000 in 
1983. 

	

,b. 	No income tax is Payable':by an employee in respect of 
gains taken on SAYE-funded share options made available 
under his company's approved scheme. Such schemes must 
be open to all full time employees. SAYE contributions 
are limited to £5.0 a montha --:1983 Finance Bill proposal 
to increase this to £75 was-_lost). 

	

c. 	-Other share options, granted by employers on a 
discretionary basis, are norMally the preserve of directors 
and senior managers. •:Gains-made on exercise of such 
executive share.optionsa_restbject to income tax, but a 
1982 relief allows the tax- payment to be spread over 
3 yearly-instalments (a 1983 Finance Bill proposal to 
increase this to 5 yearly instalments was lost). 

Nearly 650 approved all-employee share schemes (a. and b.) have 
now • been set up compared with just 30 when the new Government 
took office in 1979. 

The CBI are keen to see more favourable tax treatment 
introduced for eXecutive share options. Ministers are currently 
considering the case for providing a new tax relief in this area. 
Among the choices is replacement of the income tax charge with 
capital gains tax,-which, subject to a range of conditions, is 
the regime introduced in the US in 1981 for "Incentive Stock 
Options". 



CAPITAL GAINS TAX 

General   

Suggested line to take: 

i. 	In longer term, it will be necessary to consider the 
future of CGT based on real gains and nominal losses. 

Present yield - Em850 forecast for 1983/84 (including 
Em250 on companies gains) - will be progressively 
reduced by effect of indexation. 

Burden of tax has been significantly reduced in recent 
years: indexation allowance, increase in threshold for 
individuals to £5,300 and index-linked, reform of 
settled property provisions. 

iii. Real gains which add to taxable capacity should not 
escape tax altogether. Without some charge on capital 
gains, the pressure to avoid income tax by conversion 
of income into capital would be increased. 

Specific CBI proposals  

i. 	Exemption for assets held for 6/7 years (to compensate 
for absence of indexation relief pre-1982). 

This would not distinguish between real and inflationary 
gains. Administrative difficulty in applying such 
a rule to shares which, prior to 1982, were pooled - 
dates of acquisition will not therefore be known. The 
cost would be about Em300 in first full year. 

Overhaul of retirement relief. 

Consultations about the relief were promised by the 
previous Chancellor in the 1983 Budget Specch.: A 
consultative document is to be issued shortly. In the 
meantime, the Government has announced that it will 
be going ahead with thP proposed doubling of the 
relief (from E50,000 to £100,000 in the 1984 Finance Bill). 

Simplifyindexation provisions by (a) extending them to 
losses and (b) dropping the 12 months exclusion rule. 

It is accepted that these restrictions add complexity. 
But they remain necessary (a) to preserve the current 
yield of the tax and to minimise the additional workload; 
and (b) to put a brake on the conversion of income to 
capital 

Se- 



iv. Removal of two tier charge on companies and their 
shareholders. 

Gains realised by a. dompany and by its shareholders 
are realised by different persons in respect of 
different assetE usually over different periods of 
time. In most oases, it would be impractical to 
-attempt to relate gains on shares to gains on 
Particular assets by the companies in which the 
shares are held. 

v. 	Cary forward of annual e>teMpt amount. 

At £5,300 Jand -index7linkedlthe threshold is 
very. generous almost . double :the- rmarried Mans 
al-lowance for income tax):. Tfit were possible 
to Carry forward unused part, the threshold itself 
might have to be lower. , More .important, administrative 
savings from not having to calculate small gains 
would be Lost, -.Business assets:  are protected by 
special replacement: and retirement reliefs. 



CAPITAL TRANSFER TAX 

It is suggested that the present business asset reliefs 
(currently either 50 per cent or 30 per cent) should be 

• amalgamated and replaced by 	 exemption.  
Present reliefs amount to £5um per annum and thp 
amalgamation and extension would cost . ,50- 1/1-te C__:cOw.s. It would 
also set aside sound reasons for the two levels of relief, 
designed to ensure that roughly the same proportion of the value 
of the relevant estate is taxed, taking account of the 
different value levels of, say, minority shareholdings or 
tenanted agricultural land (now both enjoying 30 per cent 
relief) and the rate of tax then appropriate. CTT rates, for 
death or lifetime transfers, are due for review in the Budget, 
and it is for consideration what degree of incentive is 
though appropriate for lifetime gifts. The CBI issuggesting 
that transfers above £220,000 (where  lifetime transfer rates 
begin to rise to somewhat more than half their death rate 
equivalent) should be reduced. This would mean reducing the 
top rate for lifetime transfers (applicable over £2,650,000) from 
the present 50 per cent to 37i per cent, and it is thoughtthis 
would cost some £5m for 1984/85. It may be thoughtappropriate 
to consider this possibility in the forthdoming paper.  on rates 
and threshold. With regard to the possibility of accumulating.  
annual exemptions, for a limited period 01 for ever, the annual 
exemption of £3000 is presently a de minimis arrangement intended 
to free small gifts in any one tax year. To accumulate would be 
to effect an entirely different result: a small snip, but a 
large hole in the tax net. 



INCOME TAX AND IIS  

On income tax genera:Ly the Chancellor will presumably 
wish to do no more than note what the CBI have to say 
in relation to 1984/85 while sympathising with their 
longer term objective of reducing the overall burden 
of-..direct:.taxation. The Chancellor has made clear 
that .increases in income tax thresh:olds have a very 
high priority, when resources are available For 
1984/85. the CBI proposals assume that income tax 
allowances and thresholds. willbehdreaSed by no more 
than inaexation. There iS, however, a strong case for 
going further, in so far as available resources permit, 
to ensure, at-the least that-the burden of income tax 
does not increase relative to average earnings. 

On 1IS the Chancellor may feel:ableto mention to the 
CBI his oWn view of theattra.6tiorirS in abolishing the 
surcharge and his personal wish toao something about 
it during his time in office - in line with what he 
told the Country Landowners- Association on 4 October 
last year. He will, however, Watt to remind the CBI 
of the present-very tight.  fiscal position; abolishing 
IIS would cot something-.over £300 million in a full 
year. 



BUSINESS EXPANSION SCHEME,  

The CBI have resurrected their earlier proposal for 
a new kind of "small firms investment company" (SFIC). 
Individuals investing in a SFIC would qualify for BES 
relief. Short of introducing SIFCs, the CBI suggest 
changing the present rule so that an investor would get 
relief for the tax year in which he subscribed to a BES 
approved investment fund, even though his money might 
not be invested by the Fund in qualifying companies until 
the following year. .The CBI also want an advance 
clearing system for investments and, in their Technical 
Representations, suggest a further seven changes. 

None of these points is new. Some have been made 
by others as well, and all of them have been considered 
carefully by Ministers - most recently in a wide-ranging 
review of the Scheme by the Financial Secretary. His 
recommendation, which the Chancellor endorsed, was that 
while there might be merit in some of the suggested 
changes (others would definitely not be acceptable) the 
scheme should be given time to settle in and there 
should be no changes to it in the 1984 Finance Bill. 
(There is one possible exception; Ministers arc.. 
reconsidering whether action is necessary to exclude 
farming.) 

The case for SFICs was considered before the last 
Budget and, with the Prime Minister's agreement, BES was 
introduced instead. There were three main reasons. 
First, the main aim was to encourage individual investors 
to take a direct equity stake in companies; SFICs would 
break that direct link. Second, the existing approved 
investment funds have many of the same institutional 
advantages that are claimed for SFICs so it is doubtful 
whether a new kind of intermediary is needed..anyhow. 
Third, to graft SFICs on to BES would in our view add a 
further layer of complexity to the scheme - we think 
the CBI are wrong to suppose it would allow simplification. 
The Chancellor deployed these arguments in resisting a 
suggestion last August from the Conservative Resr,.ar(71-1 
Department for the introduction of SFICs, and in a speech 
to the British Venture Capital Association in September 
the then Financial Secretary again explained why the 
Government remained unpersuaded of the case for SFICs. 

Of the CBI's other more detailed proposals, some 
(eg to extend the scheme to companies with overseas 
subsidiaries) are ones which Ministers might be prepared 
to accept if there were to be changes to the scheme in 
1984. Others (eg to open up the scheme to employees; 

• 



to extend further the time IlMit during which a new 
company must start trading if it is to qualify) are 
incompatible with the fundamental aims of the scheme. 
Others again (ea consolidating the BES legislation - 
which is spread over four Finance Acts) are no doubt 
desirable, but not essential to the success of the 
scheme. 

5.-  The CBI put the overall:cost of their proposals 
tentatively at £200m in a lull year. This is probably 
ricimbre than a shot, in the:dark, and seems very high. 
It implies additional investment of around £400m a year, 
over-:andabove:MOney.',diverted:lromexitting investment 

:.;under the scheme 	 several times the current 
leVel of take-up. In the 1.98-3:FSBR the full year cost 
was put at £75m (implying annual qualifying investment 
of . about £150m))bu-titseetsprobable that even this 

- figure will turnout tibbe:::onthehigh side. - 	— 

Line to take  

6. 	The Chancellor will probably not want to go into 
detail on the CBI's : Technical Representations other than 

'perhaps to note :that whilSt.  some may in principle have 
merit, 'others seem inconsistent with the fundamental alms 
of the scheme. On their point about advance clearances, 
local tax Offices do already operate an informal 

Hclearance procedure for companies wishing to qualify 
under the scheme. On SFICs - about which the CBI will 
no,doubt expect him to say mnre - he might draw on the 
arguments in paragraph 3 above. More generally, he might 
say that whilst the, Government will be monitoring the 
scheme 'carefully, and Welcomes suggestions for improving 
it, there is a..good case for giving it time to settle in 
before considering any further changes. 



Wider share ownershir)  

The -Government supports the aim of increasing wider 
share ownership, and entirely agrees with the view that 
employees should be encouraged to take a stakc in the 
enterprise they work for. Three of the past five Budgets 
have contained substantial - and welcomed - measures to 
increase the attraction of employee share ownership. 
Impressive results have already been achieved: over £m500 
worth of shares have been allocated to employees or are 
subject to options held by employees. This is a healthy 
reversal of the trend towards institutional shareholding. 
The Government's 'privatization' programme has also opened 
up the chance of true financial participation for thousands 
of employees for whom it did not exist before. Other measures 
taken include BES and reduction in capital taxation. 

Representation on BES, stamp duty, IIS and capital 
taxation have been noted. 



UNITARY TAX 

Background  

Afterconsiderable prompting by both Treasury Ministers and officials, the 

CBI eventually got its act together on unitary taxation sufficient to submit 

a:Note to Secretary Regan's Woking Group,: Largely because of the actual 

examples it-.Oontained,:this_was quite-ap0;isrful;:ctitique of the 

:syStem. TheCBI:UrgeSthe'UK Government which submitted its own Note on 
e s 	 : 	 - • 	.. 

30 Novembar), togethei- with ourEuropean'partners, to keep up the pressure on 

unitary tax,..:  

Line to take  

To welcome the CBI Note to the Working Group This will complement 
_ 

the UK Government's own NoteAwhich- Was prepared before the CBI had 

produced examples of actual-daMagel:. 

ii 	To-urge theri:(to provide their assesSment of retaliatory measures and 

their consequences (ie the information requested in the Financial . 

Secretary's 21 December letter). The need for this material is urgent. 

iii,To. stress the vigour with which the Government have pursued the issue, 

and our success. in .getting other Governments to respond vigorously. 

AS well as the UK, the Governments of Australia, Canada, Germany the 

Netherlands and Switzerland have each submitted individual Notes to the 

Working Group. There has also been a joint Note from the 10 Member 

States of the EC. Liaison with European partners (and other countries) 

continues. 

iv. In response to a request from Secretary Regan, UK officials gave oral 

evidence (11 January) to the Task Force on the UK's arm's length 

pricing rules. 



' CONTROLLED FOREIGN COMPANIES 

Background  

Legislation on 'controlled foreign companies", designed 
to deal with the tax haven problem, was included in the original 
1983 Finance Bill. This enabled a charge to UK tax to be imposed 
on certain UK resident companies with interests in tax haven 
companies. In the event these provisions were pruned from 
the 1983 Bill prior to the General Election and, with a view 
to legislating in 1984, revised draft clauses were issued last 
October. This revised draft incorporates the important changes 
Ministers had announced in response to the business community's 
criticisms of the proposals as included in the 1983 Finance Bill. 

The CBI have played an active part in the three previous 
rounds of public consultation on tax havens. They have also been 
consulted informally, both by Treasury Ministers and officials, 
on this issue. The implication in their present representations 
that they have always been fundamentally opposed to the haveii 
proposals is somewhat misleading. Hitherto they have accepted 
that it is right in principle to attack UK companies' use of 
tax havens to avoid UK tax: their concern has been that the 
legislation does not spill over to damage the "genuine" overseas . 
activities of UK business. Unless they have had a significant 
change of heart, therefore, what the CBI are presumably now 
doing is taking up a fairly extreme negotiating posture in the 
hope of securing - yet further - relaxations of the legislation. 

Line to take 

To reaffirm the Government's commitment to tackle the 
tax haven problem, broadly on the lines of the existing 
proposals. They are however prepared to look at the 
detail of the provisions, and look forward to. receiving. 
the CBI's promised detailed comments on the'revised - 
draft clauses. 

To emphasise that the Government share the CBI's 
objective of preserving the competitive position of 
British business. That is why they have made such 
efforts to meet the business community's criticisms of 
the earlier proposals. In particular they have made a 
whole series of amendments to provide more certain 
safeguards for the "genuine" overseas operations of 
UK businesses. 

(IF Section 482 is raised). To say that the Government 
recognise that Section 482 may no longer be appropriate 
in its present form. They already have the terms of 
the Section under review, and will be publishing proposals 
in due course. 



Groups of companies  

The CBI have now (two months late) submitted their 
representations for the review of the tax treatment 
of groups of companies. They had made numerous 
proposals and say they regard them all as a first 
priority for action in Finance Bill 1984. 

Although the Chancellor has not ruled out action in 
1984 on two particular points, both concerning consortium 
relief (and only one of which has been raised by the 
CBI), it seems unrealistic to expect action in 1984 
on the review as a whole. Thfs is a complcx part of 
the tax code, and with 60 odd individual proposals to 
be considered, many of which would interact with each 
other, it will clearly take time to complete the review. 
Some further consultation may also be necessary and 
we have, for example, already arrange to discuss with 
the CBI and certain other bodies.  a more radical 
suggestion they have floated -for an entircly different. 
system to the present one for taxing groups of 
companies. 



FOREIGN - CURRENCY LOSSES 

The exchange loss on foreign currency borrowings of a 
fixed capital nature is not allowable because it is a 
capital item (only expenditure of a revenue nature is 
deductible in arriving at taxable profits). Ministers 
havedecided against action in the past. Reasons are 
the difficulty of determining precisely where the capital/ 
revenue:distinction was to be overidden (the case for 
relief,isnot universally:strongafair and workable 
scheme would require long and Complex legislation and 

.thecoSt.tould be.  substantial ',- A ':„recent adverse decision 
by the.libuse'ofLOrds may remove some of the pressure for 
reliefL_forlsorrowings but_it ..raiSeSother problems. 
(The CBI representations were submitted before the judgment). 

Line to take - 	.heyeecOmmended to Ministers 
that - eny:change be ruled out for -1-,.9. 84 while we assess the 
significance of the judgment and what action, if any, may 
be needed-. 	

. 
• 

COSTS OF EQUITY FINANCE: 

The 1980 legislation removed an anomaly by giving relief 
for the-incidental.  costs of *raising loan finance where the 
cost. of.maintaining the loan (the interest) was itself 
allowable. There it no corresponding anomaly innot 
allowing the costs of raising equity captal since the costs 
of maintainingequity.(dividendS) are not deductible from 
profits. There Would also be practical problems in excluding 
the cost of share issues in, for example, contested takeover 

Unlikely::that a lack of tax relief for this 
once-and-for-all : Cost will affect a company's willingness 
to raise new equity capital having regard to the on-going 
costs Of servicing that equity. 

Line to take - Resist 



Stock relief - six year cut off  

The CBI oppose the rule in the 1981 scheme of stock relief 
under which losses attributable to relief under that scheme 
are cancelled if they remain unused for six years. The decision 
to introduce this rule was a budgetary one, to protect the flow 
of corporation tax revenue in the late 1980s and 1990s and to 
help stem the growth in the very large "overhang" of unused 
tax losses and allowances. And even with this rule, the UK 
is still more generous than most other countries, whose 
corporation tax systems generally place a restriction on 
carry-forward of all tax losses, not just those attributable 
to a particular relief. 

Disincorporation  

The CBI urge the removal of fi.scal barriers to those who want 
to change from operating in a corporate to an unincorporated ' 
form e.g. as a partnership for sole trader. They particularly 
refer to the inhibitingef.fects of stock relief and capital 
gains tax. 

Line to take  

1. 	Accept that tax system should not inhibit the adoption 
of most desirable commercial form. 

At Ministers request, we have been examining this matter.  
with the accountancy bodies (the CCAB) over, reeent months. 
Aim has been to remove fiscal obstacles on a.revenue-neutral 
basis i.e. not to give any form of tax incentive. The 
CGT point has proved the most intractable - the present 
law imposes a charge on the company (in respect of assets) 
and on shareholders (in respect of gains on shares) - 
which can be met only by a specific relief. 

There does not appear to be any pressing need for action 
this year - the disincentive to corporate status arises 
primarily from the more stringent standards of auditing 
required by the Companies Act and the introduction of 
stricter requirement by the accountants own professional 
bodies. These will not bite until 1984 accounts are due. 

iv. 	For your own infolmation the Financial Secretary's 
preliminary view is that, against the background of 
pressure on the 1984 Finance Bill, the case for immediate 
action has not been made out, but that the matter should 
be kept under review as the Companies Act changes begin 
to take effect. 

• 



- INDIRECT flaATION ISSUES  

PENSION FUNDS  

1. Under. :the. existing arrangements made intne light of counsels' advice, it 

is accepted that employers can recoverVAT Incurred in respect of administration 

services of funded pension schemesproVidingpension arrangements for employees. 

While the valuable or done by Pension Funds is fully recognised, it would be 

inequitable to mAke exceptional arrangements to provide special input tax relief 

to the funds or employers in resPect of exempt supplies (eg of securitiesor 

property) made by pension funds. Any such measure would also be inconsistent 

with our international:obligations and would lead to requests for similar 

treatment for other bodies undertaking worthwhile social functions such as 
- 

charities.• 

/. A Particular point the CBI is likely to raise is that the amount of VAT 

Which pension funds are unable to recover may be increased by the proposed VAT 

partial exemptiOn changes announced by MST in a written reply on 15 December. 

These chanes are, of course, of general application, but their most significant 

impact will be on the financial sector. Pension funds have developed such a 

significant role in this sector and are so heavily engaged in investment activity 

that it would clearly be wrong to treat them more favourably than other businesses 

similarly engaged such as insurance companies, which share the burden of 

providing pensions. 

PARTIAL EXEMPTION CHANGES  

1. HST announced in Parliament on 15 December that he was satisfied that the 

present VAT partial exemption rules result in substantial losses of revenue. It 

is inevitable that the changes proposed to correct this situation will bring 

more businesses into the partial exemption net; but, generally speaking, they 

will be businesses with fairly sophisticated accounting systems which can cope 

with chanPs-vithout difficulty. Some may wish to.rearrange their VAT groupings. 



• Customs has agreed that the normal 90 days' notice required for such changes 
would be waived in this instance. Custdms have also stressed in their 

meetings with trade bodies that they will be as cooperative as possible in 

agreeing special partial exemption methods to ensure that businesses affected 

by the proposed changes can recover all the input tax to which they are 

properly .entitled. To the extent that the proposed changes are aimed at stemming 

revenue losses they will add to business costs, but the additional administrative 

burden associated with the prmposed changes will be limited and has not, in fact, 

been: a major source of complaint in Customs meetings with trade bodies and 

individual businesses. 

DRAFT VAT 12TH DIRECTIVE 
I-. The draft DitheCtiVe aims to harmonise rules for the deduction of input tax.. 

The Commission's proposals, put forward in early 1983 would block a
.variety of .  

-business expenses (eg running costs of cars, expenditure on business travel) •which; 

is currently deductible in the UK. The European Parliament has_recently.suggested 

some amendments, but there has been no discussion between Member _States either, 

of the original proposal or the Parliatent's views. The Directive could notcome 

into effect without the. 
 agreement of all Member States. 

S. Customs undertook a comprehensive consultation exercise on the original
- . 

proposals and has also drawn the attention of interested bodies,--includiug the: 

tothe-viewS of the European Parliament. Subject to the MST's anproval 

further consultations between Customs and the CBI and other 
- bodies are likely 

-(Mr-Jefferson-,Smith's note.  to EST, 
5 January). 

6. 
The Minister of State announced the Government's line on the propoSals in 

a Written Answer last July. The principle of blocking some input tax is somethini 

the UK Government accepted with Lhe Sixth Directive in 1977 and has applied for 

cars and entertainment since the introduction of VAT. The purpose is to ensure 

expenditure of a private nature is not tax free. Ministers consider that 

blocking runs counter to normal VAT procedures and should only be used to 

prevent really significant abuse or administrative complications. Accordingly 

a Directive mai.cing blocking obliEatory could only be accepted if it were 

restricted to the items already blocked in the UK. This line reflects fully thi 

views of the CBI and others. 

7. 
There has been no change in this position since the statement in July. In 

considering any revised proposals the interests of UK iadustry will be fully 

taken into account. 



yet been taken on the level of the limit for 1984. 

nrhappy 

with the level of theJ/Kls VAT registration limit, but they will not 

know about the threatened infraction proceedings. No decision has 

In view of the 

complications the Chancellor will no doubt wishto simply note the 

9.. The CBI will probably be aWare.that4h“OmmisSion is 

• 
VAT REGISTRATION TElikISHOLD  

tor 
tha.ncellorl s 
.121 ormat ion 
Inly. Not 
,o be 
-evealed 
.0 CBI 

Z. The.VAT registration threshold has been increased in each of the 

past fouryears. It now stands at E18,000. An increase in 1984 to 

E19,000 would_ broadly maintain the real value of the limit at its 
1973 level.. However, the Commission has recently written to say that 

indexation back to 1973 is unacceptable under the BC Sixth VAT 

Directive, and. that the UK should at least freeze the existing limit 

until it ii3effectively indexed from 1-Zatuary 1979: This would 

take about three years. (Er Harris' note to MST, 15 December 1983). 

CBI's views on this point. 

DERV 

10- Dery has been favourably treated by the Government. The duty 

differential in favour of dery over petrol, which was introduced in 

July 1981, was widened slightly in the 1982 and 1983 Budgets. The 

dery duty is now about 12p a gallon less than petrol. The real 

value of the duty is well below its 1970 level. 

H. Although the recommended retail selling price of dery is among 

the highest in Europe other factors mean that the effective price 

to businesses is not excessive by EC standards. Businesses in the UK 

are able to deduct VAT on dery whereas a number of Member States 

either completely or partially block deduction of VAT. Also some 

Member States (Denmark, Italy, Luxembourg and the Netherlands)-which 

have a particularly low duty on derv, impose higher taxes on diesel-

engined vehicles to equalise the tax burden. In the UK most dery is 

purchased by businesses under contractlIA1 arrangements which typically 

provide for discounts of UP to 15p a gallon off the retail price. 

12. 	Dery is an important revenue raiser - estimeted at just over £1,000m 

in 1983-84. Any revenue foregone would have to be mede up elsewhere. 

3 
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A TECHNICAL FINANCE BILL? 

>;-A- The CBI haveksome years been amongst those pressing for a 
"technical Finance Bill", to provide an opportunity to legislate 
on matters which they regard as primarily technical, but which 
do not find a place in normal Finance Bills. Many of the CBI's 
candidates for a technical Bill, however, would be unlikely to 
meet the criteria of the cautious approach floated by the 
previous Chancellor to the Procedure Committee. 

Of the CBI's list of 11 candidates produced in 1981, only one 
met Sir Geoffrey Howe's criteria. The others had been 
considered and turned down by Ministers, or were controversial, 
or had a substantial revenue or staff cost. For example, one 
CBI proposal (concerning a Company which leases a Group) 
involved a motive test, which would have been staff intensive. 
Another, "sideways surrender" of losses between companies in a 
consortium, had been ruled out by Ministers in 1981. And 
another (concerned with ACT surrender to new subsidiaries) could 
only have been carried through by long and complicated 
legislation. 

Line to take It is well-known that previous Chancellor 
took a particular interest in the idea of an occasional 
Ancillary Finance Bill for minor, technical and uncontroversial 
provisions. Not clear that CBI's candidates meet those 
requirements. But in any case cannot regard an Ancillary Finance 
Bill as a high priority - questionable whether more 
Parliamentary time should be devoted to discussion of technical 
tax matters. 

• 
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Draft 

Speaking Brief for meeting with Chancellor: Sir Campbell Fraser  

(After introducing the CBI team, thanking the Chancellor for 

seeing the team and giving him the proposed order of speaking). 

First, Chancellor, I'd like to tell you about the exact status 

of the document which we sent you last Friday. Our Council 

has approved the broad themes of the Representations and has 

formally approved our coming here to talk to you before giving 

its final approval to the detail of the Representations. These 

Representations have been cleared by the relevant Committees and 

our Council will be asked to approve the details at its meeting 

next Wednesday. We don't expect that there will be any changes 

but if there are we will bring them to your attention immediately 

afterwards. We plan to release our full Representations at a 

Press Conference on the 25 January. 

When you ended your Autumn Statement, you made what I thought was 

a very telling point. You said that we now had steady growth and 

low inflation and you called that a winning combination. I am 

sure that I speak for every one of our members when I say how 

much I agree with you on this and the need to keep it that way. We 

have drawn up our representations with the aim of helping you keep 

that winning combination going, not just for one year but for 

four or five years ahead. 

We need to look this far ahead for two reasons. First, after 

the difficulties of the past ten years, what British business 

needs is to build up the momentum of steady and sustainable 

growth so that industrialists can feel that it is worthwhile making 
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difficult decisions now to pay for better business prospects in 

the future. Secondly, our calculations (and, we believe, most 

other peoples') suggest that unless we have fairly strong growth 

through this period we run the risk of major tax and public 

expenditure problems towards the end of the decade when the oil 

revenues are falling. 

What we have therefore tried to do is to identify the threats and 

opportunities affecting the medium term prospects and to see what 

can best be done now in the 1984 Budget to improve the prospects for 

sustaining the recovery. 

So, to sustain the recovery we need first continued low inflation 

and secondly, further improvements in competitiveness. These in 

turn will lead to higher profitability and investment and hence, 

more jobs. 

We also believe that the longer term prospects for growth combined 

with low inflation will be improved by action taken now to encourage 

enterprise. We have therefore put forward a package for enterprise 

which Alan Willingale and Jeremy Pope will speak to. 

Obviously many of the things that need to be done to keep the 

recovery going are the responsibility of business. The CBI has 

spent a considerable amount of time and energy making the case for 

lower pay settlements, improved productivity and better employee 

involvement. But we need to aim to improve our competitiveness on 

all fronts and so in our Representations we ask you, Chancellora to 

see what you can do to help. 
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4Ip
ou will not be particularly surprised by most of our Representations. 

There are two main themes: cuts in Government-imposed costs on 

business, which we believe is the best way in which the Government 

can help business keep its costs down and improve its competitiveness; 

and an enterprise package that concentrates particularly on measures 

that will encourage wider share ownership. These include the 

abolition of stamp duty on share transactions, improved stock options, 

amendments to the Business Expansion Scheme and the abolition of the 

Investment Income Surcharge. These measures will improve attitudes 

towards business as more and more people develop a direct interest 

in business prosperity. 

Over the past four years there have been a massive expansion in home 

ownership. We ought from now to be getting an equivalent expansion 

of private ownership of shares in business. 

Our package is a modest one but we feel that it will help improve the 

prospects of the sustained recovery with low inflation. Therefore 

we commend it to you Chancellor. 

Now if I may I'd like Terry to go through the main points of the 

Representations, Alan Willingale to cover the more detailed tax points 

and Jeremy Pope to cover the representations that bear particularly 

on smaller firms. 
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Speaking Brief for the Director-General on Budget Representations  

for the meeting with the Chancellor. 

As Sir Campbell has said, our two main themes are cust in business 

costs and our enterprise package. I will cover the proposals for 

cutting business costs. 

The most important of our representations is the immediate abolition 

of the National Insurance Surcharge, the tax on jobs. The Prime 

Minister has indeed called it "this pernicious tax on jobs" and has 

said that she hopes to abolish it in the life time of this Parliament. 

Getting rid of it for private sector and public corporations would 

cost £900 million this year and about £1 billion in a full year. 

There would however be a fairly considerable feed-back from increased 

revenue from other taxes. 

Removing the tax would be the greatest single contribution the 

Government could make to helping industry improve its competitiveness. 

NIS is a tax on jobs and raises the cost of employment. Our estimates 

suggest that most of it is passed on in higher prices. The rest is 

taken out of profits. Higher profits are essential if we are to get 

the economy going again and revive investment not only in fixed assets 

but in all the other areas that will help improve competitivencss 

further. 

l
Our second main representation concerns business rates. Although the 

bill currently under discussion in Parliament does not do everything 

that we want, we have given and are giving Patrick Jenkin our steadfast 

support, particularly on rate capping, against his critics. But in 

the short-term this won't do very much to reduce the actual burden of 

'rates paid by business which is likely to reach 6 billion next, year. 
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410We are therefore asking for business to be put on to the sae basis 
as the domestic rate payer who at present receives a derating of 18ip 

in the pound which is worth about 10 per cent. To introduce this 

partial derating would require legislation, but the legislation is 

fairly simple. If the will is there it would be technically feasible 

to make the derating effective for this year by introducing legislation 

in the summer and making the rebate for the full year effective with 

the second rate payment. There are also a number of other provisions 

on rates set out in our representations. 

Reducing rates would also help reduce business costs and improve 

competitiveness. Most of the benefits of lower rates would be similar 

to those of lower NIS but lower rates would help capital intensive 

industries. 

We don't think that this is the time to cut income tax by raising 

income tax thresholds. We believe the income tax system is in need 

of reform to improve incentives but raising income tax thresholds 

will do very little to cope with the worst of the problems such as 

the poverty trap and unemployment trap. 

If our strategy is implemented successfully, we estimate that there 

will be scope in later years, provided Britain is competitive, to pay 

1 for cuts in income tax. But first we need to be competitive. 



CBI BUDGET REPS 1984  

Let me just flag for you, Chancellor, those of our many other proposed 
tax changes that put in place now would most serve to cut business 
costs, encourage enterprise and give us a sporting chance against 
overseas competitors. 

1. Stock Options (page 26) 

Favourable tax treatment would help employers to increase 
employee commitment in general and reduce the managerial 
equivalent of brain drain i.e. boss loss in particular. 

2. Stamp Duty (page 26) 

Abolition of duty on share issues and transfers would help 
to widen share ownership (page 30) and win back to London 
a lot of transfers that have shifted to the New York 
market. 

3. Corporation Tax (page 25) 

ACI 

Treating ACT as what it says it is viz Advance 
Corporation lax and not IT on distributions would 
open a tap for thirsty Capital Allowances and DTR 
to CT refund. 

Commercial Buildings  

A two per cent per annum straight line writing down 
allowance on new commercial buildings would stimulate 
the construction industry and take a step forward 
greater equity for the commercial sector. 

4. DLT (page 26) 

Abolition or failing that a three year suspension would rob 
you of a mole-hill of yield and rescue us from a mountain 
of compliance costs and misery. 

5. VAT (page 30) 

Permitting full recovery of Imput tax on providing pensions 
would cut their cost to employers. 

continued 
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6. Controlled Foreign Companies (page 31) 

If you must issue the Revenue with a new weapon we would rather 
you make it a laser beam rifle than a sawn off shotgun. Too 
broadly targetted legislation of the sort still in draft will 
injure innocent bystanders and give advantage to our American 
competitors for whom Sub Part F holds much less terror. We 
are highly appreciative of the salvoes Ministers have loosed 
on the US Unitary Tax. Could you please redirect some of the 
thinking that went into that attack on foreign trespass on 
our bailliwick to avoiding damage at home to British companies 
that are legitimate invitees to other people's. 

A. E. WILLINGALE  

12th January 1984  



SUGGESTED SPEAKING BRIEF FOR MR JEREMY POPE AT THE MEETING WITH 

THE CHANCELLOR OF THE EXCHEQUER ON THURSDAY 12 JANUARY 1984. 

SMALLER FIRMS PRIORITIES IN BUDGET REPRESENTATIONS. 

The Smaller Firms members of the CBI are solidly behind the main 

thrust of this year's Budget Representations. Their prime needs 

are for improved conlpetitiveness_- through their own effort and 

through a reduction Of government-imposed burdens - and in 

particular a better environment for enterprise and investment. 

We believe the introduction of the Business Expansion Scheme in 

last year's Budget was a very important step forward. It has 

been successful within the limits in which it operates but its 

potential is much greater. We have put forward proposals for 

a simpler, more flexible investment vehicle under the Scheme 

and for various improvements to the rules which would increase 

the uptake and broaden the range of people who become share-owners 

through the Scheme. This is just one facet of the development 

of a more entrepreneurial national culture which we wish to see. 

Another key area is the taxation of capital and investment. 

"Investment income" should not be a dirty word any more than 

"profit" should and the time is now right to abolish the Investment 

Income Surcharge. We are especially concerned about the effects 

of IIS on people who have retired and are effectively using 

the proceeds of their life's work to provide a pension. 

We are also seeking further changes to remove the worst effects 

of both Capital Gains Tax and Capital Transfer Tax. 

On CGT the indexation rules - which we welcome as far as they go 

leave a highly anomalous situation regarding assets held before 

April 1982 and exclude indexation relief both on losses and on 

assets held for less than a year. The retirement relief rules 

are in need of overhaul and there is a double charge to tax on 

gains when assets are held through a company. 
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On CTT we would like to see all classes of business assets exempted 

and lifetime rates reduced to half those on death throughout 

the scale. Here we are particularly concerned about the 

difficulties CTT causes when owners want to pass business on 

to the next generation of their family or to existing employees. 

These fairly bold (but relatively inexpensive) measures at this 

stage in the life of the Parliament would convince investors, 

entrepreneurs and family businessmen that the taxman is not 

out to get them whichever way they turn, and that would greatly 

enhance the incentive to build businesses up and to be a share-owner. 

SJCC/SAJ 

10.1.84 





FROM: H C GOODMAN 
DATE: 11 JANUARY 1984 

I. 	MR BA 7,9 1_,L,1/ 

2. 	CHANCELLOR OF THE EXCHEQUER 

cc Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Sir Peter Middleton 
Sir Terence Burns 
Mr Monck 
Mr Monger 
Mr Beighton - IR 
Mr Painter - IR 
Mr Wilmott - C&E 

without attachments: 

Mr Lovell 
Mr Folger 
Mr Hart 
Mr Hall 
Mr Shields 
Mr Smee 
Mr Halligan 
Ms Rutter 
Mr Norgrove 
Mr S Davies 
Mr S Webb 
Ms S Walker 
Mr Wynn Owen 
Mr Ridley 

MEETING WITH THE CBI 

You are seeing the CBI tomorrow. Attached is the CBI cast list. On the Treasury 

side, with yourself, will be the Chief Secretary, the Financial Secretary, the Economic 

Secretary, the Minister of State, Sir Peter Middleton, Sir Terence Burns, Mr Battishill, 

Mr Monck, Mr Monger, Mr Beighton (IR), Mr Painter (IR) and Mr Wilmott (C&E). 

You already have a copy of the representations and I am attaching other copies 

for those attending the meeting. These representations are still in draft.  After your 

meeting the paper will go to the CBI Council for final approval on 18 January and will 

be released to the press on 25 January. The CBI plan to give no publicity to the 

meeting with you or to their Council meeting next week. 

You will not wish and the CBI will not expect you to reveal much of your own 

thinking about the Budget, but this will be an opportunity for you to comment on the 

representations and to influence them so far as you consider this to be right and 



prudent. Nonetheless this should be a useful opportunity for hearing the CBI's views in 

more depth. 

Attached are briefing notes on the main parts of the draft representations for 

which I am grateful to other divisions; the Revenue departments have prepared notes 

on each of the tax recommendations. The paragraphs below give a brief summary of 

the CBI proposals together with one or two possible points to make on each. 

CBI PROPOSALS  

We understand that in this discussion the CBI intend to put their representations 

in a medium term context. This is, at least in part, because they have revised upwards 

their view of prospects in 1984 and are now concerned more about 1985. The first 

section of the document summarises their representations. 

SECTION MEDIUM TERM  

Annex A 6. 	The CBI's projections of government receipts and expenditure to 1987-88 assume 

steady growth of 3 per cent pa, and public spending held constant in cost terms. The 

results allow tax cuts of £8 billion over the period. In part the CBI believe that tax 

cuts can be paid for by higher borrowing. They argue that this will not raise interest 

rates as their proposals to raise capital and lower current spending would improve the 

quality of the PSBR. 

Looking further ahead, the CBI argue that once North Sea oil revenues have 

peaked in 1987-88, the need for improved competitiveness in the rest of the economy 

in order to sustain our balance of payments position, will become more urgent. 

Comment  

(1) Welcome this emphasis on the medium-term 

(2) 	Very much agree with priority CBI attach to lower taxation)  1,1^Jv Lt-Or 64- las_ 

q 

SECTION DI: ECONOMIC BACKGROUND  

Annex B 9. 	They are more optimistic about prospects for 1984 than when you met them in 

the autumn, but are now concerned that the recovery may peter out in 1985. They 

argue that consumption growth will slow in 1984 and that current indications are that 



investment and exports will not pick up sufficiently to maintain GDP growth of 3 per 

cent per annum. They forecast an £8 billion PSBR in 1984-85 without need for a 

negative fiscal adjustment. 

Comment  

(1) 	CBI already more optimistic on 1984 than 3 months ago, but the fears have 

been pushed back a year. 

(2) 	Consumption continuing to grow strongly, profits up, and investment and 

world trade rising, more than they suggest. Will be publishing with the Budget a 

forecast up to mid 1985, but take encouragement that present performance is not as 

gloomy as CBI had suggested. 

1984 BUDGET 

In order to overcome what they see as the short-term difficulties and the 

problems once the oil revenues have peaked, the CBI believe the immediate need is to 

improve competitiveness. The role they see for Government in this is to reduce "the 

Annex C costs it directly imposes on business". In particular they call for 

the abolition of NIS 

10 per cent partial business de-rating 

and a one percentage point reduction in the rate of employers' NICs to take effect in 

1985-86. 

Comment  

nnexes C, D 12. (1) 	Agree that there is a need further to reduce Government imposed burdens 
and E 	

on business, though much has already been achieved. Committed to abolish NIS over 

the life of the present Parliament. 

Cannot have lower taxation plus higher borrowing plus lower interest rates. 

Welcome CBI's support for restraining LA expenditure and improving 

efficiency, particularly useful if CBI could re-iterate its support before Second 

Reading of Bill on 17 January. 

10 per cent business de-rating would cost £500 m; without expenditure 

reduction this would mean higher rates or taxes for others. Real solution is for local 

authorities to control their expenditure. 



SECTION IV: TAXATION  

13. 	In the 1984 Budget the CBI believe that 'the corporate sector should take priority 

over cuts in the burden of personal taxation and recommend that personal tax 

allowances are only increased in line with inflation. The CBI have also submitted 

detailed proposals on taxation; they are unlikely to raise many of these at the meeting. 

Comm mat  

You will not wish to commit yourself on tax changes for the Budget. You might 

draw on the detailed notes attached as necessary. 

The CBI set out the revenue costs of their proposals for 1984-85 in table 1.1 

(page 5). These figures are correct; however the 1985-86 cost of the tax proposals in 

the table would be much greater - of the order of £3.2 billion, as compared with 

£2.2 billion for 1984-85. Moreover it does not include the cost of reducing employers 

NICs by 1 percentage point, bringing the 1985-86 cost of the CBI's tax proposals to 

nearly £41 billion, a little above the fiscal adjustment for 1985-86 shown in the 1983 

FSBRA Wi(zt,-.) 

Annex F SECTION V: PUBLIC EXPENDITURE   

The CBI have not included public expenditure proposals in their Budget 

arithmetic and we do not expect them to raise this tomorrow. They are planning a 

separate submission on this in May timed to influence the new PES round. (They 

recognise that it is too late to have much effect on spending plans for 1984-85.) 

However, if they do raise this you may wish to turn to Annex F which contains short 

notes on their suggestions. You will notice that although they specify the increases in 

capital spending which they wish to see, their proposals for reducing current spending 

are limited to generalised improvements in efficiency and management. 

SECTION VI: LOCAL AUTHORITY FINANCE  

Annex E 17 The CBI support Government measures to restrain LA expenditure and measures 

to encourage efficiency. They believe that a first step towards longer term reforms 

would be made in this Budget with 10 per cent derating of businesses (see above). 
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Co n tre Point 
los New Oxford Street 
London WC1A 1DU 
Telephone 01-379 7400 
Telex 21332 
Telegrams Cobustry London WC1 - 

Dear Donna, 

11-  erence zsecxett Utst 

I lit secreta6 - 
Denis Jackson 

'‘k.1-4\-kt•rilL 

it\Li 
• 

7th December, 1983 
.1`Nr 

Lvv04(9. 

I now have---a list of names for the meeting With the Chancellor on Thursday, 
12th 3anuary',---at 4 p.m. at the Treasury, on CBI Budget Representations: 

Sir Campbell Fraser, President, CBI - _ 
Sir Terence Beckett, Director-Generals  CBI _ 	_ 
Sir James Cleminson, Deputy President, CBI 

- -.4 is Ike 

Mr. Alan _Willingale, Chairman, CBI :Taxation Committee' 
Mr. Jeremy Pope, Chairman, CBI Smaller Firms Council 
Sir Donald MacDougall, Chief Economic Adviser, CBI 
Mr. Ken Edwards, Deputy Director-General, CBI 
Mr. John Caff, Director Economic Affairs, CBI 
Mr. Keith McDowall, Director Information, CBI 
Mr. Douglas McWilliams, Deputy Director Economics, CBI 
M. David Higham, Head of Economic Policy Department, CBI 

V LA/V  
If You could let . me have the names of those attending fr m the Treasury sornt 
time, I should be most grateful. 

Yours sincerely, 

(Personal Assistant to 
the Director-General) 

Miss Donna Young, 
Diary Secretary, 
Chancellor's Office, 
H.M. Treasury, 
Parliament Street, 
London, S.W. I. 
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Annexes:- 

A - The Medium Term Programme 

- EcOhomic Background, including,interest .rates and monetary 

po4cy 

GovernMentTMpoaedcosts inT.T4 and other countries 

D - NIS and NICs 

Local Authority Finance 

F - Public Expenditure, including energy costs 

G - Tax 



CBI BUDGET REPRESENTATIONS: SECTION 2 

THE MEDIUM TERM PROGRAMME 

The CBI provide projections of government receipts and expenditure in 

1987/8 on the assumptions of: 

p a steady growth from 1982/3 to 1987/8; 

A small fall in the ratio of tax revenue to GDP even 

in the absence of any tax cuts; 

Public spending held constant in cost terms,so falling 

as a share of GDP by 5i percentage point in the next 

4 years. 

On these assumptions, an E8 billion reduction in taxes is possible by 1987/8, 

while still permitting a fall in the PSBR from 3-i% of GDP currently to 

of GDP. Comment There can be no disputing that if GDP grows as fast 

as projected and if expenditure does not grow at all there will eventually 

be room for large cuts in taxation. However 

it is completely fallacious to argue that if E8 billion is 

available sometime over the next 4 years, then a quarter 

of it (or rather more than a quarter) can be given away in 

the next budget. Whether any money at all is available for 

tax cuts now depends on the forecast for expenditure and taxes 

next year, not on the 1987/8 projection. 

CBI have nothing but pioula hopes to explain how the 394 growth 

rate can be achieved without risking some resurgence of inflation; 

exports are assumed to perform much better relative to world 

trade than in the past, pay settlements lower than in competitor 

countries, continued rapid increases in productivity. 

Points to Make  

While many features of the projection are in line with opr own aspirations 

for the economy, current fiscal decisions cannot be based on this hylpothetical 

outcome. The right time to cut taxes will be when -public borrowing has 

already started to fall. 

While we agree with the CBI that industrial competitiveness is a key element 

in sustained growth and hence a reduction in industrial costs is desirable, 

the good export performance that CBI forecast will not be possible if a 
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higher PSBR leads to higher interest rates and a less competitive exchange 

rate. 

If the economy actually does perform in line with CBI projections this would 

represent a transformation of economic performance compared with the last 

decade. The implication is that the policies pursued so far have been 

successful in changing the underlying behaviour of the economy and should 

not be undermined by relaxing fiscal policy. - 

The CBI note that high inflation is damaging to the economy and low inflation 

vital for sustained growth. We agree. Further reduction in inflation should 

be an important element of the medium term programme, and again this points 

to maintaining policies which have already succeeded in cutting inflation. 
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CBI BUDGET REPRESENTATION: SECTION 3 

Economic Background 

CBI Economic Forecast  

The CBI's projections for the short term are very similar to other outside 

mainstream forecasting institutions. GDP growth is expected to slow down to 2 per 

cent or just under in 1984 and inflation to rise slightly (but still to be "under 

control"). Consumption growth is forecast to slow to 14 per cent in 1984 (no 

figures are given in this document). The CBI's recommendations are partly designed 

to bring GDP growth rate up to a "steady 3 per cent p.a.". 

Points to make  

CBI forecast too gloomy about short-term prospects: Consumers' 

expenditure still growing strongly (34 per cent in year to 1983q3) 

with real personal disposable income up by 2i per cent 

same period. DTI Investment Intentions Survey suggests, if anything, 

that Autumn Statement forecast for investment could be on the low 

side: manufacturing investment expected to rise by about 9 per cent 

cent in 1984; other business investment by 6. per cent. CBI also 

seem rather pessimistic about world recovery over next few years. 

(Paragraph 11.20 suggests only 3 per cent p.a. growth between 1982-83 

and 1987-88 in wcrld trade). 

Recovery in private sector expenditure could be endangered 

by impact of higher PSBR on interest rates if CBI's recommendations 

are followed. 

Company incomes are now rising very fast: ICCs profits up by 25 per 

cent between first three quarters of 1982 and 1983. Latest data suggest 

ICCs achieved very large financial surpluses in 1983. 

There is a danger that, in this improved climate for companies, 

reductions in NIS and other business costs might be passed on as wage 

increases. And the higher PSBR brought about by such concessions would 

impede progress towards lower-intereSt rates, thus implying higher company 
costs. 

Companies have shown in the past two years that the way to improve 

competitiveness and profitability is through higher productivity growth 

and holding firm on wage increases. 



CONFIDENTIAL 

ItTION 3 

CBI Views on Interest Rates ane Monetary Policy  

The CBI argue. that - though nomimal interest rates have fallen, real rates are still 
high by historical standards. 
"the Government can influence interest rates and ... there is 
scope for further cuts" 
"we do not feel that monetary conditions necessitate keeping 
interest rates at their current high level given that inflation 
has -fallen" (they point to - MO's growth being slower than that 
of target aggregates as evidence of scope for interest rate 
cuts). 

POINTS TO MAKE 

Nominal 	- Base rates now back at their lowest level for 511 years, 7 points 
interest 	below their peak in Octoher:1981. 
rates 

Real 	- Acknowledge CBI's point-that:real rates, especially tax 
interest 	element, are, difficult to measure. 
rates 

11 Real rates high as economy adjusts to Mower level of .inflation, 
just as real rates were negative when inflation accelerated in 
the 1970s. 

UK real rates now comparable to those of 1950s and 1960s. 

Bank of England December bulletin stated:- 
"In the 1980s, real interest rates faced by tax-paying companies 
have been lower in the UK than in the United States and 
Germany.._ Non-tax paying companies in the UK also face lower 
real rates than non-tax paying German and US companies". 

Monetary 	- Banking December figures suggest £M5 at top of target range, 
growth 	with PSL2 and M1 still outside. 

tt 	 - MO's growth could be expected to be below that nf the current 
target aggregates over the target period since the upward trend 
in the velocity of MO, with its main components notes and coin, 
is much greater than the velocities of broader aggregates. 

11 	 - Monetary growth under control, with six month annualised rates 
for all target aggregates at or slightly below the mid-point of 
their target range, but this does not necessarily feed through 
into immediate cuts in interest rates. 

(c) 
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• 	CBI BUDGET REPRFSENTATIONS 

GOVERNMENT IMPOSED BUSINESS COSTS IN UK AND OTHER COUNTRIES  

No evidence UK.firms nduly burdened compared to those in other 

major western economies. 

As percentage of GDP or total taxes, conventional business 

taxes (ie corporation tax, employer's NIC, NIS, non-domestic rates, 

stamp duty etc) put UK in about middle position. 

CBI may argue conventional comparisons misleading: need to take 

account of occupational pension schemes in UK, which are counterpart 

of payroll-tax-financed state schemes abroad. Recent IFS study 

takes account of this: but UK still much in line with Major 

competitors. 	Alternative definitions do not alter picture. 

As percentage of profits, UK business taxes seem high. 	But 

comparison not very meaningful. 	Company profits struck after 

deduction of most of business taxes, which form part of costs of 

production. 

CBI may also raise point of training costs. 	No comprehensive 

data available for other countries. 	But Prance and Germany impose 

more onerous legislation structure on employer training than UK. 
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OI BUDGET REPRESENTATIONS 

CHAPTER IV: TAXATION 

NATIONAL INSURANCE SURCHARGE AND CONTRIBUTIONS 

The CBI propose immediate abolition of 'NIS, with clawback from central and local 

government but not public corporations (which are, of course, members of the 

Confederation). This would cost £900 million in 1984-85 and so is unlikely to be possible. 

But it may be possible in 1985-86 if the changes in company taxation currently under 

consideration (abolition of stock relief and reduction in the rate of some capital allowances) 

are implemented in the 1984 Budget. We assume, however, that you will not wish to raise 

this trade-off with the CBI at this stage. You might simply point out that the Government's 

stated aim is to abolish NIS over the lifetime of the present Parliament and that the 

substantial cost of immediate abolition poses obvious.  difficulties given the forecast fiscal 

prospect. 

The CBI also propose an early announcement that employers' National Insurance 

contributions will be reduced by at least 1 percentage point in 1985-86 and that there should 

be a "temporary stabilisation" in the bands for NICS. 

The gross full year cost to the National Insurance Fund of reducing employers' 

contributions by 1 per cent would be around £1,200 million (the CBI estimate much the same 

at around £1,150 million). The CBI propose that this shortfall in income to the Fund should 

be met by increasing the Treasury supplement. An increase in the Treasury supplement 

would, however, simply increase the burden on the taxpayer (though by somewhat less than 

£1,200 million since some part, around £400 million, would in any case have come from 

within the public sector). This would reverse the policy adopted by the Government in 

recent years to contain the burden on the general taxpayer of social security expenditure. 

For 1984-85 the Government have decided to make no change in the rates of employer 

and employee contributions but to increase the Upper Earnings limit broadly in line with the 

expected movement in earnings - from £235 to £250. Overall the cash burden on employers 

rises by £700 million - but only £80 million of this arises from the change in the upper 

earnings limit - the rest is the effect of higher earnings, which emphasises the need for 

employers to contain pay increases. Also, when account is taken of the National Insurance 

Surcharge, the overall cash burden on all employers rises by only £330 million - less than 

3 per cent - hence well below assumed increase in both prices and earnings. 

- 1 - 
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In discussion you might point out that an increase in national insurance contributions 

over the last few years has been necessary, partly to meet the increased cost of benefits 

paid from the National Insurance Fund and also to contain the shift in the burden of social 

security benefit expenditure from the contributor to the taxpayer. Employers, however, 

have been largely protected from this increased burden; and the small rise in the employers' 

National Insurance contribution since 1979 has been much more than offset by the reduction 

in the National Insurance Surcharge in the same period. Employers' contracted-in 

contributions rose by 02 per cent (to 10.2 per cent) in 1980 and by 0.25 per cent (to 

10.45 per cent) in 1983 - a total rise of 0.45 per cent. Employees' contributions, in contrast 

have risen by 2i per cent. [Contracted-out contributions have risen by rather more (a total 

of 0.85 per cent for employers and 2.85 per cent for employees) but these higher 

contributions will be offset by the lower cost of providing for occupational pensions.] The 

National Insurance Surcharge during this time has been reduced from 3i per cent to 1 per 

cent. So the combined burden on employers of both contributions and surcharge has fallen 

significantly - from 13.5 per cent to 11.45 per cent, saving private sector employers about 

Eli billion a year. 

- 2 - 
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0  LOCAL AUTHORITY FINANCE-. 

The need for control  

Welcor,e the CBI's. strong s=7)Ort for the .measures taken by the 

Government to restrain LA expenditure and encourage greater 

efficiency. WOuld urge the CBI to voice :its belief in the desirability 

in particularT,Of-rate capping Particularly useful if CBI could 

reiterate its support fOrthejegislation as it does in the Budget 

representation. document - before'. 8eCond Reading Of the Bill on 

17 January. 	• 

10 Der cent . business/industrial derating.:: 

The CBI arcte . for .a 1O" per cent - deratingTh_L all businesses in England 
-• 

and Wales, although they suggest thatjndustry alone has a particularly 

strong.. case for relief.' Local revenues WOUld be reduced by L.500 

million by a 10 per cent derating -of businesses, by £140 million if 

only industry is .derated. In so .far as expenditure was not reduced 

this would mean-higher rates . for all other ratepayers or, if the 

government sought to compensate local authorities, higher_grante 

taxes. The Inland Revenue Valuation Office would require extra staff 

and primary iegislati'onwould be required. The real remedy lies in 

local government controlling expenditure and that is where the 

Government's effort i“irected. 

Rate relief for partially used Premises and plant:"Eothball Relief"  

Although thia-Government has decided to suspend rates on empty 

industrial property, "mothballed" property is quite a different issue. 

It refers to industrial property which is only partly in use, where 

machinery etc remains in place in a section of a factory which is not 

(and Probably cannot be) separately valued. Though there is a vocal 

lobby in favour of some form of "mothballing" rblief, we believe 

that it would be technically impossible to operate. 

Empty business property  

The Government intends that local authorities' Powers to lEvy rates 

on empty industrial Property shall be suspended from 1 April 1934. 

Authorities will -t -;11 -retain discretion to levy at up to 50 per cent 

of full rates on empty commercial nnd other non-domestic Property 



410 
- though fewer than half of the LAs ctually do rate emptY properties. 

Industrial ratepayers are being given particular protection because 

it is industrial property cn which there is a surplus under Prevailing 

market conditions which canrot be -brought fully into use whereas there 

is reasonable demand for commercial property in many areas. 
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PUBLIC EXPENDITURE - GENERAL 

The CBI's general comments on expenditure are likely to concentrate on 

the case for more capital expenditure. In reply the Chancellor might say:- 

The conventional definitions significantly understate public sector 

capital expenditure as it would be understood in any business. If the 

figures are adjusted for sales of council houses and to include defence 

capital spending and all nationalised industry capital expenditure, the 

total is around £24 billion, 

b) 	Details will be given in the PEWP in mid-Febralary (both the old and 

the new presentations will appear) but can say now that in real terms 

the level of this expenditure has been broadly the same - fluctuating 

only slightly from year to year - since 1978-79. 

In 1979-80 (we have no corresponding figures for 1978-79), new 

construction other than dwellings amounted to 36% of public sector 

expenditure on capital goods and services. In 1983-84 it accounted 

for 38%. 

The government is at one with the objectives stated by the CBI in 

para V(5) of their paper, which are unexceptionable to the point of 

being anodyne.Also share CBrs wish to reduce business costs. But 

me‘st ensure that projects a) earn a satisfactory return and b) would 

not be better undertaken in the private sector. 



• 	Detailed Expenditure Proposals 

INNOVATION SUPPORT 

Points to make  

Expenditure has more than trebled since the Government took office. 

Further funds are being made available as a result of the recent Survey 

discussions. Details will be available in the White Paper. 

ENERGY COSTS  

Points to make  

Electricity We will want to study your recent review of pricing in relation to 

continental competitors. Welcome acknowledgement of help given to large users in 

previous budgets (worth over £100 million). It is difficult to go further without running 

into either domestic or EC legislation on undue preference. 

Fuel Oil Duty. The level of duty has not changed since March 1980 (ie a 20 per cent 

fall in real terms). Linkage to Trigg gas contracts means that reduction would give 

rise to disproportionate costs for industry elsewhere. 

" • Background  

Department of Energy are beginning to assess the CBI's review of electricity prices in 

comparison with continental users. Generally the report confirms that average prices 

to industry are in line but predictably it highlights a core of high-load factor high 

intensity users where there is a significant disadvantage. 

SPECIAL EMPLOYMENT MEASURES  

CBI say proposals would cost £100 million in 1984-85. Not clear whether this is gross 

or net (ie after social security flowbacks). 	Gross cost would be £250 million in 

1984-85; net cost about half this. But spending would build up dramatically if 

proposed JRS changes were permanent, to almost £1 billion by the end of the decade. 



Points to make - 

Expenditure on JRS would reach £500 million by 1986-87 and almost £1 billion by 

end of decade. Cost effectiveness of this scheme would probably suffer. 

JSS has not taken off as hoped. Difficult to extend without subsidising part-time 

opportunities which might have existed anyway. 

Community programme. More sponsors welcome but MSC need to ensure 
• 

community benefits outweigh private gain. More ambitious projects are more 

expensive. 

MANPOWER  

Points to make  

Welcome CBI support for improved efficiency and privatisation. 

Have already extended user charging in central and local Government. 

Civil Service manpower planned to fall to 593,000 by 1.4.88. Agree that LAs 

need to do more to reduce their manpower. 

Note CBI suggestion for legislation to require LAs to put more services to 

competitive tender. 

PUBLIC SECTOR PAY  

Points to make  

The CBI urge continuation of trend for public sector settlements to be below private 

sector, and urge you to stick to the 3 per cent pay factor. There is no significant 

difference between Ministers and the CBI over the need for pay to continue 

downwards, and you need only say that you are well seized of the importance of these 

points. You might also ask about their views on the likely outcome for.private-  sector 

pay in this round. 



PUBLIC SERVICE PENSIONS  

Points to make  

Government intends to continue to protect public service pensioners against 

rising prices, but will not give unopen-ended commitment to index-linking in all 

cases. 

Government committed to ensuring that public servants pay realistic 

contributions towards costs of their pensions. 

Sc- 
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Corporation Tax 

The CBI's response to the Corporation Tax Green Paper contained 
over 60 detailed recommendations for changes to the structure of 
Corporation Tax. Many of these changes would involve very large 
Exchequer costs. But it was made quite clear in the Green Paper 
that the discussion of proposed changes would have to proceed on 
the basis of revenue-neutrality - ie that the changes would be 
financed from within the corporation sector. Furthermore, 
support for the CBI's proposals was by no means unanimous among 
others who responded to the Green Paper. In these circumstances 
it is not surprising that many of the CBI's suggestions have not 
been adopted. But Ministers have already made several useful 
changes, as the CBI acknowledge. 

As to the CBI's request for a synopsis of representations to 
be published, some representations were submitted in confidence; 
but most major representative bodies released their representat-
ions publicly, and the CBI will doubtless be aware of these. 

Advance Corporation Tax 

The CBI "do not believe that the Select Committee debates in 
1971 were intended forever to ossify the rules 	Nor do 
Ministers. The changes announced in the 1983 Budget and due 
to be included in Finance Bill 1984, to extend to 6 years the 
carry-back period for surplus ACT and to reverses the order of 
set-off of ACT and double taxation relief, responded to 
representations made on the CT Green Paper by the CBI and will 
be of real help. Mnst of thc otheL changes to ACT which the 
CBI now advocate would be very costly, running into several 
Em100s. How would the CBI propose financing them? And when 
Ministers considered the response to the Green Paper, they 
were not persuaded on the merits of these changes in principle, 
quite apart from the cost. 

The CBI said that they supported the principle of the imputation 
system of corporation tax - but to implement the changes they 
propose would emasculate it. 



Capital allowances  

CBI propose new capital allowance for commercial buildings of 
2% per year (straight line basis).. 

Points to make.: 

	

i. 	Accept the allowance right in principle - even if 
commercial buildings depreciate very slowly (or 
even appreciate in:earlyyears). 

- 

	

i . 	.But cost haS.always beetv-the real difficulty. 
-Firs,t- year reasonably modest at £m25 - 30. But 
builds up to £b1.5 a year -eventually. 

Nevertheless will.- - bear. in - mind. 

[Confidential . Possibility ofsuch an allowance - counterbalanced 
by withdrawal of first -yeallowances for plant in commercial 
buildings - one of the suggestions currently under consideration 
in context of Longer term reform of capital allowance system.] 

• 
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DEVELOPMENT LAND TAX 

The future of this tax has been recently reviewed, and its 
abolition was not considered a runner (Miss O'Mara's 
21 November minute to the FST). The CBI estimate the yield 
for 1983/84 at E50m, and suggest its immediate abolition would 
cost nothing significant. Better estimates are £80m yield, 
with an initial cost of £20m (1984/85) and £40m (1985/86). 
They suggest that its existence discourages commercial 
development, but the indications are that it is now generally 
accepted as a reasonable price to pay for continuity and 
stability in the property development field. To suspend its 
operation for 3 years as now suggested would create the very 
market instability that continuity of the tax avoids. And 
though such a tax holiday might lead to a flurry of apparent 
development activity, it is likely that this would be more 
concerned with establishing exemption by bogus starts to 
Projects than by meaningful dvelopment, which will be 
supplied by the development industry in response to demand, 
not because of tax liability or otherwise. 

STAMP DUTY 

In their response to the Stamp Duty Consulative 
Document the CBI called for the abolition of:- 

capital duty; and 

stamp duty on equities. 

As the CBI recognise, a duty (at a rate of I per cent) 
on the raising of capital by companies is mandatory on 
Member States of the European Community. The UK has had 
a form of capital duty since the 19th Century. The 
present duty is expected to yield Fm75 this year. 
Although the Commission did tentatively suggest last 
year that the EC duty should he reviewed, nothing came 
of the idea. It is doubtful whether a majority of 
Member States would welcome any change. 

The Chancellor is aware of the case for some reduction 
of the duty on equities. Reducing the rate to 1 per cent 
would cost Em175. More, if there was any leakage of 
tax from houses and land or if a reduction in stamp 
duty on equities led on to a revision of the rate 
scale for houses and land. The CBI in their stamp 
duty submission called for the introduction of a slice 
scale. With current rates this would cost Em350. 

The res-oonses to the Consultative Document are still 
being analysed. 

S 



II/ 	Share Options  

The Government's policies to encourage employee share 
ownership are reflected in the operation of three tax reliefs 
for employee shares 

a. 	Noincometax is payable by an employee who retains 
-for 7 years shares received as a gift under his company's 
:approved profit-sharing scheme. Such schemes must be 
open to most .fulltime employees. The limit on allocations 
to individual employees was raised to a maximum of £5000 in 
1983. 

No incomeltax is paYable by an employee in respect of 
gains taken on SAYE-funded-share options made available 
under his company's approved scheme. Such schemes must 
be open to all full time employees. SAYE contributions 
are limited to £50a month (a 1983 Finance Bill proposal 
'to.:increase.thi's to::£:75waslost). 

Other - share options, granted by employers on a 
discretionary basis, are normally the preserve of directors 
and sehiarmanaqarGail:Wmade on exercise of such 
executive .share,options:aresUbject to income tax, but a 
1982 relief- allows the taXpayment to be spread over 
3 yearly -instalments (a 1983 Finance Bill proposal to 
increaSe, this to 5':yearly instalments was lost). 

Nearly 650 approved all-employee Share schemes (a. and b.) have 
now been set up compared with: just 30 when the new. Government 
took office in 1979. 

The CBI are keen to see.  more favourable tax treatment 
introduced fey.  executive share options. Ministers are currently 
considering the case for providing a new tax relief in this area. 
Among the choices,. is replacement of the income tax charge with 
capital 'gains taX,' which, subject to a range:of conditions, is 
the regime introduced in the US in 1981 for "Incentive Stock 
Options". 



• CAPITAL GAINS TAX 

General  

Suggested line to take: 

In longer term, it will be necessary to consider the 
future of CGT based on real gains and nominal losses. 

Present yield - Em850 forecast for 1983/84 (including 
Em250 on companies gains) - will be progressively 
reduced by effect of indexation. 

Burden of tax has been significantly reduced in recent 
years: indexation allowance, increase in threshold for 
individuals to £5,300 and index-linked, reform of 
settled property provisions. 

Real gains which add to taxable capacity should not 
escape tax altogether. Without some charge on capital 
gains, the pressure to avoid income tax by conversion 
of income into capital would be increased. 

Specific CBI proposals  

Exemption for assets held for 6/7 years (to compensate 
for absence of indexation relief pre-1982). 

This would not distinguish between real and inflationary 
gains. Administrative difficulty in applying such 
a rule to shares which, prior to 1982, were pooled - 
dates of acquisition will not therefore be known. The 
cost would be about £m300 in first full year. 

Overhaul of retirement relief. 

Consultations about the relief were promised by the 
previous Chancellor in the 1983 Budget Speech. A 
consultative document is to be issued shortly. In the 
meantime, the Government has announced that it will 
be going ahead with the proposed doubling of the 
relief (from £50,000 to £100,000 in the 1984 Finance Bill). 

Simplifyindexation provisions by (a) extending them to 
losses and (b) dropping the 12 months exclusion rule. 

It is accepted that these restrictions add complexity. 
But they remain necessary (a) to preserve the current 
yield of the tax and to minimise the additional workload; 
and (b) to put a brake on the conversion of income to 
capital 

R.. 



iv. Removal of two tier charge on companies and their 

110 	shareholders. 

Gains realised by a Company and by its shareholders 
are realised by different persons in respect of 
different assetE usually over different periods of 
time. In most cases, it would be impractical to 
-attempt to relate gains on shares to gains on 
particular assets by the companies in which the 
shares are held. 

Carryforward of annual exempt amount. 
. 	. 

At £5,300 _JandfindeXt4nkedlthe threshold is 
very generous -almost .double Jc1.-1arried -mans 
allowance for income ta)0::.HIfit were possible 
to carry forward unused part, the threshold itself 
might have to be lower. More important, administrative 
savings from not having 	calCulate small gains 
would be lost Business 	by 
special replacement and retirement reliefs. , 



CAPITAL TRANSFER TAX 

It is suggested that the present business asset reliefs 
(currently either 50 per cent or 30 per cent) should be 
amalgamated and replaced by 	c.ov- 	. exemption. 
Present reliefs amount to £50m per annum, and th 
amalgamation and extension would cost . 40- 0,e tr:,.5()V2n.It would 
also set aside sound reasons for the two levels of relief, 
designed to ensure that roughly the same proportion of the value 
of the relevant estate is taxed, taking account of the 
different value levels of, say, minority shareholdings or 
tenanted agricultural land (now both enjoying 30 per cent 
relief) and the rate of tax then appropriate. CTT rates, for 
death or lifetime transfers, are due for review in the Budget, 
and it is for consideration what degree of incentive is 
though appropriate for lifetime gifts. The CBI is .suggesting 
that transfers above £220,000 (where lifetime transfer rates 
begin to rise to somewhat more than half their death rate 
equivalent) should be reduced. This would mean reducing the 
top rate for lifetime transfers (applicable over £2,650,000) from 
the present 50 per cent to 37i per cent, and it is thoughtthis 
would cost some £5m for 1984/85. It may be thoughtappropriate 
to consider this possibility in the forthcoming paper on rates 
and thieshold. With regard to the possibility of aceumulating 
annual exemptions, for a limited period or for ever, the annual 
exemption of E3000 is presently a de minimis arrangement intended 
to free small gifts in any one tax year. To accumulate would be 
to effect an entirely different result: a small snip, but a 
large hole in the tax net. 

• 



INCOME TAX AND IIS  

On income tax generally the Chancellor will presumably 
wish to do no more than note what the CBI have to say 
in relation to 1984/85 while sympathising with their 
longer term objective of reducing the overall burden 
of- ,direCttaxation. The Chancellor: has made clear 
that increases in:incOme_tax thresholds have a very 
high priority, When±resOtrces - areaVailable. For 
198.4/85 the.  CBI proposals :assume Oia'cl income tax 

-;. allowances andthresholdswillbe increased by no more 
than ih'daxation. There is, however:, a strong case for 
going further, in so .far as available resources permit, 
to enture,-atthe least, that.:the,burden of income tax 
does not 'increase relative to raverage earnings. 

OnIIS theH.Chancellor rpay f:ee.1.--ablie to mention to the 
CBI his ownvieW;Of•thattraCtioriS in abolishing the 
surcharge and his personal wish to do something about 
.it during his time in office - -:infrine with what he 
told the Country Landowners Association on 4 October 
last year. Hewi1l, hOWever, want to remind the CBI 
of the present very tight.  fiscal, position; abolishing 
IIS would,coSt. somethigover E3007nillion in a full 



BUSINESS EXPANSION SCHEME 

The CBI have resurrected their earlier proposal for 
a new kind of "small firms investment company" (SFIC). 
Individuals investing in a SFIC would qualify for BES 
relief. Short of introducing SIFCs, the CBI suggest 
changing the present rule so that an investor would get 
relief for the tax year in which he subscribed to a BES 
approved investment fund, even though his money might 
not be invested by the Fund in qualifying companies until 
the following year. .The CBI also want an advance 
clearing system for investments and, in their Technical 
Representations, suggest a further seven changes. 

None of these points is new. Some have been made 
by others as well, and all of them have been considered 
carefully by Ministers - most recently in a wide-ranging 
review of the Scheme by the Financial Secretary. His 
recommendation, which the Chancellor endorsed, was that 
while there might be merit in some of the suggested 
changes (others would definitely not be acceptable) the 
scheme should be given time to settle in and there 
should be no changes to it in the 1984 Finance Bill. 
(There is one possible exception; Ministers are 
reconsidering whether action is necessary to exclude 
farming.) 

The case for SFICs was considered before the last 
Budget and, with the Prime Minister's agreement, BES was 
introduced instead. There were three main reasons. 
First, the main aim was to encourage individual investors 
to take a direct equity stake in companies; SFICs would 
break that direct link. Second, the existing approved 
investment funds have many of the same institutional 
advantages that are claimed for SFICs so it is doubtful 
whether a new kind of intermediary is needed..anyhow. 
Third, to graft SFICs on to BES would in our view add a 
further layer of complexity to the scheme - we think 
the CBI are wrong to suppnse it would dllow simplification. 
The Chancellor deployed these arguments in resisting a 
suggestion last August from the Conservative Research 
Department for the introduction of SFICs, and in a speech 
to the British Venture Capital Association in September 
the then Financial Secretary again explained why the 
Government remained unpersuaded of the case for SFICs. 

Of the CBI's other more detailed proposals, some 
(eg to extend the scheme to companies with overseas 
subsidiaries) are ones which Ministers might be prepared 
to accept if there were to be changes to the scheme in 
1984. Others (eg to open up the scheme to employees; 

, 



to 	the time Limit duritig which a new 
company must start trading if it is to qualify) are 
incompatible with the fundamental aims of the scheme. 
Others again (ea-consolidating the.  BES legislation - 
which is spread over four Finance Acts) are no doubt 
desirable, buz not essential to the success of the 
scheme. 

5.' 	The CBI put the pverallicost of their proposals 
tentatively at E20.0m in a full year. This is probably 
no more than a shot: in the dark, and seems very high. 
It implies 'additional investment-  of around £400m a year, 
overandabove:meney)4iverted from existing investment 
under the scheme 	 severaltimesthe current 
liVel of take-up. In the 1983. 	FSBR the full year cost 
was put at E7.5m (implying annual qualifying investment 
of about E150m) but.it .seetsprobable that even this 
figure will turn out to beonthehigh side. 

Line to take  

6.. 	The Chantelldr:will prObably not want to go into 
detail on the CBI's Technical Representations other than 
perhaps to note that whilst some may in principle have 
merit, others seem inconsistent with the fundamental aims 
of the scheme. On. their point about advance clearances, 

.local tax offices de already.pperate an informal 
clearance procedure for companies wishing to qualify 
under the .scheme. 	SFICs about which the CBI will 
no. doubt expect him to say more - he might draw on the 
arguments in paragraph 3 above. More generally, he might 
say that whilst the Government will be monitoring the 
SCheMecarefuily, and Welcomes suggestions for improving 
it, there is a. good case for giving it time to settle in 
before Considering any further changes. 



Wider share ownership  

The Government supports the aim of increasing wider 
share ownership, and entirely agrees with the view that 
employees should be encouraged to take a stake in the 
enterprise they work for. Three of the past five Budgets 
have contained substantial - and welcomed - measures to 
increase the attraction of employee share ownership. 
Impressive results have already been achieved: over Em500 
worth of shares have been allocated to employees or are 
subject to options held by employees. This is a healthy 
reversal of the trend towards institutional shareholding. 
The Government's 'privatization' programme has also opened 
up the chance of true financial participation for thousands 
of employees for whom it did not exist before. Other measures 
taken include BES and reduction in capital taxation. 

Representation on BES, stamp duty, IIS and capital 
taxation have been noted. 



UNITARY TAX 

Background  

After .considerable prompting by both Treasury Ministers and officials, the 

CBI eventually got its act together onunitary taxation sufficient to submit 

a , Npte to Secretary RegWS Working Group Largely because of the actual 

-examples*it:.cOntained,:this was quite ap04erfulcritique of the 

syttemTheCBI:Orges:the -UK Government which submitted its own Note on 

.-30. No 	together. with our-  European Partnere, to keep up the pressure on 

,unitary'tax 

Line to take  

To welcome the CBI Note to the Working Group. This will complement 

th-eUK Government's own Note.-.(which:,Was prepared before the CBI had 

produced examples of actual -damage). 

ii 	To urge them:to. prOvide their assessment of retaliatory measures and 

their consequences (ie the information requested in the Financial. 

Secretary's 21 December letter). The need for this material is urgent. 

To. stress the vigour with which the Government have pursued the issue, 

and: our success. in getting other Governments to respond vigorously. 

'At.. well. as  the UK, the Governments of Australia, Canada, Germany the 

Netherlands and Switzerland have each submitted individual Notes to the 

Working Group. There has also been a joint Note from the 10 Member 

States of the EC. Liaison with European partners (and other countries) 

continues. 

iv. In response to a request from Secretary Regan, UK officials gave oral 

evidence (11 January) to the Task Force on the UK's arm's length 

pricing rules. 



• CONTROLLED FOREIGN COMPANIES 

Background  

Legislation on "controlled foreign companies", designed 
to deal with the tax :-iaven problem, was included in the original 
1983 Finance Bill. This enabled a charge to UK tax to be imposed 
on certain UK resident companies with interests in tax haven 
companies. In the event these provisions were pruned from 
the 1983 Dill prior to the General Election and, with a view 
to legislating in 1984, revised draft clauses were issued last 
October. This revised draft incorporates the important changes 
Ministers had announced in response to the business community's 
criticisms of the proposals as included in the 1983 Finance Bill. 

The CBI have played an active part in the three previous 
rounds of public consultation on tax havens. They have also been 
consulted informally, both by Treasury Ministers and officials, 
on this issue. The implication in their present representations 
that thcy have always been fundamentally opposed to the haven 
proposals is somewhat misleading. Hitherto they have accepted 
that it is right in principle to attackUK companies' use of 
tax havens to avoid UK tax: their concern has been that the 
legislation does not spill over to damage the "genuine" overseas 
activities of UK business. Unless they have had a significant 
change of heart, therefore, what the CBI are presumably now 
doing is taking up a fairly extreme negotiating posture in the 
hope of securing - yet further - relaxations of the -legislation. 

Line to take 

i. To reaffirm the Government's commitment to tackle the 
tax haven problem, broadly on the lines of the existing 
proposals. They are however prepared to look at the 
detail of the provisions, and look forward to.. receiving.  
the CBI's promised detailed comments on the'revised 
draft clauses. 

ii To emphasise that the Government share the CBI's 
objective of preserving the competitive position of 
British business. That is why they have made such 
efforts to meet the business community's criticisms of 
the earlier proposals. In particular they have made a 
whole series of amendments to provide more certain 
safeguards for the "genuine" overseas operations of 
UK businesses. 

(If Section 482 is raised). To say that the Government 
recognise that Section 482 may no longer be appropriate 
in its present form. They already have the terms of 
the Section under review, and will be publishing proposals 
in due course. 



Customs has agreed that the normal 90 days' notice required for such changes 

would be waived in this instance. Customs have also -stressed in their 

meetings with trade bodies that they will be as cooperative as possible in 

agreeing special partial exemption methods to ensure that businesses affected 

by the proposed changes can recover all the input tax to which they are 

properly entitled. To the extent that the proposed changes are aimed at stemming 

revenue losses they will add to business costs, but the additional administrative 

burden associated with the proposed changes will be limited and has not, in fact, 

been a major source of complaint in Customs meetings with trade bodies and 

individual businesses. 

DRAFT VAT 12TH DIRECTIVE  

The draft Directive aims to harmonise rules for the deduction of input tax. 

The Commission's proposals, put forward in early 1983 would block a variety of 

business expenses (eg running costs of cars, expenditure on business travel) which 

is currently deductible in the UK. The European Parliament has recently suggested 

some amendments, but there has been no discussion between Member States either 

of the original proposal or the Parliament's views. The Directive could not come 

into effect without the agreement of all Member States. 

Customs undertook a comprehensive consultation exerciSe on the original 

proposals and has also drawn the attention of interested bodies, including the 

CBI, to the views of the European Parliament. Subject to the MST's approval 

further consultations between Customs and the CBI and other bodies are likely 

(Mr Jefferson Smith's note to MST, 5 January). 

The Minister of State announced the Government's line on the proposals in 

a Written Answer last July. The principle of blocking some input tax is something 

Lhe UK Government accepted with the Sixth Directive in 1977 and has applied for 

cars and entertainment since the introduction of VAT. The purpose is to ensure 

expenditure of a private nature is not tax free. Ministers consider that 

blocking runs counter to normal VAT procedures and should only be used to 

prevent really significant abuse or administrative complications. Accordingly 

a Directive making blocking obligatory could only be accepted if it were 

restricted to the items already blocked in the UK. This line reflects fully the 

views of the CBI and others. 

There has been no change in this position since the statement in July. In 

considering any revised proposals the interests of UK industry will be fully 

taken into ac-count. 

• 
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Groups of companies  

The CBI have now (two months late) submitted their 
representations for the review of the tax treatment 
of groups of companies. They had made numerous 
proposals and say they regard them all as a first 
priority for action in Finance Bill 1984. 

Although the Chancellor has not ruled out action in 
1984 on two particular points, both concerning consortium 
relief (and only one of which has been raised by the 
CBI), it seems unrealistic to expect action in 1984 
on the review as a whole. This is a complex part of 
the tax code, and with 60 odd individual proposals to 
be considered, many of which would interact with each 
other, it will clearly take time to complete the review. 
Some further consultation may also be necessary and _ 
we have, for example, already arrange to discuss with 
the CBI and certain other bodies a more radical 
suggestion they have floated for an entirely different 
system to the present one for taxing groups of 
companies. 

• 



FOREIGN CURRENCY LOSSES 

The exchange loss on foreign currency borrowings of a 
fixed capital nature is not allowable because it is a 
capital item (only expenditure of a revenue nature is 
deductible in arriving at taxable profits). Ministers 
have '.decided against action in the past. Reasons are 
the difficulty of determining precisely where the capital/ 
revenue'distinction was to be overidden .(the case for 
relief is not Universallystronga fair and workable 
scheme would require long - and_Complex legislation and 
the cost boUld.  beStbSt.antialrecentadVerse decision 
b17-Ehe:HOuse'ofLordsmayremo7e. .S.b',Me of the pressure for 
relieffor r-botrowingSbutit raises other problems. 

-(The tEI representations were submitted before the judgment). 

Line to take -'.Resist':-We  .have-recOmmended to Ministers 
that any change be ruled- but for 1984 while we assess the 
significance of the judgment and ;What action, if any, may 

COSTS OF EQUITY FINANCE 

The 198()Jegislation removed an anomaly by giving relief 
for the Incidental costs of raising loan finance where the 
cost of maintaining the loan (the interest) .was itself 
allowable. There is no corresponding anomaly in not 
allowing the costs of raising equity capital since the costs 
of maintainingequity (dividends) are not deductible from 
profits. . There would also be practical problems in excluding 
the cost of Share issues in, for example, contested takeover 
bids. Unlikelythat a lack of tax relief for this 
one-andfor-allr:Cdst will affect a company's willingness 
to raise new equity-capital having regard to the on-going 
costs of servicing that equity. 

be needed.'. 

Line to take - Resist 



.0% 

Stock relief - six year cut off  

The CBI oppose the rule in the 1981 scheme of stock relief 
under which losses attributable to relief under that scheme 
are cancelled if they remain unused for six years. The decision 
to introduce this rule was a budgetary one, to protect the flow 
of corporation tax revenue in the late 1980s and 1990s and to 
help stem the growth in the very large "overhang" of unused 
tax losses and allowances. And even with this rule, the UK 
is still more generous than most other countries, whose 
corporation tax systems generally place a restriction on 
carry-forward of all tax losses, not just those attributable 
to a particular relief. 

Disincorporation  

The CBI urge the removal of fiscal barriers to those who want 
to change from operating in a corporate -toan unincorporated 
form e.g. as a partnership for sole trader. They particularly 
refer to the inhibiting-effects of stock relief and capital 
gains tax. 

Line to take 

i. 	Accept that tax system should not inhibit the adoption 
of most desirable commercial form. 

At,Ministers - request, we have been examining this matter 
with the accountancy bodies (the CCAB) over.redent months. 
Aim has been to remove fiscal obstacles on a revenue-neutral 
basis i.e. not to give any form of tax incentive. The 
CGT point has proved the most intractable - the present 
law imposes a charge on the company (in respect of assets) 
and on shareholders (in respect of gains on shares) - 
which can be met only by a specific relief. 

There does not appear to be any pressing need for action 
this year - the disincentive to corporate status arises 
primarily from the more stringent standards of auditing 
required by the Companies Act and the introduction of 
stricter requirement by the accountants own professional 
bodies. These will not bite until 1984 accounts are due. 

iv. 	For your own information the Financial Secretary's 
preliminary view is that, against the background of 
pressure on the 1984 Finance Bill, the case for immediate 
action has not been made out, but that the matter should 
be kept under review as the Companies Act changes begin 
to take effect. 

• 



- INDIRECT TAXATION ISSUES_ 

PENSION FUNDS  

1. Under the existing arrangements made irCthe light of counsels' advice, it 

is accepted that employers can recover VAT incurred in respect of administration 

services offUnded pension schemes:_providingpension arrangements for employees. 

While the valuable work done by Pension Funds is fully recognised, it would be 

inequitable to make .exceptional arrangements to provide special input tax relief 

to the funds or employers in respect of exempt supplies (eg of securities or 

property) made by pension funds.-  Any such measure would also be inconsistent 

with our international obligations and would lead to requests for similar 

treatment for other bodies undertaking worthwhile social functions such as 

charities. 

/. A particular poin the CBI is likely to raise is that the amount of VAT 

which pension funds are_unable to recover may be increased by the proposed VAT 

partial exemption changes announced by MST in a written reply on 15 December. 

These changes are, of course, of general application, but their most significant 

impact will be on the financial sector. Pension funds have developed such a 

significant role in this sector and are so heavily engaged in investment activity 

that it would clearly be wrong to treat them more favourably than other businesses 

similarly engaged such as insurance companies, which share the burden of 

providing pensions. 

PARTIAL EXEMPTION CHANGKS  

MST announced in Parliament on 15 December that he was satisfied that the 

present VAT partial exemption rules result in substantial losses of revenue. It 

is inevitable that the changes proposed to correct this situation will bring 

more businesses into the partial exemption net; but, generally speaking, they 

will be businesses with fairly sophisticated accounting systems which can cope 

with chanes-without difficulty. Some may wish to.rearrange their VAT grouninms. 

• 

1 



Customs has agreed that the normal 90 days' notice required for such changes 

would be waived in this instance. Customs have also 
- stressed in their 

meetings with trade bodies that they will be as cooperative as possible in 

agreeing special partial exemption methods to ensue• that businesses affected 

by the proposed changes cam recover all the input tax to which they are 

properly entitled. To the extent that the proposed chaages are aimed at stemming 

revenue losses they will 'd to business costs, but the additional anistrative 

burden associated with the proposed changes will be limited and has not, in fact, 

been: a major source of complaint in Customs meetings with trade bodies and 

individual businesses. 

DRAFT T1 DIRECTIVE 
The draft Directive aims to harmonise rules for the deduction of input tax. 

The Commission's proposals, put forward in early 19E3 would block a'variety of. 

business expenses (eg running costs of cars, expenditure on business travel) which 

is currently deductible in the UK. The European Parliament has recently suggested 

some amendments, but there has been no discussion between Member States either 

of the original proposal or the Parliament's views. The DirectiVe could not come 

into effect without the agreement of 
ell  Member States. 

S. Customs undertook a comprehensive consultation exerciSe on the original 

proPosals and has also drawn the attention of interested bodies,-including the 

I, to the views of the European Parliament. Subject to the MST's approval 

further consultations between Customs and the CBI and other bodies are likely 

.(Mr Jefferson Smith's note to MST, 
5 January). 

G. 
The Minister of State announced the Government's line on the proposals in 

a Written Answer last July. The principle of blocking some input tax is somethint 

the UK Government accepted with the Sixth Directive in 
1977 and has applied for 

cars and entertainment since the introduction of VAT. The purpose is to enbure 

expenditure of a private nature is not tax free. Ministers consider that 

blocking runs counter to normal VAT procedures and should only be used to 

prevent really significant abuse or administrative complications. Accordingly 

a Directive making b1ockin2 obligatory could only be accepted if it were 

restricted to the items already blocked in the UK. This line reflects fully th( 

views of the CBI and others. 

7. 
There has been no change in this position since the statement in 0

.1ay. In 

considering any revised proposals the interests of UK industry vll be fully 

taken into account. 
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VAT REGISTRATION TEEESTOLD 

or 
:hancellor's 
jIformation 

Not. 
;o be 
:evealed 
:o CBI 

g. The VAT registration threshold has been increased in each of the 

past four years. It now stands at £18,000. An increase in 1984 to 

£19,000 would broadly maintain the real value of the limit at its 

1973 level. However, the Commission has recently written to say that 
indexation back to. 1973is unacceptable under the EC -Sixth VAT 

Directive, and that the UK should at least .freeze the existing limit 

until it iSeffectively indexed from 1 January 1979. This would 

take about three years. (Mr Harris' note to MST, 15 December 1983). 

9.. The CBI will probably be aware that theCOmmisSion is unhappy 

with theflevel of the .UK's VAT regiStrationJimit, but they will not 

know about the threatened infraction proceedings. No decision has 

yet been taken on the level of the limitifor:1984. In view Of the 

complications the Chancellor will no doubt wish to simply note the 

CBI's views on this point. 

DERV 

IC- Dery has been favourably treated by the Government. The duty 

differential in favour of dery over petrol, Which was introduced in 

July 1981, was widened Slightly in the 1982 and 1983 Budgets. The 

dery duty is now about 12p a gal/on less than petrol. The real 

value of the duty is well below its 1970 level. 

H. Althoogti the recommended retail selling price of dery is among 

the highest in Europe other factors mean that the effective price 

to businesses is not excessive by EC standards. Businesses in the UK 

are able to deduct VAT on dery whereas a number of Member States 

either completely or partially block deduction of VAT. Also some 

Member States (DenmPrk, Italy, Luxembourg and the Netherlands)-which 

have a particularly low duty on derv, impose higher taxes on diesel-

engined vehicles to equalise the tax burden. In the UK most dery is 

purchased by businesses under contractual arrangements which typically 

provide for discounts of up to 15p a gallon off the retail price. 

12. 	Dery is an important revenue raiser - estimated at just over £1,000m 

in 1983-84. Any revenue foregone would have to be made up elsewhere. 

3 
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Executive Summary  

1 Our task is to sustain the recovery without prejudicing the gains made in 
the fight against inflation. 

2 The 1984 Budget must be prepared with this in mind. 

3 With the prospect of lower North Sea oil production we cannot ignore the 
longer term. We therefore set out a five year programme of action by 
business and government, covering the period 1982/83 to 1987/88, which aims 
to sustain last year's 3 per cent rate of growth and keep inflation low. 
Improved competitiveness and encouragement of enterprise and investment are 
necessary to achieve this. 

The overwhelming immediate need is to improve competitiveness. We are still 
more than 20 per cent less competitive against our main competitors than we 
were in the mid-1970s and the gap is still larger against our European 
rivals. 

5 Unless we improve our competitive position increases in domestic demand will 
benefit foreign rather than domestic producers and lead to a further 
deterioration in the current account. 

6 The 1984 Budget must concentrate on measures to reduce Government-imposed 
business costs - by the final abolition of the National Insurance Surcharge 
and 10 per cent business derating. Looking ahead, we need to reduce 
employers' National Insurance Contributions in 1985/86 and increase capital 
spending on the infrastructure. 

7 We do not propose that income tax thresholds should be raised by more than 
inflation. If we reduce the burden of personal taxes in the 1984 Budget 
there is a serious danger that too much would be spent on imports and 
nothing done to help our competitiveness. 

8 Only if we are successful in sustaining the present rate of growth in the 
economy will there be scope for cuts in personal taxation in future years. 

EDO1PAHDH3L 
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DRAFT 6.1.84 

Chapter I  

Main Representations  

1 Our task must be to sustain the recovery. As the Chancellor has said, 
steady growth with low inflation is "a winning combination". Our 
Representations are drawn up with this in mind. 

2 They are set in the context of a medium term programme of action by 
business and government, covering the period to 1987/8, with the following 
key features: 

a Maintaining steady growth at around the 3 per cent rate achieved in 
1983 and expected by the Chancellor for 1984; 

b Keeping inflation low; 

c Improving competitiveness in cost, price and non-price areas; 

d Encouraging enterprise and investment. 

The 1984 Budget  

3 The overwhelming immediate need is to improve our competitiveness. We are 
still more than 20 per cent less competitive against our main competitors 
than we were in the mid-1970s and the gap is still larger against our 
European rivals. Our balance of payments current account has moved from a 
surplus of £6i billion in 1981 to one of ill billion in 1983, despite a 
large improvement in the balance of trade in oil. In 1984, world trade 
growth should help exports and keep the current account in balance. But if 
the trend continued we could run into a balance of payments crisis in the 
second half of the decade especially if the world economy slows down, and if 
North Sea oil production starts to decline at about the same time. The 
brakes would then have to be put on which would stop growth; or the pound 
would fall excessively, causing renewed inflation; or, most probably, there 
would be a combination of both. 

4 So, our priority has to be improved competitiveness. To this end, the 
first two lines in Table 1 propose cuts in Government-imposed business 
costs - the abolition of the National Insurance Surcharge and 10 per cent 
business derating to match domestic derating. Looking further ahead, we 
also recommend a reduction in employers' National Insurance Contributions, 
by one percentage point, to take effect in 1985/86. 

5 The next Budget should also include further measures to help enterprise,  
investment and innovation. These will pay off in the longer term. We 
recommend improvements to the Business Expansion Scheme to make invesLments 
more marketable; improved tax treatment of employees' stock options; capital 
tax reliefs; abolition of the InvesLment Income Surcharge, of Development 
Land Tax and of Stamp Duty on share transactions; capital allowances for 
commercial buildings. 
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6 In addition, we want to see a higher level of capital spending, as soon as 
practicable, to improve the infrastructure. This will both help our 
competitiveness in the medium term and provide work for the sorely-pressed 
construction industry. We propose that this be financed by reducing 
Government current expenditure. 

7 In addition, a reduction in the cost of borrowing, which remains high in 
relation to inflation, is a priority. 

8 We do not propose that income tax thresholds and bands should be raised by 
more than inflation. Those in work have improved their real income after 
tax substantially since 1979, while company net income has fallen 
drastically. Increases in tax thresholds are an inefficient way of reducing 
the poverty trap and have little impact on the unemployment trap. 

9 If personal tax were cut in the 1984 Budget, there is a serious danger that 
too much would be spent on imports and nothing done to help our 
competitiveness. In subsequent years, if we can improve our 
competitiveness, keep growth going, and the balance of payments under 
control - and if public spending is held down in real term:, as the 
Government proposes - we should be able to make further substantial 
reductions in taxation, including personal tax, while reducing public 
borrowing as a percentage of GDP. 

How our proposals can be financed  

10 The cost of our proposals for the 1984 Budget are set out in Table 1.1 

11 They should not be financed by raising the burden of taxation elsewhere as 
this would, to a large extent, offset their beneficial effects and might add 
to inflation. 

12 In the Government's medium term financial strategy, as set out in the Budget 
last March and in the Chancellor's Autumn Statement, there would appear to 
be little if any scope for tax reductions in the 1984 Budget but very much 
more in the Budget of 1985. 

13 However, as the Chancellor pointed out in the House of Commons in November, 
these estimates "are subject to a wide margin of uncertainty at this stage 
and rest on a number of conventional assumptions. The Autumn Statement 
is not a time for decisions on appropriate levels of borrowing or taxation. 
By the time of the Budget I shall have much more, and much more up-to-date, 
information". 

14 Our proposals imply a somewhat higher level of public borrowing in 1984/5 
than the Chancellor has assumed in his Autumn Statement. They increase 
borrowing by per cent of GDP, but leave it well within the Chancellor's 
target in the following year (1985/86). On present estimates, they would 
reduce the PSBR as a percentage of GDP from 3i per cent in 1983/4 to 
3 per cent in 1984/85, and if our medium term programme were fulfilled the 
figure would fall to around 1i per cent by 1987/88. 
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15 While the economy expanded at a rate of 3 per cent in 1983, we see a 
significant risk that it may slow down in the second half of 1984 if nothing 
is done. This would have a serious effect on business confidence and put 
the objective of steady growth at risk. On the other hand we do not think 
the risks of the economy overheating if our proposals are adopted are 
significant. 

16 We believe that our proposals can be justified as a sound long-term 
investment in the future of this country. Also: 

they would still keep our public borrowing as a proportion of GDP lower 
than in any other important industrial nation. 

they should not add to inflation because they reduce costs. 

they should enable interest rates to be reduced as external factors 
permit. 
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TABLE 1.1 	 • 

CBI TAX RECOMMENDATIONS FOR 1984 BUDGET' 

(£ billion) 

Proposed Changes: 

1984/5  Cost 

A Lower Business Costs  

 

 

Abolition of NIS 
Partial Business Derating 

and Other Measures 

0.9 
0.7 

B Measures to Encourage  
Enterprise and Investment  

Improved Stock Options 
Stamp Duty Changes 
	 0.5 

Capital Tax Changes 
Amendments to Business 

Expansion Scheme 
Abolition of Investment 

Income Surcharge 
Corporation Tax changes 
	 0.1 

Abolition of Development 
Land Tax 

Feedback Effect 	 -0.4 

Net Effect on PSBR2 
	

+1.8 

1 	Where no cost is indicated this is either because the cost of the 
proposal is insignificant, or would not become effective until 
1985/86. 

2 	In comparison with unchanged policies using the same definition as the 
Treasury. The full year cost of these proposals is about £2i billion. 

ED43PAHDM81L 
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Chapter II  

The Medium Term Programme  

INTRODUCTION  

1 This Chapter sets out the action which Government and business need to take 
to sustain steady growth and low inflation over the period to 1987/88. The 
economic arguments underlying our proposals for the 1984 Budget are set out 
in Chapter III and the details of these tax and expenditure proposals are 
set out in Chapters IV, V and VI. 

THE NEED FOR A SUSTAINED RECOVERY  

2 Over the past 10 years the British economy has grown only slowly, with much 
of the growth attributable to increased oil production. 

3 In the next decade, oil production is likely to plateau and then fall. 
To avoid depressing the standard of living, it is essential to develop 
competitive businesses to compensate for this. 

4 The recession has hit particularly those firms facing international 
competition and the investment goods industries. To survive they have had 
to cut expenditure and rationalise. We need now to build on the lessons 
learnt from this process to form the basis of a successful recovery. 

5 Confidence is vital. Our Surveys show that the major constraint holding 
back investment is lack of certainty about growth and prospects (44 per cent 
of the respondents to the October 1983 CBI Industrial Trends Survey quoted 
uncertainty about demand' as the main factor holding back their 

investment). For confidence to invest in the future businessmen need to be 
convinced that the recovery will be sustained. In this way growth can 
create its own momentum. 
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6 Growth is also necessary to generate higher living standards and help 
create more jobs; with 3 million unemployed this is crucial. 

7 Lack of growth in the economy increases the tension between the living 
standards we can afford and those to which we aspire. Slow growth leads to 
rising public spending on unemployment which can only be paid for by 
cutting benefits or public services, raising tax levels, or running the risk 
of excessive borrowing. 

8 It has been argued that too rapid a rate of growth would lead to a 
deterioration in the quality of life or the environment. But stagnation 
or a rate of growth that is too slow can also damage the quality of life - 
through rising unemployment and the consequent loss of human skill, reduced 
growth in expenditure on education and health, and through deterioration 
of the infrastructure. 

A rate of growth that is too rapid may lead to inflation. For this reason, 
holding down inflation is an essential element in our strategy for growth. 
Moreover, growth can hold down costs through spreading overheads and 
generating more funds for cost-cutting investment. 

THE SPEED OF THE RECOVERY  

10 During the 1970s GDP grew at an average rate of 1 - 11 per cent per annum. 
But the trend during the 1950s and 1960s was much higher, close to 3 per 
cent. Given the dangers of shortages and inflation if growth is too fast, 
and of rising unemployment and higher taxes if growth is too slow, what rate 
should we aim for? 

11 To answer this we need first to assess our starting point and then to 
consider the likely external environment. 

Capacity  

12 At first sight it would appear that we start from a position of considerable 
spare resources in the economy. An eighth of the labour force is unemployed. 
The different indicators of spare capacity in the manufacturing sector from 
the CBI Industrial Trends Survey, suggest that although capacity has been 
reduced, partly in response to low demand, there is still considerable scope 
for higher capacity utilisation. 

13 This conclusion is backed up by most other researchersl, though it has 
been argued that much of this capacity is not economically viable or is not 
in those particular sectors where it would be needed in a recovery. 

1 The OECD (Economic Survey of the United Kingdom, 1983) and J Taylor 
("Unused Productive Capacity in the UK: 1950-82" Unpublished paper, 
University of Lancaster) both conclude, using different methodologies from 
the CBI Survey, that there is considerable unused capacity in the UK 
manufacturing sector. P W Robinson (IBS Economic Outlook, August 1981) has 
argued that there is in fact relatively little spare capacity. This 
conclusion is based, however, on the assumption that the total available 
capacity is equal to a 5 year moving average of output rather than using 
direct information about how much capacity is in existence. 
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14 Clearly as growth proceeds we should expect some shortages of capacity, 
labour and components. But temporary shortages can reflect a changing 
economic structure and investment in new capacity and production of 
components and training for skills is unlikely to take place without such 
market signals. The rate of growth that is sustainable without inflation, 
however, will depend on holding down such shortages to tolerable levels. 

North Sea Oil  

15 Another major factor that will affect the prospects for the economy in the 
coming years is North Sea Oil. We are now close to the likely peak level 
of production and over the period to 1987/8 production is likely to 
plateau or, possibly, decline. Assuming this profile for production, North 
Sea oil revenues, which have had beneficial effects on Government finances 
and greatly cushioned the impact of the recession on taxpayers are also 
likely to level out and may well decline towards the end of the decade. 
North Sea oil has also made a major contribution to the balance of payments 
and this increases the need for improved competitiveness as oil production 
declines. 

The Achievable Rate of Growth  

16 We propose that our Medium Term Programme should aim at an annual rate of 
growth of 3 per cent from 1982/3 to 1987/8. This is an optimistic figure by 
the standards of the last decade but we believe that it can be achieved. 

17 A rate of growth slower than this would risk the difficulties described 
above; a faster rate may be achievable but might lead to difficulties, for 
example, for inflation and the balance of payments. 

18 Our view that steady growth at around 3 per cent a year coupled with low 
inflation is a realistic objective over the five year period is based partly 
on the fact that it has been achieved in 1983 and is expected by the 
Chancellor to be achieved in 1984; and partly on pat, experience, coupled 
with the belief that we can improve on our past perfornance, particularly in 
the field of international competitiveness. 

The External Environment  

19 During the twenty years 1953-1973, before the first sharp rise in oil 
prices, GDP in this country grew at an average rate of 3 per cent a year 
(and faster during recovery periods), with retail price inflation averaging 
just over 4 per cent a year. 

20 It is true that the volume of world trade in manufactures rose during this 
period at an annual rate of 9 per cent a year, and that we are assuming 
that it will rise by about 3 per cent a year during our five-year period. 



21 On the other hand it must be remembered that from 1953 up to the devaluation 
of 1967, our competitiveness worsened very markedly - our unit labour costs 
in manufacturing rose something like 25 per cent more than the average of 
our main competitors. During the rest of the period up to 1973 our unit 
labour costs continued to rise somewhat faster than our competitors' in 
national currencies, and we were able to maintain our cost competitiveness 
and indeed improve it - only by a fall in the value of the pound totalling 
around 25 per cent against a basket of currencies. 

22 Over the period to 1987/8, we should not rely on a fall in sterling, but we 
do aim to avoid a deterioration in our cost competitiveness, through higher 
productivity, realistic pay settlements and cuts in government-imposed 
business costs; and indeed to improve it, as we have done over the past two 
years. We are also assuming some improvement in our non-price 
competitiveness through encouragement of enterprise, higher profitability 
leading to more investment in new equipment, new products, marketing, 
training ,etc. 

23.  In these ways we believe we can achieve growth in our exports at around 
the same rate of world trade, instead of a much slower rate as in the past; 
and that even in an environment of considerably slower growth of world trade 
we can thus emulate our past performance of growth of the national economy 
at around 3 per cent a year, with low inflation, without running into 
balance of payments difficulties. 

OUR PROGRAMME FOR SUSTAINING GROWTH  

24 Achieving sustained growth with low inflation will require action by 
government and business to: 

encourage enterprise and investment; 

improve competitivehess; and 

hold down costs. 

Encouragement of enterprise and investment  

25 For the economy to grow and create jobs, enterpreneurs, investors and 
managers must be prepared to sacrifice leisure or short term rewards. To 
encourage this they must be allowed to keep for themselves a fair proportion 
of the returns created by their efforts or investment. 

26 Enterprise is likely to be best encouraged when the public has a direct 
stake in the system through widespread share-ownership and when managers 
and employees have a direct stake in their own firms. 

We therefore propose measures (see below and in Chapter IV) that will 
reduce tax disincentives to enterprise, investment and share- 
ownership. 
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27 The prospects for growth can also be improved by reforms aimed at greater 
flexibility in labour markets and by Government regulation of commerce and 
industry being kept to a miminum. 

28 We intend to bring forward proposals in these areas and in industrial 
policy to improve the prospects for growth. 

Competitiveness  

29 To ensure that UK producers win a sufficient proportion of markets at home 
and abroad to sustain growth, improved competitiveness is essential. 
Improved competitiveness is also necessary to prevent the fall in the 
balance of payments current account surplus from i6i billion in 1981 to 
about i1i billion in 1983 becoming a trend that could halt the recovery 
in the medium term. 

30 Our programme aims at improving both cost competitiveness and non-price 
competitiveness by: 

lower pay settlements than in competitor countries; 

continued rapid increases in productivity; and 

reductions in taxes on business that add to costs. 

Chart 11.1 

31 The improvements in non-price competitiveness should result from increased 
profits and the confidence to plan for expansion leading to higher 
investment, not only in fixed assets, but also in: 

research and development; 

marketing; and 

training. 

32 Many of the arguments about competitiveness are aimed at the manufacturing 
sector since this is the sector most directly exposed to international 
competition. If we look at our total exports of goods and services, about 
half the value added in the UK is in manufacturing industry. The other 
half is contributed by other sectors such as agriculture, energy, 
construction, communication, distribution and other services. These non-
manufacturing sectors contribute in two ways, roughly equal in importance. 
First, they supply goods and services to manufacturers, help them get their 
exports to the ports and sell them abroad. Secondly, these sectors produce 
the invisible exports on which we rely so much. So improved competitiveness 
is also important for the non-manufacturing sectors. 

Costs  

33 We believe that high inflation is damaging to the economy and that for 
growth to be sustained low inflation is vital. For this reason we are 
not relying on a falling exchange rate to improve competitiveness, or a 
lax monetary policy to boost demand. 
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34 	Our prog ramue of pay moderation, rising productivity and reduced taxes on 
business will result in lower unit costs and help hold down inflation. The 
public sector must play its part by ensuring that it does not contribute to 
inflation by unjustified increases in its costs, prices and taxes. 

Macroeconomic Policy  

35 Macroeconomic policy also has an effect on the prospects for growth and 
inflation. 

36 We support the aims of the Government's Medium Term Financial Strategy 
(MTFS). Such a strategy helps to create confidence in its aim of holding 
down inflation. However, we have consistently argued that the targets 
contained in it have to be interpreted flexibly and sometimes adjusted 
in the light of developments and prospects for the economy. The monetary 
targets should aim to allow sustained growth provided that this does not 
conflict with the objective of low inflation. 

37 The medium term fiscal targets in the MTFS should be such as to hold down 
the ratio of public debt to GDP. In the short-term however, we would 
envisage deviations from that path where necessary in the light of economic 
circumstances for cyclical reasons, or if they specifically improve 
competitiveness. 

38 Table 11.3 in the Annex shows that if the present rate of growth is 
maintained and government spending is held to its present level, there would 
be scope for tax cuts of 2i per cent of GDP by 1987/8. This would be 
equivalent to about £2 billion (in 1984/85 prices) in each of the four 
Budgets before then. The proposals set out in Table 1.1 would use up about 
£2i billion by 1987/8 at 1984/5 prices. We would envisage (and have assumed 
in our calculations) that most of the rest of the sums available being used 
to reform and cut personal taxation on income and capital and to reduce 
payroll taxes on employers. The following ready reckoner gives the cost 
of possible options for tax changes. 

Costs of Possible Options for Tax Changes  

Cost in full year 
1984/85 prices 

£bn 

Lower basic rate of income tax by 1 per cent 	1.0 
Reduce employers' NIC by 1 per cent 	 0.9 
Reduce top income tax rate from 

60 per cent to 50 per cent 	 0.2 
Derate business by a further 10 per cent 	 0.5 
Increase income tax thresholds 

and bands by 5 per cent more than inflation 	0.8 
Reduce corporation tax rate by 5 per cent 	 0.8 
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THE RISKS AND THE REWARDS  

39 Our economic strategy might be driven off course by factors beyond our 
control. Further international disruption as occurred in the 1970s with 
sharp rises in oil prices, such as default by a major debtor nation, might 
require the strategy to be revised. We would have to face such circumstances 
as they occurred and make appropriate adjustments to the strategy. 

40 The strategy could also be thrown off course as a result of factors that 
are under own control - we could allow inflation to pick up or our 
competitiveness may be insufficient to prevent a deterioration in the 
balance of payments. Either of these would reduce the achievable 
sustainable rate of growth. 

41 If we steer away from these rocks, however, the benefits of success will 
be immense. 

42 Further rises in living standards for those in work would be achievable 
while at the same time unemployment would start to fall. 

43 If public spending were held roughly constant this would permit scope for 
substantial cuts in the burden of taxation as well as allowing public 
borrowing to fall substantially as a percentage of GDP (see Table 11.3). 

44 Perhaps most important, success would permit us to start to adjust our 
structure of industry and commerce to cope with the problem that may emerge 
in the 1990s and beyond, such as declining North Sea oil revenues, 
increasing technological demands for public services and demographic changes 
including the need to fund the pensions of an ageing population in the next 
century. 
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ANNEX 11.1  

HOW OUR PROGRAMME ADDS UP 

1 This Annex gives illustrative figuring to show how the different elements 
in our programme fit together. The figures are not forecasts and their 
relative precision, without reference to the obvious margins nf error 
involved, is merely intended to simplify the exposition. 

Demand  

2 Table 11.1 shows the growth in the different components of demand which we 
expect to be consistent with our programme. The greatest absolute 
contribution to growth comes from consumers' expenditure rising in line 
with real incomes. The fastest growing components, however, are fixed 
investment, as profits recover, and exports, as world trade recovers and 
competitiveness improves. 

Table 11.1  

Pattern of Growth1Consistent with CBI Programme 
(Percentage annual change in volume) 

Estimated Growth so Far Projected Growth 
(1982/3 to 1983/4) (1982/3 to 1987/8) 

GDP (average measure) 91 "1  3 
Consumers Expenditure 3 2 
Fixed Investment 11 6i 
Government Current Expenditure 

on Goods and Services 
2 0 

Exports of goods & services 0 4 
Imports of goods & services 5 5 

1 Both between 1982/3 and 1983/4 and, to a lesser extent, between 1982/3 and 
1987/8, there is some contribution to growth from a changing rate of 
stockbuilding. 

Competitiveness  

3 Our unit labour costs in manufacturing in the past two years have risen by 
about 2i per cent per annum less than those in competitor countries. We 
have assumed over the next four years that, if our programme is implemented, 
this differential will be maintained. The improvement in our cost 
competitiveness indicated in Chart II.1 and improvements in our non-price 
competitiveness compared with our past performance are forecast to lead to 
annual export growth in manufactures over the period of about 3 per cent , 
the same as the growth in world trade in manufactures. Since the trend over 
a long period has been for total UK exports of goods and services to rise 
about 1 per cent per annum faster than our exports of manufactures, we have 
projected growth in the latter of 4 per cent. 
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4 Imports of goods and services are forecast to grow by 5 per cent per 
annum, slightly more slowly than the 7 per cent growth that would have been 
predicted without improved competitiveness. 

Employment  

5 Over the past two years, output per head in manufacturing has grown at 
an annual rate slightly faster than 7 per cent. Our projection for the 
next 4 years is that this will slow to about 5 per cent. Productivity in 
the economy as a whole only grows at slightly below half this speed however, 
with (by convention) little growth in productivity assumed for the public 
service sector and productivity in the private service sector forecast to 
grow by 2 per cent per annum. After taking account of changes in the labour 
force, the programme is forecast to start to reduce unemployment, bringing 
it down to under 2i million by the beginning of 1988. This calculation does 
not 	take account of further reductions that might result from special 
employment measures of the kind set out in Chapter V. 

Chart 11.2 

6 	The scenario set out above would imply manufacturing production growing 
faster than production in other sectors. However, the pattern of 
productivity improvements implies some further job losses in manufacturing 
while net increases in employment would be likely in the service sector. 
Table 11.2 gives the projections for employment by sector and for 
unemployment. 

Table 11.2  
Employment and Unemployment (millions) 

1983 
	

1983 
	

1988 	Change 
1st Qtr. 4th Qtr (est) 1st Qtr. 1983 Ql to 

1988 Q1 

Manufacturing Employment 5.4 5.3 5.2 -0.2 
Public Service Sector 

Employment 5.0 5.0 4.7 -0.3 
Private Service Sector 

Employmentl  13.1 13.2 13.9 +0.8 

Total employment 23.5 23.5 23.8 +0.3 

Labour Force 26.5 26.4 26.5 

Unemployment 3.0 2.9 2.7 -0.3 

1 	Includes self-employed and employment in the non-manufacturing 
nationalised industries. 
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Monetary Policy  

7 The projections assume growth remaining steady at an annual rate of about 
3 per cent and the rate of increase in the GDP deflator falling from 7i per 
cent during 1982/3 to about 4 per cent in 1987/8. The projections assume no 
trend change in the velocity of circulation for the wider monetary 
aggregates over this period and so these are forecast to rise in line with 
money GDP. 

Government Revenue and Expenditure 

Government 
Table 11.3 
Financial Accounts 

1982/3 
Percentages of GDP 

1983/4 1987/8 projected 

Receipts' 43 42 39 (after 21 per cent 
net tax cuts) 

Expenditure' 47 46 401- 

PSBR 31 31 11 

1 	General government receipts and expenditure; some adjustments to the 
difference between these figures are necessary to derive the PSBR. 

8 	Table 11.3 shows how our proposals for taxes, expenditure and revenues add 
Up 

9 	Over the 5 year period to 1987/8 we propose that the level of public 
expenditure should be held constant in cost terms. This would reduce it 
from 47 per cent of GDP in 1982/3 to 40i per cent of GDP in 1987/8. 
Provided that inflation remains low and economic growth continues, we would 
aim at a falling PSBR as a percentage of GDP to hold down the ratio of 
public debt to GDP and to prevent "crowding out" of the private sector in 
the medium term. 

10 We estimate that at present rates of tax (after adjusting for inflation) 
there might be a slight fall in government revenue as a percentage of GDP 
and with some other accounting adjustments this might leave scope for net 
tax cuts, consistent with our estimates for borrowing and expenditure, of 
21 per cent of GDP. 

BREPS 
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Chapter III  

The Economic Background  

1 This Chapter explains the economic reasoning behind the recommendations 
for the 1984 Budget. It explains why we believe that the Government must 
take immediate action to reduce business costs rather than the burden of 
personal taxation. 

Recovery in Progress  

2 A recovery is under way. The latest figures for GDP show that the trough of 
the recession was in the second quarter of 1981 and that the. economy has 
been growing fairly steadily since then. It is, however, difficult to be 
precise about the extent of the recovery because of the unusually large 
discrepancy between the various measures of GDP. By the third quarter of 
1983 the expenditure measure of GDP was nearly 5 per cent higher, the income 
measure 7 per cent higher, and the output measure 4i per cent higher, than 
in the first half of 1981. 

Chart 111.1 

3 Although the output measure is generally regarded as the best indicator 
of short-term movements in GDP because it is much less liable to revision 
than the expenditure and income based estimates, there is no reason to 
believe that it is more accurate than the other estimates over longer 
periods. In these circumstances, it is conventional to use the average of 
the expenditure, income and output measures. On this basis, GDP in the 
third quarter of 1983 was just over 5 per cent higher than in the first 
six months of 1981. 

4 It is clear that the recovery is uneven and from a low base; for 1983 as 
a whole GDP (average measure) was only as high as in 1979. Moreover, 
North Sea oil has made an important contribution to growth; between the 
first halves of 1981 and 1983, oil and gas extraction rose by 23 per cent in 
volume terms and contributed nearly 1 percentage point to the growth of GDP 
(output measure) over the period. Manufacturing production, as a whole, 
remains depressed although there is growth in certain sectors. Output in 
manufacturing was about 2 per cent higher in the third quarter of 1983 than 
in the first half of 1981; by the third quarter of 1983, manufacturing 
production remained 14 per cent lower than in 1979. It should, however, be 
noted that the CSO's index of manufacturing production shows a considerably 
flatter picture during 1983 than would be expected on the basis of the 
results of the CBI Industrial Trends Survey. 

Chart 111.2 

5 Inflation (as measured by the increase in the RPI over the previous twelve 
months) has dropped faster than expected from a peak of 21i per cent in the 
second quarter of 1980 to under 4 per cent in the second quarter of 1983. 
Although inflation measured in this way has risen slightly since then this 
reflects the ending of certain special favourable factors and does not 
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indicate a resurgence of inflationary pressures. Other indicators confirm 
that inflation remains under control. The annual increase in the GDP 
deflator has fallen from over 20 per cent in the second quarter of 1980 to 
just over 5 per cent in the second quarter of 1983. The annual increase in 
unit labour costs in the second quarter of 1983 was 2.2 per cent for the 
whole economy and 2.4 per cent in manufacturing, compared with increases of 
22.2 per cent and 24.9 per cent three years earlier. 

6 There have been substantial gains in productivity during the last three 
years, particularly in manufacturing. In the first six months of 1983 output 
per head in the whole economy was nearly 9 per cent higher, and in 
manufacturing 13 per cent higher, than three years earlier. Nevertheless 
there remains a wide gap in levels of productivity between ourselves and our 
main competitors, particularly in manufacturing. 

7 Profitability has also improved from the very low levels of the last few 
years. Industrial and commercial companies' (excluding North Sea 
activities) gross trading profits (net of stock appreciation) rose 
substantially in 1983 and we expect the real rate of return to have risen to 
around 6i per cent. However this is still not only well below the level 
common in the 1960s but also less than in 1978, and remains below the rate 
of return of our major competitors. A recent study by the OECD 1  showed 
that in 1982 the real rate of return on capital in manufacturing in the UK 
was less than half of that in the United States, Germany and Canada, and , 
only about one-fifth of that in Japan. We agree with the Bank of England 
that the current rate of profitability is 'well below the level necessary 
for a healthy rate of investment'. 

The Need to Sustain the Recovery  

8 We fear that unless the Government implement our proposals and take further 
action to reduce business costs and improve competitiveness, the present 
recovery could falter later this year. Without such actions, our latest 
forecasts, published at the end of November, suggest that GDP, as measured 
by the average estimate, could rise by 1i-2 per cent between 1983 and 1984 
as compared with an estimated increase of some 3 per cent between 1982 and 
1983. 

9 On the basis of existing economic policies, we expect the growth of 
consumers' expenditure to slow down in 1984. The strong increase in 
expenditure in 1983 was chiefly supported by a substantial fall in the 
savings ratio. Further falls are unlikely in 1984 bearing in mind that some 
of the fall which has occurred since the beginning of 1982 was due to 
special factors (such as the abolition of HP controls and the large increase 
in bank lending for mortgage purposes). The significant fall in inflation 
in recent years has also played a part but we expect only a modest further 
fall in 1984. 

1 	OECD Economic Outlook July 1983 Table 23 
2 	Bank of England Quarterly Bulletin December 1983 p. 457 
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10 Nor do we expect any marked increase in stockbuilding during 1984; we 
believe that companies have learnt to live with lower levels of stocks in 
relation to turnover. 

11 Our Surveys suggest a faster rate of growth of investment in 1984 helped 
by improved profitabilty. We also expect an improvement in net exports, 
following the improvement in competitiveness in 1983, but these are unlikely 
to be sufficient to compensate for the slower growth of consumption and 
moderate stockbuilding. 

12 A slowdown in the rate of recovery next year is supported by other 
forecasting bodies. Given the margins of error involved in forecasting GDP, 
it is quite possible that growth next year could be faster than the 1i-
2 per cent that was our central forecast last November. But it could also 
be slower. If the recovery were to falter the consequences for,business 
confidence would be severe and put the objective of sustained growth at 
risk. Chapter II makes clear the dangers and we believe these far outweigh 
the risks of the economy overheating should growth be faster than our 
central forecast. 

Competitiveness  

13 Although the past year has seen a marked improvement, our unit labour costs 
in manufacturing are still more than 20 per cent higher when measured 
against our main competitors than they were in the mid-1970s and that gap is 
still larger against our European rivals. Our Trends results confirm that 
although price competitiveness is now better than during most of the period 
1979-82 it still remains very poor in relation to earlier periods. 

14 As a consequence import penetration in manufacturing remains very high and 
we have continued to lose our share of foreign markets in both goods and 
services. The sluggish response of manufacturing output to the recent rise 
in domestic demand, and .the deterioration of the current account of the 
balance of payments,are further evidence of our weak competitive position. 

15 Improving competitiveness requres action by both business and Government. 
Business must hold down unit labour costs by moderating pay increases and 
by improving productivity. Each year since the 1978/79 pay round, the CBI 
has engaged in an extensive series of conferences throughout the country 
underlining the vital links between holding down unit labour costs, 
competitiveness, profitability and jobs. The message has been accepted and 
for the last two years the growth of unit labour costs in manufacturing has 
been lower than the average for competitor countries. But there is still a 
long way to go. Important competitors like Gernany and Japan continue to 
have very small increases in unit labour costs. 

16 Business cannot do the job on its own. Government too must help by reducing 
the costs it directly imposes on business. Government-imposed costs on 
business in the form of National Insurance Surcharge, employers' National 
Insurance Contributions and business rates rose by 20 per cent in real 
terms between 1975 and 1979. Since 1979 there has been a decrease in the 
real burden but much still needs to be done, in the face of continued tough 
trading conditions. 



• 
19 

Chart 111.3 

We regret the increase in the upper earnings limit for National Insurance 
Contributions announced in the Autumn Statement and urge the Government to 
take action in the Budget to reduce business costs by means of: 

the final abolition of NIS 

10 per cent partial business derating. 

We also urge that the Chancellor announce, as soon as possible, a one 
percentage point reduction in the rate of employers' National Insurance 
Contributions to take effect in 1985/86. 

Business and Personal Taxation  

17 Cuts in Government-imposed costs on business must take priority over cuts in 
the burden of personal taxation for the following reasons: 

the immediate and overwhelming need to improve competitiveness. 

if there were to be cuts in the burden of income tax, given our 
competitive position, a large part of the resulting increased 
consumption would go on imports. 

reducing business costs helps reduce inflation; 

weak 

whilst profits have improved lately, it has been from a very low level. 
By contrast, consumers have been doing relatively well in terms of real 
personal disposable income over the past years. They have become 
better off - at least those remaining in employment - while companies 
are much worse off. 

Chart 111.4 

18 We therefore recommend that personal tax allowances are only increased in 
line with inflation. Increases in tax thresholds are an inefficient way 
of reducing the numbers caught in the poverty trap because they affect all 
taxpayers. Most of those taken out of tax by small increases in the 
thresholds are not the heads of households affected by the poverty trap. 
Because unemployment benefit is now taxable such increases also have little 
impact on the incentive to work. 

Fiscal Policy  

19 Our policy proposals are, if implemented, likely to raise the PSBR in 
1984/85 by ill- -2bn (or per cent of GDP) above the level it would 
otherwise have reached. We believe that our proposals are consistent with 
further falls in the trend rate of inflation and with reductions in interest 
rates. 
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20 Although our proposals involve raising the share of the PSBR in GDP above 
the level proposed for 1984/5 in the Autumn Statement, they still imply 
a reduction from the likely outturn for 1983/4 and remain consistent with 
the generally declining path for the PSBR as a percentage of GDP which is 
an important feature of the MTFS. 

Chart 111.5 

21 Our proposals would also leave public borrowing in the UK (as a proportion 
of GDP) lower than in any other major OECD country including several with 
lower inflation rates than the UK. 

Chart 111.6 

22 In previous Representations we have argued that the size of the PSBR can be 
a misleading guide to the stance of fiscal policy and that it is important 
not to give too much emphasis to setting or achieving a precise target for 
the PSBR in any one financial year. 

23 The composition of the PSBR is of great importance. For any given PSBR, 
different combinations of taxes and government spending will have different 
effects on inflation, interest rates and economic activity. An increase 
resulting from increased government current spending could well raise 
inflation and interest rates. By way of contrast, the same increase brought 
about by measures to reduce business costs could actually reduce inflation 
and help keep down interest rates by reducing company borrowing. . 

24 The Government has managed to cut its borrowing significantly since first 
coming into office in 1979. In that year the general government deficit 
was equivalent to 3.2 per cent of GDP according to OECD figures. By 1982 
this ratio had been reduced to 2.0 per cent. But the underlying improvement 
is even larger than this. The OECD calculate that the recession added 
5.1 per cent to the ratio in that period as expenditure on social security 
payments rose and tax revenues fell. So the underlying all in the 
deficit/GDP ratio between 1979 and 1982 is not 1.2 per cent but 6.3 per 
cent, this being larger than the size of the deficit itself. The conclusion 
must be that a very large part, if not all, of the present deficit is due to 
the recession and would disappear if recovery were sustained (this is 
shown in the annex to Chapter II). In these circumstances the concentration 
of policy on the simple PSBR/GDP ratio can be misleading. 

Monetary Policy and Interest Rates  

25 Although nominal interest rates have fallen from the high levels reached at 
the beginning of 1980, they remain, by historical standards, high in real 
terms. 

Chart 111.7 
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26 There are of course great difficulties involved in measuring real interest 
rates and it might be argued that the normal measure used overstates the 
real interest cost faced by companies by not allowing for interest relief 
from corporation tax. Post tax measures of the real interest cost faced 
by companies have to be treated with some care however. Insofar as 
companies are earning insufficient profits fully to offset interest 
payments, post-tax measures will underestimate the real interest rate being 
paid by these companies. The real interest rate faced by most companies 
will lie somewhere in between the normal and post-tax measures, with less 
profitable companies and those investing heavily with large capital 
allowance paying a higher net real rate. 

27 Until 1980 profitability remained significantly above the level of real 
interest rates. More recently this has not been the case, as the Chart 
shows. This decline of profitability relative to real interest rates 
emphasises the need to lower interest rates. 

28 A move towards lower interest rates would help considerably to sustain 
the recovery. While real interest rates are high firms will be encouraged 
to invest profits in financial rather than physical assets, but it is 
investment in the latter which is crucial to sustain growth and provide 
productive capacity. 

29 We fully accept that interest rates are not under the Chancellor's control 
in the same way as public spending, National Insurancc Contributions and 
other taxes, and that external influences can be an important constraint. 
Nevertheless, we believe that the Government can influence interest rates 
and that there is scope for further cuts. 

30 Different monetary aggregates give conflicting accounts of the tightness of 
monetary policy. So far, in the current target period [to November 1983] 
annualised growth rates for monetary aggregates vary from [10.5] per cent 
for [£M3] to [12.1] per cent for [PSL2]. However, it seems likely that £M3, 
and possibly M1 also, will show growth inside the target range of 7-11 per 
cent at the end of the current target period and PSL2 growth is unlikely to 
be far above the top of the range. Furthermore MO, the new target aggregate 
which the Chancellor feels is especially useful in guiding official policy 
on short term interest rates, is currently growing at a much slower rate 
than the other nggregates. Thus we do not feel that present monetary 
conditions necessitate keeping interest rates at their current high level 
given that inflation has fallen. 

31 Nor are UK interest rates solely determined by those in the US. Late 1983 
saw a period when US interest rates rose without any significant response in 
the UK, and with the effective exchange rate for sterling remaining stronger 
than it had been earlier in the year. In addition, interest rates in 
Germany and Japan have been consistently far below US levels for some years. 
All this suggests that it would be possible to lower UK interest rates 
independently of US developments. 

FD46PAHDH37L 
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DRAFT 6.1.84 

Chapter IV 

Taxation  

Introduction  

1 In the tax field, our primary objective is a lower burden of taxation for 
private business in order to improve competitiveness and encourage 
enterprise. 

2 Our main taxation proposals for the 1984 Budget, therefore, are: 

the abolition of the National Insurance Surcharge; 

10 per cent business derating, to place business rates on the same 
basis as domestic rates (this is discussed below in Chapter VI); 

a package of measures to reduce the tax disincentives to enterprise 

3 	Tax priorities for subsequent years are outlined in Chapter II: the main 
emphasis being further reductions in taxes that hinder business 
competitiveness and later, as economic developments permit, reductions in 
income tax. 

National Insurance Surcharge and Contributions  

4 	The most immediate way in which the Government can help' business improve its 
competitiveness without adding to inflation is by abolishing the surcharge 
on employers' National Insurance contributions. 

5 This surcharge holds back business competitiveness, squeezes profits and 
thus discourages provision for the future, adds to prices and discourages 
employment. The Prime Minister has described it as "a pernicious tax on 
jobs". 

6 	The CBI has welcomed the successive cuts in this surcharge from 3i per cent 
to 1 per cent that have been made in the past two years. But employers' 
National Insurance contribution rates have risen and the contribution bands 
have widened in real terms in the past two years. 
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7 We must keep up the progress in reducing the burden of payroll taxes. We 
therefore recommend: 

The immediate abolition of the employers' National Insurance 
Surcharge; 

An early anouncement that employers' National Insurance contributions 
will be reduced by at least 1 percentage point in 1985/6; 

A temporary stabilisation in the bands for National Insurance 
contributions, which have risen in real term in each of the past 5 
years. 

8 	The cost for 1984/5 would be £900 million, assuming introduction on 1 April. 
The full year cost of the abolition of the surcharge would be £1,150 million 
assuming that the savings on the amount paid by central and local government 
on its own employees are clawed back. The cost of a 1 percentage point 
reduction in employers' national insurance contributions would be the same 
and we propose that such a reduction be, in the first 'instance, funded by an 
adjustment to the Government subvention to the National Insurance Fund. This 
would not affect public expenditure which is related to disbursements, 
ra-eher than payments into the National Insurance Fund. 

9 	In the longer term National Insurance contributions need to be considered in 
the context of their interaction with the income tax and benefit systems, 
the future of state-funded pensions and their impact on the incentive to 
employ, particularly for low paid and part-time employees. However, changes 
in this latter area could be costly. 
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Enterprise and Taxation  

10 We now we set out a number of measures for which we are seeking action to 
encourage enterprise and improve prospects for growth in the longer term. 
The main areas covered are: 

Corporation Tax 
Advance Corporation Tax 
Capital Allowances 
Development Land Tax 
Stamp Duty 
Share Options 
Capital Taxes 
Income Tax and the Investment Income Surcharge 
Business Expansion Scheme 
Wider Share Ownership 
Indirect Taxes 
International Aspects 

Corporation Tax  

11 In our response to the Government's Green Paper on Corporation Tax of 
October 1982 we emphasised the importance to business of stability in 
taxation. We concluded however that within the imputation system and 
present tax base there were a number of rigidities and anomalies where 
corrective action to remove or alleviate them would be helpful to business. 
(Annex IV.1 to this Chapter lists our detailed recommendations put to 
Government in 1982.) 

12 Some of the recommendations have been taken up already, for instance on the 
incidental costs of loan finance and discounts on acceptance credits, others 
such as the tax treatment of groups of companies and mineral capital 
allowances are still under consideration. Nonetheless we have two main 
regrets. First, many of our recommendations have not been implemented nor 
has a promise of implementation been made. Secondly, to date no analysis or 
synopsis of all the responses to the Green Paper has been published. (This 
would be invaluable in future discussions.) 

13 We have already submitted to Government our more detailed Technical Budget 
Representations with proposals for the 1984 Finance Bill (our priority items 
are listed in Annex IV.2). 

14 Generally in this context and in the light of recent comments -, we urge 
the Government to improve legislative procedures, to provide more time for a 
number of technical tax problems to be resolved and to provide an 
opportunity for fuller consideration of the legislation itself. 

1 	eg. A Technical Taxation Bill - The CBI's Proposals, CBI October 1981 
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Advance Corporation Tax  

15 Over the years we have made repeated attempts to improve the working of 
ACT, introduced in 1972. We do not believe it is necessary to be bound 
by any rigid theory of what ACT is or was intended to be and in particular 
that the Select Committee debates in 1971 should be regarded as forever 
ossifying the rules that were then under consideration. Practical 
experience of the system shows that: 

ACT payments to government should be set off against the next available 
mainstream corporation tax liability of the companies making the 
payments not deferred as at present. 

ACT set-off should not be restricted to 30 per cent of income. 

ACT set off should cease to be confined to mainstream corporation tax 
on income and should instead be available to set against corporation 
tax on all profits including chargeable gains. 

Capital allowances should be available against advance corporation tax 
and not just against mainstream corporation tax. 

Double taxation relief should be available against ACT. 

Capital Allowances  

16 The Green Paper on Corporation Taxl  acknowledged that our major 
international competitors give relief for expenditure on commercial 
buildings. A small start has been made by giving relief to hotels, but 
this, at a 20 per cent initial allowance, is not as generous the 75 per 
cent available for other industrial buildings. 

17 The lack of an allowance in this area was seen as an anomaly by the 
Sandilands Committee (Report of the Inflation Accounting Committee, 
September 1975) itself drawing on evidence from the Committee on the 
Taxation of Trading Profits (Cmd 8189 - 1952) and the Radcliffe Commission 
(Chid 9474 - 1955). We have long and consistently urged remedial action. 

1 	Cmd 8456 - para 15.33. 
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18 We believe that such a measure would lead to increased activity and hence 
jobs in the construction sector, and to a reduction of rental costs to 
industry and commerce. 

19 We therefore recommend that the vital role of the commercial sector in the 
economy be clearly acknowledged and an immediate start be made by 
introducing a straight line writing down allowance at 2 per cent per annum 
on new commercial buildings. 

Development Land Tax  

20 This tax raises little revenue (approximately £50m for 1983/84) and has a 
discouraging effect on commercial decisions relating to surplus property. 
It should be abolished. Failing outright abolition of the tax we urge that 
it should be suspended for an experimental period of 3 years. 

21 This would provide an incentive to business to initiate development projects 
free from the compliance costs and constraints which would otherwise apply 
even where at present the tax itself is deferred. 

Stamp Duty  

22 Our response to the recent Revenue consultations on Stamp Dutyl  drew 
government's attention to two particular areas of agreement with our 
colleagues in other European federations. We urged - 

First, the early abolition of the capital duty - a European tax - and 
invited the Inland Revenue to take the initiative in securing the 
necessary European reform. 

Second, the abolition of the tax on transactions in securities. The 
present rates of duty are such that dealings in quoted securities are 
being driven away to overseas markets where the tax costs are lower. 

Share Options  

23 The CBI believes that companies should be afforded the means to encourage 
employees in, and reward them for commitment to their endeavours. This can 
be done by providing them with opportunities to participate in their 
employers' capital growth on tents not rendered unattractive by taxation and 
as good as those available abroad. We shall in 1984 be looking at practical 
aspects of this on a broad front. Our priority for the 1984 Budget relates 
to Share Options. 

24 Our attention has been drawn to recent changes in US law, under the Economic 
Recovery Tax Act of 1981, improving the share option schemes available 
there. Companies in the UK should be able to offer similar rewards on 
terms at least as favourable to ensure that key executives are not lost to 
overseas competitors. 

1 	CBI - October 1983 
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Capital Taxes  

25 Incentive can be inhibited by capital taxes where businessmen, particularly 
those in the unquoted sector, or non-corporate sector, are involved in 
family businesses. If taxation bites too hard the incentive to build 
businesses up and then hand them on is substantially diminished. Indeed, 
once a private family owned company has grown beyond a size sufficient to 
provide its owners with an adequate income, further growth generally brings 
with it unacceptable capital transfer tax liabilities and many businesses 
are therefore either sold on or artificially held back from further 
expansion. This is where the tax system affects economic performance 

26 Since submission of our full and detailed memorandum to the then Chancellor 
of the Exchequer in 19791  we have continued to draw attention to 
difficulties in capital gains tax and capital transfer tax. 

27 We shall not repeat previous representations here. So far as they have not 
been implemented they remain on the table. But we would single out certain 
major points for early action. 

28 Capital Gains Tax  

Assets held at April 1982 which have been in continuous ownership for 
seven years should not be liable to CGT. This will remove from the tax 
net those assets held over a long time, for non-speculative reasons, 
which would otherwise carry in their taxable value a large measure of 
inflationary as opposed to real gain. The indexation rules introduced 
in 1982 cover only future inflation and make no allowance for past 
events. Our solution is fair and administratively simple and would cut 
significantly the cost of applying the tax for both the Revenue and the 
taxpayer. 

Overhaul of the retirement relief rules. 

Repeal of the rules restricting indexation relief both on losses and 
on assets held for less than twelve months to remove complexity and 
to provide more equal treatment for the effects of inflation. 

Action to relieve the double charge to tax on gains where assets are 
held through companies. Currently there is a charge on disposal of the 
asset by the company and a second charge on shareholders' disposals of 
shares, which in turn reflect the net gains on the company's 
disposals. 

1 	CBI, 1979. 
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29 Capital Transfer Tax  

Improvement of business asset relief by amalgamation of all the 
existing classes of assets and giving relief at 100 per cent. 

Lifetime rates of CT should be half those on death throughout the 
scale. 

For both CT and XT we would like to explore with government the scope 
for providing a facility for accumulating annual exemptions either over 
a limited period or indefinitely. 

The disincentive effect of these taxes is in marked contrast with the 
government's avowed aim of helping smaller businesses as in the business 
expansion scheme. 

Income Tax and the Investment Income Surcharge  

30 Our longer term objective remains to reduce the burden of direct taxes. 
For this year our priority is reduction in business taxation but in Chapter 
2 we show how improved competitiveness and sustained growth will provide 
the scope for cuts in income tax in future years. 

31 We are assuming that personal allowances and thresholds will be adjusted 
in line with inflation. 

32 The Investment Income Surcharge is an additional tax applying selectively on 
certain savings and should be abolished as soon as possible. Its effect on 
retired businessmen living off the income produced by investment of the 
proceeds of sale of their businesses is unfair in that they suffer a 
surcharge on their income whereas those retiring from pensionable 
employment have their pensions treated as earned income. 
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Business Expansion Scheme  

33 The CBI has welcomed the many initiatives introduced by the Government 
specifically targeted at encouraging small companies, especially the 
development of the Business Expansion Scheme. We would like to see this 
Scheme achieve its full potential in stimulating more equity investment in 
small firms, but this is still inhibited by: 

the difficulty of spreading risk; 

the uncertainty as to whether an investment will qualify and if so when 
any tax relief will arise; 

the difficulty of ultimately selling investments. 

34 Funds designed along the lines of Small Firms Investment 
Companies (as proposed in detail in previous CBI representations) could 
be introduced within the framework of the existing Scheme with appropriate 
changes in the legislation, and would go a long way to solving these 
remaining difficulties. They would be simpler to operate than the current 
Approved Investment Funds and provide a greater incentive to the investor as 
tax relief would arise sooner and with more certainty. 

35 Short of introducing Small Firms Investment Companies, the Business 
Expansion Scheme can be further improved in two important ways: 

An investor buying shares through an Approved Investment Fund should 
be able to obtain the tax relief in the year in which he subscribes 
to the fund even if it is not invested on until the following year. 
This would allow investors to plan better for their tax liabilities. 

An advance clearing system for investments could be introduced. If 
the Inland Revenue felt unable to allow formal prior clearance, their 
Inspectors should at least be encouraged to give a provisional opinion, 
as some have already been doing. 

36 A number of more detailed points on the Scheme have been made in our 
Technical Representations. 
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Wider Share Ownership  

37 The involvement of the personal sector in business through direct investment 
in companies has declined sharply in the past twenty years. Attitudes to 
enterprise would be greatly improved by wider share ownership, particularly 
by employees. 

38 The proposals which we have set out for improving the business expansion 
scheme, improving capital taxation, abolishing the investment income 
surcharge and for abolishing stamp duty on equity transactions should 
contribute to this. 

39 In the longer term, however, we envisage the extension of the tax 
advantages currently available on certain categories of savings to other 
categories, including savings directly invested in equities. This would 
encourage a closer identification of taxpayers with the role and functions 
of business. 

Indirect Taxes  

40 We remain concerned about a number of areas of VAT. On the domestic front: 

The treatment of pension funds. Pensions represent a cost to business 
and VAT incurred in the course of provision of pensions should 
therefore be recoverable just as it is on other business costs. 

Proposed revisions to the rules relating to partial exemption are 
likely to add to business costs and increase the administrative burden 
on businesses by drawing many of them into the partial exemption net. 
We are concerned about the pratical effects of these proposals on 
business. We have already registered our concern with Ministers. 

The threshold for VAT registration should continue to be moved upwards 
to help smaller firms and reduce costs. This movement should not 
however be allowed to prejudice the facility of voluntary registration 
for VAT. 

41 On the European front we remain strongly opposed to the draft 12th VAT 
Directive the origins of which seem to lie in a disregard of the principle 
that VAT should not be an impost until transactions reach the stage of the 
ultimate non-business consumer. We urge government to maintain its 
opposition to this draft directive. 

42 We continue to urge that the differential in the tax on DERV between the 
UK and other EEC countries should be phased out over time taking account 
of our motor industry's ability to meet shifts in demand, in order that 
British business should no longer be at a competitive disadvantage compared 
with our European partners. Car tax discriminates against a major industry 
and adds to business costs. There is therefore a strong case for planning 
to eliminate it. 
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International Aspects of Business Taxation  

Unitary Tax  

43 The unitary system of taxation is wholly inapropriate in the international 
field and damaging to free trade and investment. 

44 We have submitted to the US Treasury Working Group a detailed critique of 
the worldwide combined reporting unitary tax applied by some US States to 
international companies and we were pleased to liaise with our sister 
Federations in Europe and elsewhere on this topic. We warmly welcome the 
Governments own submission against the use of unitary tax. 

45 This tax is pernicious and its continued use or worse still its spread would 
have potentially far reaching consequences on international fiscal 

'stability. Annex III gives the key salient points submitted to the US 
Working Group. 

46 We trust that the Government will directly and via our European and other 
overseas allies keep up the pressure for suitable changes to the unitary tax 
rules as they affect our Members' interests. 

Controlled Foreign Companies 

47 New draft clauses on this topic were issued in October 1983. The case for 
such sweeping untargetted legislation still has not been made out. We urge 
that the Government, if it acts at all, should confine itself to specific 
cases. If legislation broadly on the basis of the draft proposals is 
introduced significant changes of principle as well as of a technical nature 
would be essential if the competitiveness of British business is not to 
be damaged. 

48 We shall be making detailed criticisms of the draft proposals separately. 

Foreign Currency Losses  

49 The lack of tax relief for losses on foreign currency borrowings is an 
example of an area where UK tax law puts us at a competitive disadvantage 
compared with our trading rivals. 

50 We therefore urge that early action be taken to alleviate this situation, 
and recognise at the same time that currency gains would fall within the 
tax net. 
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ANNEX IV.1  

Extract from CBI Submission to the Green Paper on Corporation Tax 

Section 7: Stock Relief  

10 The possibility should be studied of allowing taxpayers to choose between 
stock relief and valuing stock on the "last in, first out" basis (7.1) 

11 The concept of a credit restriction should be rejected (7.2). 

12 In the interest of keeping stock relief simple, multiple indices should 
not be introduced in place of the present single all stock index (7.3). 

13 Clawback should be abolished (7.4). 

14 The six-year time limit should be removed (7.5). 

15 Some form of relief should be introduced for financial businesses (7.6). 

Section 8: Capital Allowances  

16 Capital allowances should continue to provide an investment incentive and 
should not be reduced in value (8.3). 

17 The existing system of capital allowances should be improved in preference 
to being completely changed (8.6). 

18 Tax allowances are preferred to investment grants as the means of providing 
an investment incentive (8.7). 

19 The CBI supports non-selectivity of allowances in principle and improvements 
should be made to the allowances for less-favoured sectors not at the 
expense of a reduction in the allowances for other sectors (8.8 and 8.11). 

20 The present level of first-year allowance for plant and machinery investment 
should be retained (8.8). 

21 Free depreciation should apply to expenditure on plant and machinery after 
the first year (8.9). 

22 100 per cent first-year allowances should be introduced for industrial 
buildings and free depreciation should apply after the first year so as to 
obviate the present complex record-keeping (8.9). 

23 A two per cent annum allowance for new commercial buildings 
introduced on a straight line writing down basis (8.10). 

24 We believe that mining allowances are in need of update and 
(8.11). 

should be 

simplification 
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Section 9: Treatment of Interest  

25 Interest payments should continue to be treated as an allowable cost for 
tax purposes. 

Section 10: The Schedular System  

26 Thought should be given to abolishing the schedular system and basing the 
assessment of taxable profits on Audited accounts. 

27 The schedular system should not be allowed to impose unjustified restriction 
on the way relief is given on losses. 

28 The case should be examined for having consolidated tax returns for groups 
of companies. 

Section 11: Disallowed Business Expenses  

29 All expenditure deductible in computing commercial profits should be 
deductible for tax purposes. Instances where the law needs to be amended 
to give effect to this principle include: 

all incidental costs of raising finance (11.2) 
losses on foreign currency fluctuations (11.2) 
costs of raising share capital (11.2) 
discount and other expenses on acceptance credits (11.2) 
similar expenses on commercial paper (11.2) 
costs of issuing loan stocks, whether or not convertible into equity 
within three years (11.2) 
expenditure on abortive capital projects (11.3) 
post-trading expenses (11.3) 

Section 12: Unutilised Tax Reliefs and Allowances  

30 Companies should be enabled to make more immediate use of their reliefs 
(12.5). 

31 Finance leasing should not be discouraged (12.5). 

32 Further consideration should be given to allowing tax relief on interest 
to the lender where the borrower cannot use it and to removing the 1982 
restrictions on loans under section 233 of the taxes Act 1970 (12.5). 

33 Unutilised reliefs and allowances must not be cancelled or future reliefs 
time-limited or reduced in value (12.6). 
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Section 17: Reforms to Advance Corporation Tax (apart from Interaction with  
Double Taxation Relief)  

37 Advance corporation tax to be offset against whole of mainstream tax 
(17.1(i)). 

38 If the previous change is not introduced, the restricted offset of advance 
corporation tax should be applied to the company's taxable profits as a 
whole, and not as at present to each source separately (17.1(ii)). 

39 Advance corporation tax to be offset against next payment of mainstream 
tax (17.1(iii)). 

40 Carry-back period for advance corporation tax not to be time-limited 
(17.1(iv)). 

41 Advance corporation tax to be deductible from corporation tax on capital 
gains (17.1(v)). 

42 It should be possible to set capital allowances against advance corporation 
tax (17.2). 

Section 18: Double Taxation Relief  

43 Keep tax credit system as opposed to exempting foreign income (18.1). 

44 Unused double taxation relief to be carried forward or carried back 
(18.2(i)). 

45 Average all foreign tax over all foreign income for purpose of determining 
rate of foreign tax (18.2(ii)). 

46 Double taxation relief to be available despite any timing differences 
between the two tax systems (18.2(iii)). 

Section 19: Advance Corporation Tax and Double Taxation Relief  

47 Allow double taxation relief in priority to advance corporation tax (19.2) 

48 Allow foreign tax to reduce or extinguish advance corporation tax without 
a net UK rate restriction (19.2). 

49 Foreign tax to be credited against advance corporation tax without reducing 
aggregate advance corporation tax below what is repaid (19.2(i)). 
or 
Advance corporation tax to be half present rate (19.2(ii)). 
or 
Re-adopt net UK rate system (19.2(iii)). 

50 Dividends should be franked if they are paid out of current or past profits 
that have borne full UK tax (19.3). 
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Section 20: Groups of Companies  

51 Group relief to be available for surrender in a later year than that in 
which the loss etc arises (20.2.(i)). 

52 Partial use of group relief in different years to be permitted (20.2(ii)). 

53 Surrender of relief other than loss not to be confined to the surplus not 
usable by the surrendering company (20.2(iii)). 

54 Reliefs brought forward to be deducted from current year's income before 
calculating the amount of charges that can be surrendered to another 
company (20.2(iv)). 

55 Similar changes when a company carries on several trades (20.2(iv)). 

56 Surrender of part of a relief to consortium company and part to group 
company to be permitted (20.3(i)). 

57 Surrender should be possible in either direction between a consortium 
company and group company (20.3(ii)). 

Section 21: Capital Gains  

58 Group relief for capital gains so that one company's losses can be offset 
against another's gains (21.1). 

59 Double taxation of capital gains to be reduced, where company making capital 
gains pays dividend, by treating the dividend as a capital receipt or 
prevented by making the dividend not taxable (21.2). 

60 Relief to be allowed on losses on intra-group loans (21.4). 

61 Double taxation of capital gains to be prevented by making them not taxable 
on the company (21.5). 

Section 22: Small Companies  

62 Reduced rate to apply to first slice of all companies' income (22.1). 

63 Small companies' rate and its upper and lower limits to be announced at 
the start of the year (22.2). 

64 Reduced rate relief to be shared between associated companies as they wish 
(22.3). 

65 Companies qualifying under business start-up scheme should not be treated 
as being associated with other companies for tax purposes so long as 
restraints on share disposal continue (22.4). 
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ANNEX IV.2  

Extract from Technical Budget Representations 1984 

B PRIORITY POINTS  

1 Groups of Companies  

The CBI is responding separately to the Inland Revenue's consultations on 
aspects of the taxation of groups of companies. 

Nonetheless we consider that action on the points we are raising there is a 
first priority for 1984 and we are taking this opportunity to emphasise the 
importance we attach to them. 

Foreign Currency Losses and Costs of Equity Finance  

Our response to the Green Paper on Corporation Tax (CBI -October 1982) drew 
attention to the continuing anomalies concerning tax disallowed business 
expenditure or "nothings". We remain most anxious that all legitimate 
business expenditure should be allowed for tax purposes. 

In particular we suggest that priority be given to the provision of tax 
relief for all losses on foreign currency borrowings. 

In addition since the Finance Act 1980 introduced tax relief for the 
incidental costs of raising loan finance there seems to be no good case to 
continue to penalise equity finance by disallowing costs relating to raising 
it. The relevant fees are expenses of the companies concerned whether spent 
on raising equity or loan finance. In addition the fees are taxed in the 
hands of the recipients in each case. Encouragement could be given to the 
raising of equity finance by removing this penalty. 

3 Stock Relief - Six Year Cut Off  

We have, in previous representations, opposed the six year restriction on 
the carry forward of unused stock relief contained in Schedule 9 FA 1981. 
We continue to believe that this limit should be removed. 

It is desirable to do this as soon as possible so that businesses can plan 
ahead successfully without being driven into complicated arrangements to 
prevent the neutralisation of stock relief brought forward. With the 
present six year limit and its restrictive rules governing the set off of 
available reliefs there is the danger that as the six year time bar draws 
nearer businesses will be forced to make investment decisions, which they 
otherwise would not, such as postponement of capital investment, to avoid a 
loss of stock relief. 
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4 Restrictions on ACT  

In our Budget Representations last year we drew attention to some problems 
emanating from the rules on advance corporation tax as applied in the UK 
imputation system. We interpret the introduction of Clauses 41 and 42 in 
the original 1983 Finance Bill, to which we refer in greater detail later in 
this paper, as recognition of the existence of these problems. 

In addition to the important question of double taxation relief to which 
Clause 42 applies there are restrictions on the utilisation of ACT which 
affect the timing of other corporation tax reliefs, such as capital 
allowances, and also the timing and amount of the ACT relief itself. We 
therefore urge that: 

a Capital allowances should be capable of offset against advance 
corporation tax and not just against mainstream corporation tax. 

b ACT payments to government should be set off against the next available 
mainstream corporation tax liability of the companies making the 
payments, instead of being deferred as at present. 

The current rule restricting ACT set-off to 30 per cent of income should 
be removed. . 

d ACT set-off should cease to be confined to mainstream corporation tax on 
income and should instead be available to corporation tax on all profits 
including chargeable gains. 

We shall be referring to other ACT problems as they affect groups of 
companies in our separate submission. 

5 Time Limits for Claims  

The Taxes Acts at presentcontain no uniform time limits for making claims 
and seeking reliefs. We recommend that a time limit of six years should be 
introduced for making claims, seeking reliefs and exercising options. Not 
only would this ease the compliance burden in general, but it would also be 
of particular help to the proper running of the tax affairs of groups of 
companies. 

6 Disincorporation  

There are instances where it is commercially desirable for companies to be 
wound up and for their businesses to be continued as sole trades or 
partnerships. Unnecessary tax hurdles should not be placed in the way of 
those seeking to make these commercial changes. 
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We urge that where there are genuine business reasons for 
disincorporation ways should be examined to remove present fiscal barriers. 
Particular examples are the clawback of stock relief and the double charge 
to tax in relation to the capital gains of companies which are 
disincorporated. It might, for instance, be possible to provide some form 
of roll-over where a business currently carried on by a company is 
transferred to a partnership under the same management. 
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ANNEX IV.3  

The Hon Donald T Regan 
Secretary of the Treasury 
Department of the Treasury 
Washington DC 
USA 

2 December 1983 

UNITARY TAXATION 

The Confederation of British Industry welcomes the opportunity to express its 
views to the Working Group on Unitary Taxation. The CBI speaks for British 
business representing directly or indirectly well over 300,000 businesses and 
organisations with over 12 million employees. We have consistently opposed the 
application of worldwide unitary tax. 

We are sending you a further paper which sets out detailed reasons why we so 
strongly oppose this system but endorse the separate accounting system based on 
the arm's length principle. Our paper also brings together previous evidence we 
have given in the United States on this issue. In this letter we summarise the 
main grounds for our opposition and the increasing concerns of British 
business. 

Grounds for Opposition  

1 Apportionment by factors of worldwide group profits is bound to produce an 
arbiLrary and unfair result in an economically non-homogeneous world. 

2 It will overallocate profit (or loss) to those jurisdictions with higher 
payroll, property and sales values. 

3 Anomalous effects include conversion of a direct accounting loss into a 
unitary basis profit, apportionment of more than 100 per cent of the total 
world profits and unrelievable international double taxation. 
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4 The well tried domestically and internationally accepted arm's length basis 
produces a better evaluation of the true taxable profit (or loss) arising in 
a jurisdiction. 

5 Uncertainty is so great as to undermine business confidence in investment. 

6 Damage to free world trade could result from a worldwide tax war following 
emulation by other countries using factors modified to suit themselves. 

7 Retaliation by trading partners among developed countries trying to protect 
their revenues would be even more damaging. 

8 Compliance costs are very onerous and are bound to become increasingly so if 
more jurisdictions 'adopting the system require adjustments to local 
accounting, currency and tax rules and translation into local language. 

Increasing Concerns  

1 From a survey of our Members we learn that more State fiscal authorities are 
treating more UK headquartered groups of companies as single entities after 
demanding much infornation but Paying little apparent regard to it. Several 
Members are still disputing the issue. 

2 Instances have been brought to our attention of significant distortion of - 
financial results in the USA even extending to the conversion of losses into 
profits. 

3 Many businesses have not yet resolved their position and are still weighing 
up the potential tax and compliance costs. Compliance costs imposed on 
companies may well be out of all proportion to yield and there is therefore 
some.inclination at present to settle. 

4 Very strong unease remains as to what the future holds and British business 
is looking closely at operations in any State using or threatening a unitary 
system. 

5 Some British businesses with operations in the USA have expressed 
considerable concern and disappointment about the lack of remedial action 
following the entry into force of the 1980 US/UK Double Tax Treaty. You 
will be aware that a number of Members of Parliament earlier this year 
sought to deny the refund of tax credit to companies headquartered, inter 
alia, in US States operating a unitary system. 
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6 Discussions with sister federations in Europe and elsewhere revealed similar 
awareness and concern about unitary tax, and its impact on and the future 
development of the international financial and commercial climate. 

In the light of the fundamental importance of this matter both now and over 
the longer term we sincerely hope that our comments will be of assistance to you 
and your colleagues in successfully dealing with the situation and preventing 
the damage which could flow from the spread of this pernicious practice. 

We would of course be pleased to try to assist you further, now or later in your 
deliberations, amplifying if necessary what has been said, in writing or orally, 
should your Group so wish. 
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DRAFT 6.1.84 

Chapter V  

Government Expenditure  

1 CBI policy on government expenditure was set out in the paper submitted to 
the Chief Secretary to the Treasury' in July. Briefly, our priorities 
are: 

to reduce the public sector's share of GDP and enable the Government 
to finance tax cuts and reduce interest rates. 

ii a shift within the total, away from current to capital expenditure. 

iii greater efficiency in the public sector. The private sector has borne 
the brunt of the recession with significant cuts in manpower and 
substantial improvements in productivity; the public sector too must 
play its role. 

2 The Autumn Statement held total expenditure to the total contained in the 
public expenditure White Paper of £126.4 billion in 1984/5 and the 
Chancellor has said it will be held in cost terms in later years. We 
welcome this. 

3 Our proposals on government expenditure involve changes in the pattern of 
spending but no net increase in planned totals. We would like to see an 
increase in public sector capital expenditure and specific proposals will 
be set out in a study by the Federation of Civil Engineering Contractors and 
the CBI, in conjunction with other interested bodies. We also suggest 
increased expenditure on Special Employment Measures and measures to reduce 
energy costs to be financed by savings in expenditure elsewhere or from the 
Contingency Reserve. 

The Case for Extra Capital Expenditure  

4 The CBI has consistently argued for increased public sector investment 
financed by a reduction in government current expenditure. 

5 We do not suggest that all capital spending is good and all current 
expenditure bad. Certain areas of current expenditure contribute to 
economic prosperity and future economic development, but we believe that 
there remains considerable scope for improved efficiency in the provision of 
services and that many services would be better performed by the private 
sector. We do not advocate capital expenditure for its own sake but 
because we believe that increased investment particularly in the 
infrastructure, would yield economic and social benefits, such as lower 
unemployment, reduced business costs and an improved environment. 

6 We do not accept that it is simply the behaviour of total investment which 
is crucial. There are areas where private sector investment can, to a 
large extent, replace public sector investment - housing is an obvious 
example - but there are other areas - such as roads and sewers - where this 
is not the case. The reason is that a large proportion of the return to 

1 	'Public Expenditure. Submission to Government', July 1983. 
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investment in these areas is social and does not accrue to those who provide 
the finance. The public sector still has a major role to play in investment 
and our study will identify specific capital expenditure projects which 
ought to be included in a longer term programme of public sector investment 
in the infrastructure. 

7 Despite its importance, public sector investment has dropped dramatically 
both in absolute ternrz, and as a proportion of total public expenditure. 
The fall has been particularly marked in general government capital 
spending. The result has been a deterioration in the infrastructure which 
is adding to business costs just when efforts are needed to improve our 
competitiveness. 

Chart V.1 

8 The Chancellor has argued recently that public sector investment has not 
fallen in real terms since 1978/79 once account is taken of capital 
expenditure in the area of defence and special sales of assets such as 
council houses. 

We recognise that, by international convention, most defence expenditure is 
classed as current expenditure even when it is of a capital nature, and that 
defence spending has beneficial effects on employment. However, capital 
spending in the area of defence does little to improve the infrastructure 
and reduce business costs. 

10 Sales of public sector assets have artificially depressed the investment 
figures for recent years, but even when the proceeds from these are allowed 
for government investment was still around 20 per cent lower in 1982 than 
in 1979. There is an urgent need to clarify statistics on public sector 
investment and we therefore welcome the Chancellor's announcement to 
Parliament that he hopes to improve the manner in which these matters are 
presented in the next White Paper to bring definitions closer to those used 
in business. 

11 The CBI believes that public investment has been sacrificed as current 
spending and transfer payments have risen. It is easy to cut something the 
results of which will not be felt until the future; but this is a short 
sighted policy. A company adopting such an approach would soon go out of 
business. 

12 In recent Representations we have asked for specific measures to remove 
administrative constraints on capital spending and are pleased to note 
that many of these have now been accepted, and that the problem of 
underspending has become much less important in the last year. We 
particularly welcome the introduction of end year flexibility for capital 
expenditure by both central and local government. We also welcome the 
extension of the arrangements introduced in the 1983 Budget to give local 
authorities assurances about their allocations for capital spending in 
future years. 

13 There are three other specific areas of Government spending where changes 
are needed. 
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Innovation Support  

14 The Government recognised the importance of support for innovation in the 
1983 Budget by allocating an extra £85m over three years to cover extension 
of the existing schemes to the later stages of innovation. It also 
announced that existing resources would allow the grant rate to be 
maintained at the 331/3  per cent rate for a further year and later, that 
it was ready to contribute up to £200m over five years to the "Alvey" 
programme in advanced information technology, in which the grant rate will 
be 50 per cent. 

15 All these decisions were in accordance with CBI recommendations. But 
delays in obtaining EEC clearance for the £40m scheme of support for 
the later stages of innovation and setting up the proposed Marketing 
Advisory Scheme, mean that only a small proportion of the extra £85m will 
have been spent. Nor will the Alvey programme have as yet made many calls 
on expenditure during 1983/84. The schemes are important to the future of 
British industry but are demand-led. In the CBI's view the difference 
between 25 per cent and 331/3  per cent is significant in determining the 
take-up of grants. 

16 We therefore recommend for 1984 that: 

existing planned spending be at least maintained and if necessary 
increased in line with demand. 

the grant level be maintained at 331/3  per cent for 1984-5, and 

the Alvey programme be regarded as a separate funding exercise 
additional to the general 'Support for Innovation' programme. 

Energy Costs  

17 The CBI and sectoral organisations have continued the campaign for the 
achievement and maintenance of competitive energy prices. We acknowledge 
that in certain respects over the last year to 18 months the UK's 
position has improved relative to the continent. Gas prices are now broadly 
competitive, as are electricity prices for general industrial users. 
However, we remain concerned at the level of electricity prices for 
intensive users who, despite the revised load management terms introduced 
over the last two years, still face a major price disadvantage compared with 
their continential competitors. UK prices for heavy fuel oil remain higher 
than those in the other major EEC countries, mainly because of the higher 
rate of duty levied in the UK. We have advocated for some time that the 
duty should be lowered or preferably abolished but have been informed that 
because of a contractual link with certain Norwegian gas supplies, the 
overall cost to the Exchequer would be disproportionately high compared with 
the cost benefit to industry. 

18 We therefore recommend that: 

further relief should be provided for intensive electricity users 

the implications of lowering the fuel oil duty be re-examined and at 
the very least the duty remain at its present level. 
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We believe an allocation of £200m would be appropriate in 1984/5. 

19 The CBI welcomed the Government's renewed drive for increased efficiency 
in energy use heralded by the formation of the Energy Efficiency Office 
and will be co-operating in the nationwide campaign to improve energy 
awareness. CBI also welcomed the extention of the Coal Firing Scheme 
announced at the end of 1983. However, industry still suffers from lack 
of funds inhibiting investment in energy saving equipment which would not 
only be to industry's advantage but to the national good as well. We 
therefore recommend that further consideration be given to additional 
financial assistance to encourage selected energy efficiency investment and 
the accelerated replication of new or novel technologies. 

Special Employment Measures  

20 Our proposals set out in Chapters 1-3 should, by helping to sustain a non-
inflationary growth rate, result in a fall in unemployment in the medium 
term. However, additional measures are needed to create more job 
opportunities in the short-run. We therefore propose certain measures 
costing about £100m in 1984/5: 

the age threshold for men entering the Job Release Scheme should be 
lowered to 59, not raised to 64 from April 1984 as the Government 
proposes. 

ii the age threshold for the Part-time Job Release Scheme should be 
lowered to 58 for both men and women and that employers should be 
entitled to a grant of £750 as under the Job-Splitting Scheme. 

iii the Job-Splitting Scheme should be extended to cover newly created 
jobs, perhaps with some safeguards to show that they are jobs which 
would otherwise have been full-time. We believe the incremental cost 
of this would be negligible. 

iv the Community Programe Scheme be amended to allow greater private 
sector involvement in both the sponsorship and management of the Scheme 
and to provide funding for more ambitious projects than can currently 
be undertaken. 

Controlling Government Expenditure  

21 In order to provide the resources to cover these additional costs, continued 
control of government spending at central and local level is crucial. This 
Section summarises and where necessary updates the proposal made in our 
recent submission to the Chief Secretary. 

Efficiency and Manpower  

22 The CBI has welcomed steps taken in recent years to improve the efficiency 
of central and local government, such as the establishment of an Audit 
Commission for local authorities and the management changes proposed for 
the National Health Service in the Griffiths Report. The CBI has also 
welcomed the extension of the Management Information System for Ministers in 
the Civil Service. 
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23 The drive towards increased efficiency in the public sector must continue as 
a way of reducing the cost of providing existing levels of services. The 
CBI advocates the preparation of corporate plans for individual departments 
to clarify their objectives, and measures to follow up more aggressively the 
Rayner exercises. More attention must be paid to the effectiveness with 
which services are provided, and we urge departments to construct and 
publish perfonaince indicators wherever appropriate to assist the management 
process. 

24 It is essential to expose central and local government to the disciplines of 
market forces. We therefore welcome the Government's commitment to 
privatisation of certain public sector services, and to the further use of 
contracting out of both central and local government services and in the 
NHS. The existing legislation in respect of direct labour organisations in 
local government provides a model which can be built upon. 

25 We have recommended an extension of the legislation to include, within local 
government, in the first instance, catering, refuse collection, cleaning 
and park services. The Government should introduce similar legislation 
to oblige competitive tendering for the provision of central government 
services where this is appropriate. 

26 Increased charges and wider use of user-charging in certain areas, 
particularly local government, could help to reduce waste and to raise 
revenue. 

27 We support the proposed legislation to restrain local authority rites and 
welcome the decision to abolish the Greater London Council and other 
metropolitan authorities in view of the savings that will ensue. 

28 The CBI still believes there is scope for further cuts in public sector 
manpower which are consistent with maintaining the existing level of 
services and has on previous occasions put forward targets for manpower 
savings. We welcome the reductions in Civil Service manpower announced by 
the Chief Secretary in November and realise that steady progress has been 
made in this area. However, progress made by local authorities in reducing 
their manpower, the major component of public sector employment, has been 
very slow, and employment in the NHS has grown faster than planned. 

29 Continued efforts are needed to achieve manpower reductions in local 
authorities and in the health service. We welcome the establishment of 
manpower targets for each regional health authority and the early 
introduction of performance indicators. We would urge local authorities 
to exercise more control over their manpower levels, perhaps by the 
introduction of cash limits for wages and salaries. 

ii Public Sector Pay  

30 The CBI has welcomed the fall in pay settlements in the public sector. Chart 
V.2 shows that settlements in the public services are now running at a level 
lower than those in private services and manufacturing. However, this came 
after a number of years when public sector settlements were higher than 
those in the private sector. The Government cannot afford to relax its 
vigilance. 
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Chart V.2 

31 It is well understood that pay settlements in the public services not only 
affect the costs of provision, and therefore the private sector' 
competitiveness, but can also influence settlements elsewhere in the 
economy.The private sector is continuing to make great efforts to reduce the 
level of settlements and it is important that the public sector does the 
same. 

We urge the Government to adhere firmly to its 3i per cent guideline 
for public sector pay increases. 

iii Pensions  

32 The CBI has advocated as an eventual objective the abolition of inflation 
proof pensions in the public sector and has recommended that, in the 
interim, all public sector pension contributions be increased to the 
notional 8.5 per cent paid by the civil service. We welcomed increased 
contribution rates for the police force and the fire service, and recommend 
that similar action is taken in respect of other local authority workers, 
teachers and employees in the NHS. 

ED48HAHNM79L 
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Draft 6.1.84 

Chapter VI  

Local Authority Finance  

1 In the current year, total gross spending by local authorities in England 
and Wales will be about £35 billion which is equivalent to about 14 per 
cent of GDP and between a quarter and a third of all public expenditure. 
It is therefore a significant proportion of total public spending and it 
is necessary for the Government to constrain it if total public expenditure 
is to be reduced. 

Local Authority Expenditure  

2 The Government has been attempting to reduce the real level of local 
authority current expenditure but with only limited success. Since the 
reorganisation of local government in 1974, total expenditure by local 
authorities has fallen by 16 per cent yet this has been achieved entirely 
by squeezing capital expenditure which is today only two-fifths of the level 
that it was in real termt. in 1974/75. Current expenditure has not fallen 
at all. 

Chart VI.1 

3 Local authority gross current expenditure in England and Wales has risen 
in real terms between 1981/82 and 1983/84, despite a reduction in manpower 
on a full time equivalent basis of around 25,000 over the same period. And 
the latest manpower figures suggest that the downward trend of the last four 
years is in danger of being reversed. 

4 The Government's objectives of seeking to improve value for money in local 
government is to be commended. Most authorities have made real efforts 
to achieve this, yet analysis of comparative perfamance indicators 
suggests that there is scope for further improvements in even the most 
efficient authorities. The Audit Commission has estimated that there are 
savings of £1-2bn which can be achieved by increased efficiency and 
effectiveness in the provision of services by local authorities in England 
and Wales. 

5 The CBI strongly supports the efforts of the Government to encourage 
increased efficiency by local authorities through: 

expenditure guidelines or targets for local authorities. 

the allocation of rate support grant. 

the grant penalty system. 
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the establishment of the Audit Commission for England and Wales. 

the direct labour organisation regulations. 

the general encouragement of contracting out. 

the proposals for limiting the rates of the highest spending 
authorities. 

the abolition of the metropolitan county councils and the GLC. 

6 	The CBI itself, at a series of meetings it has held with larger councils 
up and down the country, has urged local authorities to make every effort 
to provide improved value for money and most councils are striving to do 
just this. An irresponsible small minority do however appear determined 
to follow high-spending policies despite the adverse consequences high rates 
have on the ability and confidence of businesses to invest, expand, develop 
new products and services, and create or maintain employment. 

Rate Limitation  

7 In the absence of acceptable proposals to obtain restraint on rates achieved 
by increased accountability at the local level, we support the Government 
proposals for selective rate limitations which will only affect a. tiny 
minority of authorities. We also favour reserve powers, which we hope would 
never have to be used, to impose general rate limitations. The argument 
that the selective rate limitation scheme represents a fundamental attack on 
the democratic rights of local authorities is questioned by the business 
community which provides councils with nearly half of their rate income 
with no accountability whatsoever. 

Rate Reform  

8 	Over the last 4 years, the rates paid by business have risen by one and a 
half times the rate of inflation. In 1983/84 business will be paying not 
far short of £6 bn in rates. Rates are now the biggest tax burden on 
business excluding national insurance contributions. The White Paper 
"Rates: Proposals for Rate Limitation and Reform of the Rating System" (Cmnd 
9008) and the Rates Bill currently before Parliament give evidence of 
Government recognition that action is needed to safeguard the business 
ratepayer in order to protect investment and jobs. However, we feel more 
action is needed than that proposed in the three areas of: 

partial business derating 

empty property rate 

rate relief for partially unutilised premises and plant 

Chart VI.2 
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10 per cent Partial Business Derating  

9 Our first recommendation is that 10 per cent partial business derating 
should be introduced in England and Wales in the rate year 1984/5. This 
is justified on grounds on reducing businss costs, improving competitiveness 
and restoring equity between the sectors. From 1929 up to 1963 industry 
benefited from partial derating; the CBI believes that, once again, 
industrial concerns have a particularly strong case for relief, but that it 
should be granted to the whole business sector to improve competitiveness. 
Where companies are seeing some sign Of recovery, lower rate bills would 
give business more funds to invest for the future; and those companies whose 
existence is threatened would be helped to survive. 

10 We also argue for the introduction of partial business derating on grounds 
of fairness. This measure would remove the inequity of the present rating 
system which results in domestic ratepayers in England and Wales being 
subsidised by the domestic rate relief of 18.5p per £ of rateable value. 
Business is also dealt with harshly compared with agriculture which is 
derated, yet the arguments for business being treated similarly are 
certainly as strong. 

11 For the same reasons, we recommend business derating of 2 per cent in 
Scotland to bring business into line with the domestic sector which there 
enjoys relief of 3p per E of rateable value. (Industry in Scotland is 
already derated by 50 per cent but this is in order to make rate payments 
on industrial property roughly equivalent between England and Scotland, 
and is not relevant to the present discussion). 

12 Primary legislation would be needed to implement the measure. We propose 
that the Government should take steps at once to draft the necessary Bill 
and introduce it in time for it to be enacted by the end of July 1984. We 
recognise that this would put some pressure on the Parliamentary timetable 
but the enabling Bill could be relatively short. As the partial derating 
would apply to the rating year 1984/5 it would be necessary for rating 
authorities to reduce from September or October the monthly payment of rates 
where this was being done by instalment. Where six-monthly payments were 
made, a similar amendment would be needed for the second payment. Only in 
the case of those relatively few businesses who pay their total rates at the 
beginning of the rate year would refunds be necessary. 

13 We estimate the cost of implementation at £600 million at 1984/85 prices. 
In the first year it should be paid for by the Government through an 
increase in the Rate Support Grant, but over a period of 3 or 4 years this 
would be phased out as local authorities improved their efficiency. In 
this context it is worth noting the point already made that the Audit 
Commission believes that between £1 and £2 billion per annum can be saved 
by local authorities in England and Wales alone, through increased 
efficiency and effectiveness in their spending. 
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Empty Property Rate  

14 In the White Paper, the Government proposes the abolition of the rating of 
empty industrial premises. We welcome this proposal but believe that it 
should apply to all empty business properties. In principle rates are a 
tax on beneficial occupation and should not be levied on empty premises. 
At a time of recession the rating of empty commercial property, even at 
50 per cent of the full rate, causes financial problems for many businesses. 
We feel it is unjust to penalise owners of empty property who have tried 
to let or sell but have been unable to do so because of the recession. 
We estimate that the additional cost of this proposal would be around 00-
35 million at 1984/85 prices, and recommend that it should be implemented 
in 1984/85 by amendment to the relevant statutory instrument. 

Rate Relief for Partially Unutilised Premises and Plant  

15 In addition we advocate the introduction of "mothballing" rate relief for 
unutilised parts of premises and plant in order to alleviate the burden 
where these have been taken out of use but are being maintained with a view 
to eventual re-employment when economic circumstances allow. Legislation 
is needed but the measure should be effective in 1985/6. 

ED51PAHDH27L 
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Source : OECD estimates, Economic Outlook, December 1983.. 
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CHART VI. ,1  

LEVELS OF LOCAL AUTHORITY EXPENDITURE'  
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CHART VI.2 

GROSS LOCAL AUTHORITY EXPENDITURE IN ENGLAND AND WALES' 
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Many thanks for your letter of 24 January, 
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-Prospects for growth over the next year or 
so! 
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Executive Summary  

1 	Our task is to sustain the recovery without prejudicing the gains made in 
the fight against inflation. 

2 	The 1984 Budget must be prepared with this in mind. 

3 	With the prospect of lower North Sea oil production we cannot ignore the 
longer term. We therefore set out a five year programme of action by 
business and government, covering the period 1982/83 to 1987/88, which aims 
to sustain last year's 3 per cent rate of growth and keep inflation low. 
Improved competitiveness and encouragement of enterprise and investment are 
necessary to achieve this. 

4 	The overwhelming immediate need is to improve competitiveness. We are still 
over 20 per cent less competitive against our main competitors than we 
were in the mid-1970s and the gap is still larger against our European 

rivals. 

5 	Unless we improve our competitive position, increases in domestic demand 
will benefit foreign rather than domestic producers and lead to a further 
deterioration in the current account. 

6 	The 1984 Budget must concentrate on measures to reduce government-imposed 
business costs - by the final abolition of the National Insurance Surcharge 
and 10 per cent business derating. Looking ahead, we need to reduce 
employers' National Insurance Contributions in 1985/86 and increase capital 
spending on the infrastructure. 

7 	We do not propose that income tax thresholds should be raised by more than 
the rate of inflation. If we reduce the burden of personal taxes in the 
1984 Budget there is a serious danger that too much would be spent on 
imports and nothing done to help our competitiveness. 

8 	Only if we are successful in sustaining the present rate of growth in the 
economy will there be scope for cuts in personal taxation in future years. 
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Chapter I  

Main Representations  

1 	Our task must be to sustain the recovery. As the Chancellor has said, 
steady growth with low inflation is "a winning combination". Our 
Representations are drawn up with this in mind. 

2 	They are set in the context of a medium term programme of action by 
business and government, covering the period to 1987/88, with the following 
key features: 

maintaining steady growth at around the 3 per 
1983 and expected by the Chancellor for 1984; 

keeping inflation low; 

improving competitiveness in 

encouraging enterprise and investment. 

cent rate achieved in 

cost, price and non-price areas; 

The 1984 Budget  

3 	The overwhelming immediate need is to improve our competitiveness. We are 
still over 20 per cent less competitive against our main competitors than we 
were in the mid-1970s and the gap is still larger against our European 
rivals. Our balance of payments current account has moved from a surplus of 
161/2  billion in 1981 to one of /11/2  billion in 1983, despite a large 
improvement in the balance of trade in oil. In 1984, world trade growth 
should help exports and keep the current account in balance. But we could 
run into a balance of payments crisis in the second half of the decade 
especially if the world economy slows down, and if North Sea oil production 
starts to decline at about the same time. 	The brakes would then have to be 
put on which would stop growth; or the pound would fall excessively, causing 
renewed inflation; or, most probably, there would be a combination of both. 

4 	So, our priority has to be improved competitiveness. To this end, the 
first two lines in Table 1.1 propose cuts in government-imposed business 
costs - the abolition of the National Insurance Surcharge and 10 per cent 
business derating to match domestic derating. Looking further ahead, we 
also recommend a reduction in employers' National Insurance Contributions, 
by one percentage point, to take effect in 1985/86. 

5 	The next Budget should also include further measures to help enterprise,  
investment and innovation. These will pay off in the longer term. We 
recommend improvements to the Business Expansion Scheme to make investments 
more marketable; improved tax treatment of employees' stock options; capital 
tax reliefs; capital allowances for commercial buildings; and abolition of 
the Investment Income Surcharge, of Development Land Tax and of Stamp Duty 
on share transactions. 

6 	We must also see a higher level of capital spending to improve the 
infrastructure. This will both help our competitiveness in the medium term 

5 



and provide work for the sorely-pressed construction industry. We propose 
that this be financed by reducing government current expenditure. 

7 	In addition, a reduction in the cost of borrowing, which remains high in 
relation to inflation, is a priority. 

8 	We do not propose that income tax thresholds and bands should be raised by 
more than inflation. Those in work have improved their real income after 
tax substantially since 1979, while company net income has fallen 
drastically. Increases in tax thresholds are an inefficient way of reducing 
the poverty trap and have little impact on the unemployment trap. 

9 	If personal tax were cut in the 1984 Budget, there is a serious danger that 
too much would be spent on imports and nothing done to help our 
competitiveness. In subsequent years, if we can improve our 
competitiveness, keep growth going and the balance of payments under control 
- and if public spending is held down in real terms as the Government 
proposes - we should be able to make further substantial reductions in 
taxation, including personal tax, while reducing public borrowing as a 

percentage of GDP. 

How Our Proposals Can Be Financed 

10 The cost of our proposals for the 1984 Budget are set out in Table 1.1 

11 They should not be financed by raising the burden of taxation elsewhere as 
this would, to a large extent, offset their beneficial effects and might add 

to inflation. 

12 In the Government's medium term financial strategy, as set out in the Budget 
last March and in the Chancellor's Autumn Statement, there would appear to 
be little if any scope for tax reductions in the 1984 Budget but very much 

more in the Budget of 1985. 

13 However, as the Chancellor pointed out in the House of Commons in November, 
these estimates "are subject to a wide margin of uncertainty at this stage 
and rest on a number of conventional assumptions. The Autumn Statement 
is not a time for decisions on appropriate levels of borrowing or taxation. 
By the time of the Budget I shall have much more, and much more up-to-date, 

information." 

14 Our proposals imply a somewhat higher level of public borrowing in 1984/85 
than the Chancellor has assumed in his Autumn Statement. They increase 

borrowing by 1/2  per cent of GDP, but leave it well within the Chancellor's 
target in the following year (1985/86). On present estimates, they would 

reduce the PSBR as a percentage of GDP from 31/4  per cent in 1983/84 to 

3 per cent in 1984/85, and if our medium term programme were fulfilled the 

figure would fall to around 11/2  per cent by 1987/88. 

15 While the economy expanded at a rate of 3 per cent in 1983, we see a 
significant risk that it may slow down in the second half of 1984 if nothing 
is done. This would have a serious effect on business confidence and put 
the objective of steady growth at risk. On the other hand we do not think 
the risks of the economy overheating if our proposals are adopted are 

significant. 

6 



• 
16 We believe that our proposals can be justified as a sound long-term 

investment in the future of this country. Also: 

they would still keep our public borrowing as a proportion of GDP lower 
than in any other important industrial nation; 

they should not add to inflation because they reduce costs; 

they should enable interest rates to be reduced as external factors 
permit. 

TABLE 1.1 

CBI TAX RECOMMENDATIONS FOR 1984 BUDGET1  

(£ billion) 

Proposed Changes: 

1984/85 Cost 

A 	Lower Business Costs 

  

 

Abolition of NIS 
Partial Business Derating 

and Other Measures 

0.9 
0.7 

B 	Measures to Encourage  
Enterprise and Investment  

Improved Stock Options 
Stamp Duty Changes 
	

0.5 
Capital Tax Changes 
Amendments to Business 

Expansion Scheme 
Abolition of Investment 

Income Surcharge 
Corporation Tax changes 
	

0.1 
Abolition of Development 

Land Tax 

Feedback Effect 	 -0.4 

Net Effect on PSBR2 	 +1.8 

1 	Where no cost is indicated this is either because the cost of the 
proposal is insignificant, or would not becofie effective until 
1985/86. 

2 	In comparison with unchanged policies using the same definition as the 
Treasury. The full year cost of these proposals is about £21/2  billion. 
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Chapter II  

The Medium Term Programme  

INTRODUCTION  

1 	This Chapter sets out the action which Government and business need to take 
to sustain steady growth and low inflation over the period to 1987/88. The 
economic arguments underlying our proposals for the 1984 Budget are set out 
in Chapter III and the details of these tax and expenditure proposals are 
set out in Chapters IV, V and VI. 

THE NEED FOR A SUSTAINED RECOVERY  

2 	Over the past 10 years the British economy has grown only slowly, with much 
of the growth attributable to increased oil production. 

3 	In the next decade, oil production is likely to plateau and then fall. 
To avoid depressing the standard of living, it is essential to develop 
competitive businesses to compensate for this. 

4 	The recession has hit particularly the investment goods industries and those 
firms facing international competition. To survive they have had to cut 
expenditure and rationalise. We need now to build on the lessons learnt 
from this process to form the basis of a successful recovery. 

5 	Confidence is vital. Our Surveys show that the major constraint holding 
back investment is lack of certainty about growth and prospects (44 per cent 
of the respondents to the October 1983 CBI Industrial Trends Survey quoted 
'uncertainty about demand' as the main factor holding back their 
investment). For confidence to invest in the future, businessmen need to be 
convinced that the recovery will be sustained. In this way growth can 
create its own momentum. 

6 	Growth is also necessary to generate higher living standards and help 
create more jobs; with 3 million unemployed this is crucial. 

7 	Lack of growth in the economy increases the tension between the living 
standards we can afford and those to which we aspire. 	Slow growth leads to 
rising public spending on unemployment which can only be paid for by 
cutting benefits or public services, raising tax levels, or running the risk 
of excessive borrowing. 

8 	It has been argued that too rapid a rate of growth would lead to a 
deterioration in the quality of life or the environment. 	But stagnation 
or a rate of growth that is too slow can also damage the quality of life - 
through rising unemployment and the consequent loss of human skill, reduced 
growth in expenditure on education and health, and through deterioration 
of the infrastructure. 

9 	A rate of growth that is too rapid may lead to inflation. For this reason, 
holding down inflation is an essential element in our strategy for growth. 
Moreover, growth can hold down costs through spreading overheads and 
generating more funds for cost-cutting investment. 

9 
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THE SPEED OF THE RECOVERY  

10 During the 1970s GDP grew at an average rate of 1 - 11/2  per cent per annum. 
But the trend during the 1950s and 1960s was much higher, close to 3 per 
cent. Given the dangers of shortages and inflation if growth is too fast, 
and of rising unemployment and higher taxes if growth is too slow, what rate 

should we aim for? 

11 To answer this we need first to assess our starting point and then to 
consider the likely external environment. 

Capacity  

12 At first sight it would appear that we start from a position of considerable 
spare resources in the economy. An eighth of the labour force is unemployed. 
The different indicators of spare capacity in the manufacturing sector from 
the CBI Industrial Trends Survey, suggest that although capacity has been 
reduced, partly in response to low demand, there is still considerable scope 
for higher capacity utilisation. 

13 This conclusion is backed up by most other researchers', though it has 
been argued that much of this capacity is not economically viable or is not 
in those particular sectors where it would be needed in a recovery. 

14 Clearly as growth proceeds we should expect some shortages of capacity, 
labour and components. 	But temporary shortages can reflect a changing 
economic structure, and investment in new capacity and production of 
components and training for skills is unlikely to take place without such 
market signals. The rate of growth that is sustainable without inflation, 
however, will depend on holding down such shortages to tolerable levels. 

North Sea Oil  

15 Another major factor that will affect the prospects for the economy in the 
coming years is North Sea Oil. We are now close to the likely peak level 
of production and over the period to 1987/88 production is likely to 
plateau or, possibly, decline. 	Assuming this profile for production, North 
Sea oil revenues, which have had beneficial effects on government finances 
and greatly cushioned the impact of the recession on taxpayers are also 
likely to level out and may well decline towards the end of the decade. 
North Sea oil has also made a major contribution to the balance of payments 
and this increases the need for improved competitiveness as oil production 

declines. 

1 	The OECD (Economic Survey of the United Kingdom, 1983) and J Taylor 
("Unused Productive Capacity in the UK: 1950-82" Unpublished paper, 
University of Lancaster) both conclude, using different methodologies from 
the CBI Survey, that there is considerable unused capacity in the UK 
manufacturing sector. P W Robinson (LBS Economic Outlook, August 1981) has 
argued that there is in fact relatively little spare capacity. This 
conclusion is based, however, on the assumption that the total available 
capacity is equal to a 5 year moving average of output rather than using 
direct information about how much capacity is in existence. 

10 



• 
CHART 11.1 
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1 	Source : BP - excludes possible future discoveries. 

The Achievable Rate of Growth 

16 We propose that our medium term programme should aim at an annual rate of 
growth of 3 per cent from 1982/83 to 1987/88. This is an optimistic figure 
by the standards of the last decade but we believe that it can be achieved. 

17 A rate of growth slower than this would risk the difficulties described 
above; a faster rate may be achievable but might lead to difficulties 
for inflation and the balance of payments. 

18 Our view that steady growth at around 3 per cent a year coupled with low 
inflation is a realistic objective over the five year period, is based 
partly on the fact that it has been achieved in 1983 and is expected by the 
Chancellor to be achieved in 1984; and partly on past experience, coupled 
with the belief that we can improve on our past performance, particularly in 
the field of international competitiveness. 

The External Environment 

19 During the twenty years 1953-1973, before the first sharp rise in oil 
prices, GDP in this country grew at an average rate of 3 per cent a year 
(and faster during recovery periods), with retail price inflation averaging 
just over 4 per cent a year. 

20 It is true that the volume of world trade in manufactures rose during this 
period at an annual rate of 9 per cent a year, and that we are assuming 
that it will rise by about 3 per cent a year during our five-year period. 

21 On the other hand, from 1953 up to the devaluation of 1967, our 
competitiveness worsened very markedly - our unit labour costs in 
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manufacturing rose something like 25 per cent more than the average of our 
main competitors. During the rest of the period up to 1973 our unit labour 
costs continued to rise faster than our competitors' in national currencies, 
and we were able to maintain our cost competitiveness only by a fall in the 
value of the pound totalling around 25 per cent against a basket of 
currencies. 

22 Over the period to 1987/88, we should not rely on a fall in sterling, but we 
do aim to avoid a deterioration in our cost competitiveness, through higher 
productivity, realistic pay settlements and cuts in government-imposed 
business costs; and indeed to improve it, as we have done over the past two 
years. We are also assuming some improvement in our non-price 
competitiveness through encouragement of enterprise, higher profitability 
leading to more investment in new equipment, new products, marketing, 
training,etc. 

23 In these ways, we believe we can achieve growth in our exports at around 
the same rate as world trade, instead of a much slower rate as in the past; 
and that even in an environment of considerably slower growth of world trade 
we can thus emulate our past performance of growth of the national economy 
at around 3 per cent a year, with low inflation, without running into 
balance of payments difficulties. 

OUR PROGRAMME FOR SUSTAINING GROWTH  

24 Achieving sustained growth with low inflation will require action by 
Government and business to: 

encourage enterprise and investment; 

improve competitiveness; and 

hold down costs. 

Encouragement of Enterprise and Investment  

25 For the economy to grow and create jobs, entrepreneurs, investors and 
managers must be prepared to sacrifice leisure or short term rewards. To 
encourage this they must be allowed to keep for themselves a fair proportion 
of the returns created by their efforts or investment. 

26 Enterprise is likely to be best encouraged when the public has a direct 
stake in the system through widespread share-ownership and when managers 
and employees have a direct stake in their own firms. We therefore propose 
measures (see below and in Chapter IV) that will reduce tax disincentives to 
enterprise, investment and share-ownership. 

27 The prospects for growth can also be improved by reforms aimed at greater 
flexibility in labour markets and by government regulation of commerce and 
industry being kept to a minimum. 

28 We intend to bring forward proposals in these areas and in industrial 
policy to improve the prospects for growth. 

12 
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Competitiveness  

29 To ensure that UK producers win a sufficient proportion of markets at home 
and abroad to sustain growth, improved competitiveness is essential. 
Improved competitiveness is also necessary to prevent the fall in the 
balance of payments current account surplus from 51/2  billion in 1981 to 
about /IA billion in 1983 becoming a trend that could halt the recovery 
in the medium term. 

30 Our programme aims at improving both cost competitiveness and non-price 
competitiveness by: 

lower pay settlements than in competitor countries; 

continued rapid increases in productivity; and 

reductions in taxes on business that add to costs. 

CHART 11.2 
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31 The improvements in non-price competitiveness should result from increased 

profits and the confidence to plan for expansion leading to higher 
investment, not only in fixed assets, but also in: 

research and development; 

marketing; and 

training. 

32 Many of the arguments about competitiveness are aimed at the manufacturing 
sector since this is the sector most directly exposed to international 
competition. If we look at our total exports of goods and services, about 
half the value added in the UK is in manufacturing industry. The other 
half is contributed by other sectors such as agriculture, energy, 
construction, communication, distribution and other services. These non-
manufacturing sectors contribute in two ways, roughly equal in importance. 
First, they supply goods and services to manufacturers to help them get 
their exports to the ports and sell them abroad. Secondly, these sectors 
produce the invisible exports on which we rely so much. So improved 
competitiveness is also important for the non-manufacturing sectors. 

Costs  

33 We believe that high inflation is damaging to the economy and that for 
growth to be sustained low inflation is vital. For this reason we are 
not relying on a falling exchange rate to improve competitiveness, or a 
lax monetary policy to boost demand. 

34 Our programme of pay moderation, rising productivity and reduced taxes on 
business will result in lower unit costs and help hold down inflation. The 
public sector must play its part by ensuring that it does not contribute to 
inflation by unjustified increases in its costs, prices and taxes. 

Macroeconomic Policy  

35 Macroeconomic policy also has an effect on the prospects for growth and 
inflation. 

36 We support the aims of the Government's medium term financial strategy 
(MTFS). Such a strategy helps to create confidence in its aim of holding 
down inflation. However, we have consistently argued that the targets 
contained in it have to be interpreted flexibly and sometimes adjusted 
in the light of developments and prospects for the economy. The monetary 
targets should aim to allow sustained growth provided that this does not 
conflict with the objective of low inflation. 

37 The medium term fiscal targets in the MTFS should be such as to hold down 
the ratio of public debt to GDP. In the short-term however, we would 
envisage deviations from that path where necessary in the light of economic 
circumstances for cyclical reasons, or if they specifically improve 
competitiveness. 

38 Table 11.3 in the Annex shows that if the present rate of growth is 
maintained and government spending is held to its present level, there would 
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be scope for tax cuts of 24 per cent of GDP by 1987/88. This would be 
equivalent to about 12 billion (in 1984/85 prices) in each of the four 
Budgets before then. The proposals set out in Table 1.1 would use up about 
£21/2  billion by 1987/88 at 1984/85 prices. We would envisage (and have 
assumed in our calculations) most of the rest of the sums available being 
used to reform and cut personal taxation on income and capital and to reduce 
payroll taxes on employers. The following ready reckoner will be helpful 
in costing possible options for tax changes. 

Costs of Possible Tax Changes  

Cost in full year 
1984/85 prices 

Lower basic rate of income tax by 1 per cent 
Reduce employers' NIC by 1 per cent 
Reduce top income tax rate from 

60 per cent to 50 per cent 
Derate business by a further 10 per cent 
Increase income tax thresholds 

and bands by 5 per cent more than inflation 
Reduce corporation tax rate by 5 per cent 

£bn 

1.0 
0.9 

0.2 
0.5 

0.8 
0.8 

THE RISKS AND THE REWARDS  

39 Our economic strategy might be driven off course by factors beyond our 
control. Further international disruption as occurred in the 1970s with 
sharp rises in oil prices, such as default by a major debtor nation, might 
require the strategy to be revised. We would have to face such circumstances 
as they occurred and make appropriate adjustments to the strategy. 

40 The strategy could also be thrown off course as a result of factors that 
are under own control - we could allow inflation to pick up or our 
competitiveness may be insufficient to prevent a deterioration in the 
balance of payments. Either of these would reduce the achievable 
sustainable rate of growth. 

41 If we steer away from these rocks, however, the benefits of success will 
be immense. 

42 Further rises in living standards for those in work would be achievable 
while at the same time unemployment would start to fall. 

43 If public spending were held roughly constant this would permit scope for 
substantial cuts in the burden of taxation as well as allowing public 
borrowing to fall substantially as a percentage of GDP (see Table 11.3). 

44 Perhaps most important, success would permit us to start to adjust our 
structure of industry and commerce to cope with the problems that may emerge 
in the 1990s and beyond, such as declining North Sea oil revenues, 
increasing technological demands for public services and demographic changes 
including the need to fund the pensions of an ageing population in the next 
century. 
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ANNEX 11.1 

HOW OUR PROGRAMME ADDS UP 

1 	This Annex gives illustrative figuring to show how the different elements 
in our programme fit together. The figures are not forecasts and their 
relative precision, without reference to the obvious margins of error 
involved, is merely intended to simplify the exposition. 

Demand 

2 	Table 11.1 shows the growth in the different components of demand which we 
expect to be consistent with our programme. The greatest absolute 
contribution to growth comes from consumers' expenditure rising in line 
with real incomes. The fastest growing components, however, are fixed 
investment, as profits recover, and exports, as world trade recovers and 
competitiveness improves. 

Table 11.1 

Pattern of Growth
1Consistent with CBI Programme 

(Percentage annual change in volume) 

Estimated Growth so Far Projected Growth 
(1982/83 to 1983/84) (1982/83 to 1987/88) 

GDP 	(average measure) 21/2  3 

Consumers Expenditure 3 2 

Fixed Investment 11/2  61/2  

Government Current Expenditure 
on Goods and Services 

2 0 

Exports of goods & services 0 4 

Imports of goods & services 5 5 

1 	Both between 1982/83 and 1983/84 and, to a lesser extent, between 
1982/83 and 1987/88, there is some contribution to growth from a 
changing rate of stockbuilding. 

Competitiveness  

3 	Our unit labour costs in manufacturing in the past two years have risen by 

about 21/2  per cent per annum less than those in competitor countries. We 
have assumed over the next four years that, if our programme is implemented, 
most of this differential will be maintained. The improvement in our cost 
competitiveness indicated in Chart 11.3 and improvements in our non-price 
competitiveness compared with our past performance are forecast to lead to 
annual export growth in manufactures over the period of about 3 per cent , 
the same as the growth in world trade in manufactures. Since the trend over 
a long period has been for total UK exports of goods and services to rise 

about 1 per cent per annum faster than our exports of manufactures, we have 

projected growth in the former of 4 per cent. 
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4 	Imports of goods and services are forecast to grow by 5 per cent per 
annum, slightly more slowly than the 7 per cent growth that would have been 
predicted without improved competitiveness. 

Employment  

5 	Over the past two years, output per head in manufacturing has grown at 
an annual rate slightly faster than 7 per cent. Our projection for the 
next 4 years is that this will slow to about 5 per cent. Productivity in 
the economy as a whole only grows at slightly below half this speed however, 
with (by convention) little growth in productivity assumed for the public 
service sector and productivity in the private service sector forecast to 
grow by 2 per cent per annum. After taking account of changes in the labour 
force, the programme is forecast to start to reduce unemployment, bringing 
it down to under 23/4  million by the beginning of 1988. This calculation does 
not take account of further reductions that might result from special 
employment measures of the kind sat out in Chapter V. 
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6 	The scenario set out above would imply manufacturing production growing 
faster than production in other sectors. However, the pattern of 
productivity improvements implies some further job losses in manufacturing 
while net increases in employment would be likely in the service sector. 
Table 11.2 gives the projections for employment by sector and for 

unemployment. 

Employment 
Table 	11.2 

1988 
1st Qtr. 

Change 
1983 01 to 
1988 Q1 

and Unemployment (millions) 

1983 
1st Qtr. 

1983 
4th Qtr 	(est) 

Manufacturing Employment 5.4 5.3 5.2 -0.2 

Public Service Sector 
Employment 5.0 5.0 4.7 -0.3 

Private Service Sector 
Employmentl 13.1 13.2 13.9 +0.8 

Total employment 23.5 23.5 23.8 +0.3 

Labour Force 26.5 26.4 26.5 

Unemployment 3.0 2.9 2.7 -0.3 

1 	Includes self-employed and employment in the non-manufacturing 
nationalised industries.  

• 

Monetary Policy  

7 	The projections assume growth remaining steady at an annual rate of about 
3 per cent and the rate of increase in the GDP deflator falling from 71/2  per 

cent during 1982/83 to about 4 per cent in 1987/88. The projections assume 
no trend change in the velocity of circulation for the wider monetary 
aggregates over this period and so these are forecast to rise in line with 

money GDP. 

Government Revenue and Expenditure  

Table 11.3  
Government Financial Accounts  

Percentages of GDP 
1982/83 1983/84 1987/88 projected 

Receiptsl  43 42 39 (after net tax cuts 
equivalent to 24 per 
cent of GDP) 

Expenditurel  47 46 401/2  

PSBR 34 34 11/2  

General government receipts and expenditure; some adjustments to the 
difference between these figures are necessary to derive the PSBR. 
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8 	Table 11.3 shows how our proposals for taxes, expenditure and revenues add 

up 

9 	Over the 5 year period to 1987/88 we propose that the level of public 
expenditure should be held constant in cost terms. This would reduce it 
from 47 per cent of GDP in 1982/83 to 401/2  per cent of GDP in 1987/88. 
Provided that inflation remains low and economic growth continues, we would 
aim at a falling PSBR as a percentage of GDP to hold down the ratio of 
public debt to GDP and to prevent "crowding out" of the private sector in 
the medium term. 

10 We estimate that at present rates of tax (after adjusting for inflation) 
there might be a slight fall in government revenue as a percentage of GDP 
and with some other accounting adjustments this might leave scope for net 
tax cuts, consistent with our estimates for borrowing and expenditure, of 
24 per cent of GDP. 
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Chapter III  

The Economic Background  

1 	This Chapter explains the economic reasoning behind the recommendations 
for the 1984 Budget. It explains why we believe that the Government must 
take immediate action to reduce business costs rather than the burden of 
personal taxation. 

Recovery in Progress  

2 	A recovery is under way. The latest figures for GDP show that the trough of 
the recession was in the second quarter of 1981 and that the economy has 
been growing fairly steadily since then. It is, however, difficult to be 
precise about the extent of the recovery because of the unusually large 
discrepancy between the various measures of GDP. By the third quarter of 
1983 the expenditure measure of GDP was nearly 5 per cent higher, the income 
measure 7 per cent higher, and the output measure 41/2  per cent higher, than 
in the first half of 1981. 
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3 	Although the output measure is generally regarded as the best indicator 
of short-term movements in GDP because it is much less liable to revision 
than the expenditure and income based estimates, there is no reason to 
believe that it is more accurate than the other estimates over longer 
periods. In these circumstances, it is conventional to use the average of 
the expenditure, income and output measures. On this basis, GDP in the 
third quarter of 1983 was just over 5 per cent higher than in the first 
six months of 1981. 

4 	It is clear that the recovery is uneven and from a low base; for 1983 as 
a whole GDP (average measure) was only as high as in 1979. 	Moreover, 
North Sea oil has made an important contribution to growth; between the 
first halves of 1981 and 1983, oil and gas extraction rose by 23 per cent in 
volume terms and contributed nearly 1 percentage point to the growth of GDP 
(output measure) over the period. Manufacturing production, as a whole, 
remains depressed although there is growth in certain sectors. Output in 
manufacturing was about 2 per cent higher in the third quarter of 1983 than 
in the first half of 1981; by the third quarter of 1983, manufacturing 
production remained 14 per cent lower than in 1979. It should, however, be 
noted that the CSO's index of manufacturing production shows a considerably 
flatter picture during 1983 than would be expected on the basis of the 
results of the CBI Industrial Trends Survey. 
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5 	Inflation (as measured by the increase in the RPI over the previous twelve 

months) has dropped faster than expected from a peak of 211/2  per cent in the 
second quarter of 1980 to under 4 per cent in the second quarter of 1983. 
Although inflation measured in this way has risen slightly since then this 
reflects the ending of certain special favourable factors and does not 

indicate a resurgence of inflationary pressures. Other indicators confirm 
that inflation remains under control. The annual increase in the GDP 
deflator has fallen from over 20 per cent in the second quarter of 1980 to 
just over 5 per cent in the second quarter of 1983. The annual increase in 
unit labour costs in the second quarter of 1983 was 2.2 per cent for the 
whole economy and 2.4 per cent in manufacturing, compared with increases of 
22.2 per cent and 24.9 per cent three years earlier. 

6 	There have been substantial gains in productivity during the last three 
years, particularly in manufacturing. In the first six months of 1983 output 
per head in the whole economy was nearly 9 per cent higher, and in 
manufacturing 13 per cent higher, than three years earlier. Nevertheless 
there remains a wide gap in levels of productivity between ourselves and our 
main competitors, particularly in manufacturing. 

7 	Profitability has also improved from the very low levels of the last few 
years. Industrial and commercial companies' (excluding North Sea 
activities) gross trading profits (net of stock appreciation) rose 
substantially in 1983 and we expect the real rate of return to have risen to 
around 61/2  per cent. However this is still not only well below the level 
common in the 1960s but also less than in 1978, and remains below the rate 
of return of our major competitors. A recent study by the OECD' showed 
that in 1982 the real rate of return on capital in manufacturing in the UK 
was less than half of that in the United States, Germany and Canada, and , 
only about one-fifth of that in Japan. We agree with the Bank of England` 
that the current rate of profitability is 'well below the level necessary 
for a healthy rate of investment'. 

Economic Prospects in 1984  

8 	We fear that unless the Government implement our proposals and take further 
action to reduce business costs and improve competitiveness, the present 
recovery could falter later this year. Without such actions, our latest 
forecasts, published at the end of November, suggest that GDP, as measured 
by the average estimate, could rise by 11/2-2 per cent between 1983 and 1984 
as compared with an estimated increase of some 3 per cent between 1982 and 
1983. 

9 	On the basis of existing economic policies, we expect the growth of 
consumers' expenditure to slow down in 1984. The strong increase in 
expenditure in 1983 was chiefly supported by a substantial fall in the 
savings ratio. Further falls are unlikely in 1984 bearing in mind that some 
of the fall which has occurred since the beginning of 1982 was due to 
special factors (such as the abolition of HP controls and the large increase 
in bank lending for mortgage purposes). 	The significant fall in inflation 
in recent years has also played a part but we expect only a modest further 
fall in 1984. 

1 	OECD Economic Outlook July 1983 Table 23 
2 	Bank of England Quarterly Bulletin December 1983 p. 457 
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10 Nor do we expect any marked increase in stockbuilding during 1984; we 

believe that companies have learnt to live with lower levels of stocks in 
relation to turnover. 

11 Our Surveys suggest a faster rate of growth of investment in 1984 helped 
by improved profitabilty. We also expect an improvement in net exports 
following the improvement in competitiveness in 1983. But these are 
unlikely to be sufficient to compensate for the slower growth of consumption 
and moderate stockbuilding. 

12 A slowdown in the rate of recovery next year is supported by other 
forecasting bodies. Given the margins of error involved in forecasting GDP, 
it is quite possible that growth next year could be faster than the 11/2- 
2 per cent that was our central forecast last November. 	But it could also 
be slower. If the recovery were to falter the consequences for business 
confidence would be severe and put the objective of sustained growth at 
risk. Chapter II makes clear the dangers and we believe these far outweigh 
the risks of the economy overheating should growth be faster than our 
central forecast. 

Competitiveness  

13 Although the past year has seen a marked improvement, our unit labour costs 
in manufacturing are still more than 20 per cent higher when measured 
against our main competitors than they were in the mid-1970s and that gap is 
still larger against our European rivals. Our Trends results confirm that 
although price competitiveness is now better than during most of the period 
1979-82 it still remains very poor in relation to earlier periods. 

14 As a consequence import penetration in manufacturing remains very high and 
we have continued to lose our share of foreign markets in both goods and 
services. The sluggish response of manufacturing output to the recent rise 
in domestic demand, and the deterioration of the current account of the 
balance of payments, are further evidence of our weak competitive position. 

15 Improving competitiveness requres action by both business and Government. 
Business must hold down unit labour costs by moderating pay increases and 
by improving productivity. Each year since the 1978/79 pay round, the CBI 
has engaged in an extensive series of conferences throughout the country 
underlining the vital links between holding down unit labour costs, 
competitiveness, profitability and jobs. The message has been accepted and 
for the last two years the growth of unit labour costs in manufacturing has 
been lower than the average for competitor countries. But there is still a 
long way to go. Important competitors like Germany and Japan continue to 
have very small increases in unit labour costs. 

16 Business cannot do the job on its own. Government too must help by reducing 
the costs it directly imposes on business. Government-imposed costs on 
business in the form of National Insurance Surcharge, employers' National 
Insurance Contributions and business rates rose by 20 per cent in real 
terms between 1975 and 1979. Since 1979 there has been a decrease in the 
real burden but much still needs to be done, in the face of continued tough 
trading conditions. 
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We regret the increase in the upper earnings limit for National Insurance 
Contributions announced in the Autumn Statement and urge the Government to 
take action in the Budget to reduce business costs by means of: 

the final abolition of NIS; and 

10 per cent partial business derating. 

We also urge that the Chancellor announce, as soon as possible, a one 
percentage point reduction in the rate of employers' National Insurance 
Contributions to take effect in 1985/86. 

Business and Personal Taxation  

17 Cuts in government-imposed costs on business must take priority over cuts in 
the burden of personal taxation for the following reasons: 

the immediate and overwhelming need to improve competitiveness; 

if there were to be cuts in the burden of income tax, given our weak 
competitive position, a large part of the resulting increased 
consumption would go on imports; 
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• 
reducing business costs helps reduce inflation; 

whilst profits have improved lately, it has been from a very low level. 
By contrast, consumers have been doing relatively well in terms of real 
personal disposable income over the past years. They have become 
better off - at least those remaining in employment - while companies 
are much worse off. 

CHART 111.4  
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18 We therefore recommend that personal tax allowances are only increased in 
line with inflation. Increases in tax thresholds are an inefficient way 
of reducing the numbers caught in the poverty trap because they affect all 
taxpayers. Most of those taken out of tax by small increases in the 
thresholds are not the heads of households affected by the poverty trap. 
Because unemployment benefit is now taxable such increases also have little 
impact on the incentive to work. 

Fiscal Policy  

19 Our policy proposals are, if implemented, likely to raise the PSBR in 
1984/85 by i1½-2bn (or 1/2  per cent of GDP) above the level it would 
otherwise have reached. We believe that our proposals are consistent with 
further falls in the trend rate of inflation and with reductions in interest 
rates. 
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20 Although our proposals involve raising the share of the PSBR in GDP above 
the level proposed for 1984/85 in the Autumn Statement, they still imply 
a reduction from the likely outturn for 1983/84 and remain consistent with 
the generally declining path for the PSBR as a percentage of GDP which is 
an important feature of the MTFS. 

21 Our proposals would also leave public borrowing in the UK (as a proportion 
of GDP) lower than in any other major OECD country including several with 
lower inflation rates than the UK. (See Chart 111.6). 

22 In previous Representations we have argued that the size of the PSBR can be 
a misleading guide to the stance of fiscal policy and that it is important 
not to give too much emphasis to setting or achieving a precise target for 
the PSBR in any one financial year. 

23 The composition of the PSBR is of great importance. For any given PSBR, 
different combinations of taxes and government spending will have different 
effects on inflation, interest rates and economic activity. An increase 
resulting from increased government current spending could well raise 
inflation and interest rates. By way of contrast, the same increase brought 
about by measures to reduce business costs could actually reduce inflation 
and help keep down interest rates by reducing company borrowing. 
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CHART III.G 
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24 The Government has managed to cut its borrowing significantly since first 
coming into office in 1979. In that year the general government deficit 
was equivalent to 3.2 per cent of GDP according to OECD figures. By 1982 
this ratio had been reduced to 2.0 per cent. But the underlying improvement 
is even larger than this. The OECD calculate that the recession added 
5.1 per cent to the ratio in that period as expenditure on social security 
payments rose and tax revenues fell. So the underlying fall in the 
deficit/GDP ratio between 1979 and 1982 is not 1.2 per cent but 6.3 per 
cent, this being larger than the size of the deficit itself. The conclusion 
must be that a very large part, if not all, of the present deficit is due to 
the recession and would disappear if recovery were sustained (this is 
shown in the annex to Chapter II). In these circumstances the concentration 
of policy on the simple PSBR/GDP ratio can be misleading. 

Monetary Policy and Interest Rates  

25 Although nominal interest rates have fallen from the high levels reached at 
the beginning of 1980, they remain, by historical standards, high in real 
terms. 	(See Chart 111.7). 
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26 There are of course great difficulties involved in measuring real interest 
rates and it might be argued that the normal measure used overstates the 
real interest cost faced by companies by not allowing for interest relief 
from corporation tax. Post tax measures of the real interest cost faced 
by companies have to be treated with some care however. Insofar as 
companies are earning insufficient profits fully to offset interest 
payments, post-tax measures will underestimate the real interest rate being 
paid by these companies. The real interest rate faced by most companies 
will lie somewhere in between the normal and post-tax measures, with less 
profitable companies and those investing heavily with large capital 
allowances paying a higher net real rate. 

27 Until 1980 profitability remained significantly above the level of real 
interest rates. More recently this has not been the case, as the Chart 
shows. This decline of profitability relative to real interest rates 
emphasises the need to lower interest rates. 

28 A move towards lower interest rates would help considerably to sustain 
the recovery. While real interest rates are high firms will be encouraged 
to invest profits in financial rather than physical assets, but it is 
investment in the latter which is crucial to sustain growth and provide 
productive capacity. 
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29 We fully accept that interest rates are not under the Chancellor's control 

in the same way as public spending, National Insurance Contributions and 
other taxes, and that external influences can be an important constraint. 
Nevertheless, we believe that the Government can influence interest rates 
and that there is scope for further cuts. 

30 Different monetary aggregates give conflicting accounts of the tightness of 
monetary policy. So far, in the current target period to December 1983 
annualised growth rates for monetary aggregates vary from 11 per cent for 
iM3 to nearly 13 per cent for Ml. However, it seems likely that iM3 will 
show growth inside the target range of 7-11 per cent at the end of the 
current target period and M1 and PSL2 growth rates are unlikely to be far 
from the top of the range. Furthermore MO, the new target aggregate which 
the Chancellor feels is especially useful in guiding official policy on 
short term interest rates, is currently growing at a much slower rate than 
the other aggregates. Thus we do not feel that present monetary conditions 
necessitate keeping interest rates at their current high level given that 
inflation has fallen. 

31 Nor are UK interest rates solely determined by those in the US. Late 1983 
saw a period when US interest rates rose without any significant response in 
the UK, and with the effective exchange rate for sterling remaining stronger 
than it had been earlier in the year. In addition, interest rates in 
Germany and Japan have been consistently far below US levels for some years. 
All this suggests that it would be possible to lower UK interest rates 
independently of US developments. 
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Chapter IV  

Taxation  

Introduction  

1 	In the tax field, our primary objective is a lower burden of taxation for 
private business in order to improve competitiveness and encourage 
enterprise. 

2 	Our main taxation proposals for the 1984 Budget, therefore, are: 

the abolition of the National Insurance Surcharge; 

10 per cent business derating, to place business rates on the same 
basis as domestic rates (this is discussed below in Chapter VI); 

a package of measures to reduce the tax disincentives to enterprise 

3 	Tax priorities for subsequent years are outlined in Chapter II: the main 
emphasis being further reductions in taxes that hinder business 
competitiveness and later, as economic developments permit, reductions in 
income tax. 

National Insurance Surcharge and Contributions 

4 	The most immediate way in which the Government can help business improve its 
competitiveness without adding to inflation is by abolishing the Surcharge 
on employers' National Insurance Contributions. 

5 	This Surcharge holds back business competitiveness, squeezes profits and 
thus discourages provision for the future, adds to prices and discourages 
employment. The Prime Minister has described it as "a pernicious tax on 
jobs". 

6 	The CBI has welcomed the successive cuts in this surcharge from 31/2  per cent 
to 1 per cent that have been made in the past two years. But employers' 
National Insurance Contribution rates have risen and the contribution bands 
have widened in real terms in the past two years. 

7 	We must keep up the progress in reducing the burden of payroll taxes. We 
therefore recommend: 

the immediate abolition of the employers' National Insurance 
Surcharge; 

an early anouncement that employers' National Insurance Contributions 
will be reduced by at least 1 percentage point in 1985/86; 

a temporary stabilisation in the bands for National Insurance 
Contributions, which have risen in real terms in each of the past 5 
years. 
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8 	The cost for 1984/85 would be £900 million, assuming introduction on 1 

April. The full year cost of the abolition of the Surcharge would be 
£1 billion assuming that the savings on the amount paid by central and 
local government on its own employees are clawed back. The cost of a 1 
percentage point reduction in employers' National Insurance Contributions 
would be the same and we propose that such a reduction be, in the first 
instance, funded by an adjustment to the Government subvention to the 
National Insurance Fund. This would not affect public expenditure which is 
related to disbursements, rather than payments into the National Insurance 

Fund. 

9 	In the longer term National Insurance Contributions need to be considered in 
the context of their interaction with the income tax and benefit systems, 
the future of state-funded pensions and their impact on the incentive to 
employ, particularly for low paid and part-time employees. However, changes 
in this latter area could be costly. 

Enterprise and Taxation  

10 We now we set out a number of measures for which we are seeking action to 
encourage enterprise and improve prospects for growth in the longer term. 
The main areas covered are: 

Corporation Tax 
Advance Corporation Tax 
Capital Allowances 
Development Land Tax 
Stamp Duty 
Share Options 
Capital Taxes 
Income Tax and the Investment 
Business Expansion Scheme 
Wider Share Ownership 
Indirect Taxes 
International Aspects 

Income Surcharge 

Corporation Tax  

11 In our response to the Government's Green Paper on Corporation Tax of 
October 1982 we emphasised the importance to business of stability in 
taxation. We concluded however that within the imputation system and 
present tax base there were a number of rigidities and anomalies where 
corrective action to remove or alleviate them would be helpful to business. 
(Annex IV.1 to this Chapter lists some detailed recommendations put to 

Government in 1982.) 

12 Some of the recommendations have been taken up already, for instance on the 
incidental costs of loan finance and discounts on acceptance credits, others 
such as the tax treatment of groups of companies and mineral capital 
allowances are still under consideration. Nonetheless we have two main 
regrets. First, many of our recommendations have not been implemented nor 
has a promise of implementation been made. Secondly, to date no analysis or 
synopsis of all the responses to the Green Paper has been published. (This 
would be invaluable in future discussions.) 
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13 We have already submitted to Government our more detailed Technical Budget 
Representations with proposals for the 1984 Finance Bill (our priority items 
are listed in Annex IV.2). 

14 Generally in this context and in the light of recent comments', we urge 
the Government to improve legislative procedures, to provide more time for a 
number of technical tax problems to be resolved and to provide an 
opportunity for fuller consideration of the legislation itself. 

Advance Corporation Tax  

15 Over the years we have made repeated attempts to improve the working of 
ACT, introduced in 1972. We do not believe it is necessary to be bound 
by any rigid theory of what ACT is or was intended to be and in particular 
that the Select Committee debates in 1971 should be regarded as forever 
ossifying the rules that were then under consideration. Practical 
experience of the system shows that: 

ACT payments to government should be set off against the next available 
mainstream corporation tax liability of the companies making the 
payments not deferred as at present. 

ACT set-off should not be restricted to 30 per cent of income. 

ACT set off should cease to be confined to mainstream corporation tax 
on income and should instead be available to set against corporation 
tax on all profits including chargeable gains. 

Capital allowances should be available against advance corporation tax 
and not just against mainstream corporation tax. 

Double taxation relief should be available against ACT. 

Capital Allowances  

16 The Green Paper on Corporation Tax2  acknowledged that our major 
international competitors give relief for expenditure on commercial 
buildings. A small start has been made by giving relief to hotels, but 
this, at a 20 per cent initial allowance, is not as generous as the 75 per 
cent available for other industrial buildings. 

17 The lack of an allowance in this area was seen as an anomaly by the 
Sandilands Committee (Report of the Inflation Accounting Committee, 
September 1975) itself drawing on evidence from the Committee on the 
Taxation of Trading Profits (Cmd 8189 - 1952) and the Radcliffe Commission 
(Cmd 9474 - 1955). We have long and consistently urged remedial action. 

18 We believe that such a measure would lead to increased activity and hence 
jobs in the construction sector, and to a reduction of rental costs to 
industry and commerce. 

1 	eg. A Technical Taxation Bill - The CBI's Proposals, CBI October 1981 

2 	Cmnd 8456 - para 15.33. 
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19 We therefore recommend that the vital role of the commercial sector in the 

economy be clearly acknowledged and an immediate start be made by 
introducing a straight line writing down allowance at 2 per cent per annum 
on new commercial buildings. 

Development Land Tax  

20 This tax raises little revenue (approximately £50m for 1983/84) and has a 
discouraging effect on commercial decisions relating to surplus property. 
It should be abolished. Failing outright abolition of the tax we urge that 
it should be suspended for an experimental period of 3 years. 

21 This would provide an incentive to business to initiate development projects 
free from the compliance costs and constraints which would otherwise apply 
even where at present the tax itself is deferred. 

Stamp Duty  

22 Our response to the recent Revenue consultations on Stamp Dutyl  drew 
government's attention to two particular areas of agreement with our 
colleagues in other European federations. We urged - 

First, the early abolition of the capital duty - a European tax - and 
invited the Inland Revenue to take the initiative in securing the 
necessary European reform. 

Second, the abolition of the tax on transactions in securities. The 
present rates of duty are such that dealings in quoted securities are 
being driven away to overseas markets where the tax costs are lower. 

Share Options  

23 The CBI believes that companies should be afforded the means to encourage 
employees in, and reward them for commitment to their endeavours. This can 
be done by providing them with opportunities to participate in their 
employers' capital growth on terms not rendered unattractive by taxation and 
as good as those available abroad. We shall in 1984 be looking at practical 
aspects of this on a broad front. Our priority for the 1984 Budget relates 
to Share Options. 

24 Our attention has been drawn to recent changes in US law under the Economic 
Recovery Tax Act of 1981 improving the share option schemes available 
there. Companies in the UK should be able to offer similar rewards on 
terms at least as favourable to ensure that key employees are not lost to 
overseas competitors. 

Capital Taxes  

25 Incentive can be inhibited by capital taxes where businessmen, particularly 
those in the unquoted sector, or non-corporate sector, are involved in 
family businesses. If taxation bites too hard the incentive to build 
businesses up and then hand them on is substantially diminished. Indeed, 

1 	CBI - October 1983 
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once a private family owned company has grown beyond a size sufficient to 
provide its owners with an adequate income, further growth generally brings 
with it unacceptable capital transfer tax liabilities and many businesses 
are therefore either sold on or artificially held back from further 
expansion. This is where the tax system affects economic performance. 

26 Since submission of our full and detailed memorandum to the then Chancellor 
of the Exchequer in 19791  we have continued to draw attention to 
difficulties in capital gains tax and capital transfer tax. 

27 We shall not repeat previous representations here. So far as they have not 
been implemented they remain on the table. But we would single out certain 
major points for early action. 

28 Capital Gains Tax  

Assets held at April 1982 which have been in continuous ownership for 
seven years should not be liable to CGT. This will remove from the tax 
net those assets held over a long time, for non-speculative reasons, 
which would otherwise carry in their taxable value a large measure of 
inflationary as opposed to real gain. The indexation rules introduced 
in 1982 cover only future inflation and make no allowance for past 
events. Our solution is fair and administratively simple and would cut 
significantly the cost of applying the tax for both the Revenue and the 
taxpayer. 

Overhaul of the retirement relief rules. 

Repeal of the rules restricting indexation relief both on losses and 
on assets held for less than twelve months to remove complexity and 
to provide more equal treatment for the effects of inflation. 

Action to relieve the double charge to tax on gains where assets are 
held through companies. Currently there is a charge on disposal of the 
asset by the company and a second charge on shareholders' disposals of 
shares, which in turn reflect the net gains on the company's 
disposals. 

29 Capital Transfer Tax  

Improvement of business asset relief by amalgamation of all the 
existing classes of assets and giving relief at 100 per cent. 

Lifetime rates of CTT should be half those on death throughout the 
scale. 

For both CTT and CGT we would like to explore with government the scope 
for providing a facility for accumulating annual exemptions either over 
a limited period or indefinitely. 

The disincentive effect of these taxes is in marked contrast with the 
government's avowed aim of helping smaller businesses as in the business 
expansion scheme. 

1 	CBI, 1979. 
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Income Tax and the Investment Income Surcharge  

30 Our longer term objective remains to reduce the burden of direct taxes. 
For this year our priority is reduction in business taxation but in Chapter 
II we show how improved competitiveness and sustained growth will provide 

the scope for cuts in income tax in future years. 

31 We are assuming that personal allowances and thresholds will be adjusted 

in line with inflation. 

32 The Investment Income Surcharge is an additional tax applying selectively on 
certain savings and should be abolished as soon as possible. Its effect on 
retired businessmen living off the income produced by investment of the 
proceeds of sale of their businesses is unfair in that they suffer a 
surcharge on their income whereas those retiring from pensionable 
employment have their pensions treated as earned income. 

Taxation of Benefits in Kind  

33 Concern has been expressed to us about the effect of the recent seemingly 
arbitrary increases in the scales of taxation of cars and fuel provided 
for employees and the consequences of these increases on employment costs. 

We shall continue to monitor the situation. 

Business Expansion Scheme  

34 The CBI has welcomed the many initiatives introduced by the Government 
specifically targeted at encouraging small companies, especially the 
development of the Business Expansion Scheme. We would like to see this 
Scheme achieve its full potential in stimulating more equity. investment in 

small firms, but this is still inhibited by: 

the difficulty of spreading risk; 

the uncertainty as to whether an investment will qualify and if so when 

any tax relief will arise; 

- 	the difficulty of ultimately selling investments. 

35 Funds designed along the lines of Small Firms Investment 
Companies (as proposed in detail in previous CBI representations) could 
be introduced within the framework of the existing Scheme with appropriate 
changes in the legislation, and would go a long way to solving these 
remaining difficulties. They would be simpler to operate than the current 
Approved Investment Funds and provide a greater incentive to the investor as 
tax relief would arise sooner and with more certainty. 

36 Short of introducing Small Firms Investment Companies, the Business 
Expansion Scheme can be further improved in two important ways: 

An investor buying shares through an Approved Investment Fund should 
be able to obtain the tax relief in the year in which he subscribes 
to the fund even if it is not invested on until the following year. 
This would allow investors to plan better for their tax liabilities. 
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An advance clearing system for investments could be introduced. If 
the Inland Revenue felt unable to allow formal prior clearance, their 
Inspectors should at least be encouraged to give a provisional opinion, 
as some have already been doing. 

37 A number of more detailed points on the Scheme have been made in our 
Technical Representations. 

Wider Share Ownership  

38 The involvement of the personal sector in business through direct investment 
in companies has declined sharply in the past twenty years. Attitudes to 
enterprise would be greatly improved by wider share ownership, particularly 
by employees. 

39 The proposals which we have set out for improving the business expansion 
scheme, improving capital taxation, abolishing the investment income 
surcharge and for abolishing stamp duty on equity transactions should 
contribute to this. 

40 In the longer term, however, we envisage the extension of the tax 
advantages currently available on certain categories of savings to other 
categories, including savings directly invested in equities. This would 
encourage a closer identification of taxpayers with the role and functions 
of business. 

Indirect Taxes  

41 We remain concerned about a number of areas of VAT. On the domestic front: 

The treatment of pension funds. Pensions represent a cost to business 
and VAT incurred in the course of provision of pensions should 
therefore be recoverable just as it is on other business costs. 

Proposed revisions to the rules relating to partial exemption are 
likely to add to business costs and increase the administrative burden 
on businesses by drawing many of them into the partial exemption net. 
We are concerned about the pratical effects of these proposals on 
business. 	We have already registered our concern with Ministers. 

The threshold for VAT registration should continue to be moved upwards 
to help smaller firms and reduce costs. This movement should not 
however be allowed to prejudice the facility of voluntary registration 
for VAT. 

42 On the European front we remain strongly opposed to the draft 12th VAT 
Directive the origins of which seem to lie in a disregard of the principle 
that VAT should not be an impost until transactions reach the stage of the 
ultimate non-business consumer. We urge government to maintain its 
opposition to this draft directive. 

43 We continue to urge that the differential in the tax on DERV between the 
UK and other EEC countries should be phased out over time taking account 
of our motor industry's ability to meet shifts in demand, in order that 
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British business should no longer be at a competitive disadvantage compared 
with our European partners. Car tax discriminates against a major industry 
and adds to business costs. There is therefore a strong case for planning 
to eliminate it. 

International Aspects of Business Taxation  

Unitary Tax  

44 The unitary system of taxation is wholly inapropriate in the international 
field and damaging to free trade and investment. 

45 We have submitted to the US Treasury Working Group a detailed critique of 
the worldwide combined reporting unitary tax applied by some US States to 
international companies and we were pleased to liaise with our sister 
Federations in Europe and elsewhere on this topic. We warmly welcome the 
Government's own submission against the use of unitary tax. 

46 This tax is pernicious and its continued use or worse still its spread would 
have potentially far reaching consequences on international fiscal 
stability. Annex IV.3 gives the key salient points submitted to the US 
Working Group. 

47 We trust that the Government will directly and via our European and other 
overseas allies keep up the pressure for suitable changes to the unitary tax 
rules as they affect our Members' interests. 

Controlled Foreign Companies  

48 New draft clauses on this topic were issued in October 1983. The case for 
such sweeping untargetted legislation still has not been made out. We urge 
that the Government, if it acts at all, should confine itself to specific 
cases. If legislation broadly on the basis of the draft proposals is 
introduced significant changes of principle as well as of a technical nature 
would be essential if the competitiveness of British business is not to 
be damaged. 

49 We shall be making detailed criticisms of the draft proposals separately. 

Foreign Currency Losses  

50 The lack of tax relief for losses on foreign currency borrowings is an 
example of an area where UK tax law puts us at a competitive disadvantage 
compared with our trading rivals. 

51 We therefore urge that early action be taken to alleviate this situation, 
and recognise at the same time that currency gains would fall within the 
tax net. 
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ANNEX IV.1 

Extract from CBI Submission to the Green Paper on Corporation Tax 

Section 7: Stock Relief 

10 The possibility should be studied of allowing taxpayers to choose between 
stock relief and valuing stock on the "last in, first out" basis (7.1) 

11 The concept of a credit restriction should be rejected (7.2). 

12 In the interest of keeping stock relief simple, multiple indices should 
not be introduced in place of the present single all stock index (7.3). 

13 Clawback should be abolished (7.4). 

14 The six-year time limit should be removed (7.5). 

15 Some form of relief should be introduced for financial businesses (7.6). 

Section 8: Capital Allowances  

16 Capital allowances should continue to provide an investment incentive and 
should not be reduced in value (8.3). 

17 The existing system of capital allowances should be improved in preference 
to being completely changed (8.6). 

18 Tax allowances are preferred to investment grants as the means of providing 
an investment incentive (8.7). 

19 The CBI supports non-selectivity of allowances in principle and improvements 
should be made to the allowances for less-favoured sectors not at the 
expense of a reduction in the allowances for other sectors (8.8 and 8.11). 

20 The present level of first-year allowance for plant and machinery investment 
should be retained (8.8). 

21 Free depreciation should apply to expenditure on plant and machinery after 
the first year (8.9). 

22 100 per cent first-year allowances should be introduced for industrial 
buildings and free depreciation should apply after the first year so as to 
obviate the present complex record-keeping (8.9). 

23 A two per cent annum allowance for new commercial buildings should be 
introduced on a straight line writing down basis (8.10). 

24 We believe that mining allowances are in need of update and simplification 
(8.11). 
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Section 9: Treatment of Interest  

25 Interest payments should continue to be treated as an allowable cost for 
tax purposes. 

Section 10: The Schedular System  

26 Thought should be given to abolishing the schedular system and basing the 
assessment of taxable profits on audited accounts. 

27 The schedular system should not be allowed to impose unjustified restriction 
on the way relief is given on losses. 

28 The case should be examined for having consolidated tax returns for groups 

of companies. 

Section 11: Disallowed Business Expenses  

29 All expenditure deductible in computing commercial profits should be 
deductible for tax purposes. Instances where the law needs to be amended 
to give effect to this principle include: 

all incidental costs of raising finance (11.2) 
losses on foreign currency fluctuations (11.2) 
costs of raising share capital (11.2) 
discount and other expenses on acceptance credits (11.2) 
similar expenses on commercial paper (11.2) 
costs of issuing loan stocks, whether or not convertible into equity 
within three years (11.2) 
expenditure on abortive capital projects (11.3) 
post-trading expenses (11.3) 

Section 12: Unutilised Tax Reliefs and Allowances  

30 Companies should be enabled to make more immediate use of their reliefs 
(12.5). 

31 Finance leasing should not be discouraged (12.5). 

32 Further consideration should be given to allowing tax relief on interest 
to the lender where the borrower cannot use it and to removing the 1982 
restrictions on loans under section 233 of the taxes Act 1970 (12.5). 

33 Unutilised reliefs and allowances must not be cancelled or future reliefs 
time-limited or reduced in value (12.6). 

Section 17: Reforms to Advance Corporation Tax (apart from Interaction with  
Double Taxation Relief)  

37 Advance corporation tax to be offset against whole of mainstream tax 
(17.1(i)). 
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38 If the previous change is not introduced, the restricted offset of advance 

corporation tax should be applied to the company's taxable profits as a 
whole, and not as at present to each source separately (17.1(ii)). 

39 Advance corporation tax to be offset against next payment of mainstream 
tax (17.1(iii)). 

40 Carry-back period for advance corporation tax not to be time-limited 
(17.1(iv)). 

41 Advance corporation tax to be deductible from corporation tax on capital 
gains (17.1(v)). 

42 It should be possible to set capital allowances against advance corporation 
tax (17.2). 

Section 18: Double Taxation Relief 

43 Keep tax credit system as opposed to exempting foreign income (18.1). 

44 Unused double taxation relief to be carried forward or carried back 
(18.2(i)). 

45 Average all foreign tax over all foreign income for purpose of determining 
rate of foreign tax (18.2(ii)). 

46 Double taxation relief to be available despite any timing differences 
between the two tax systems (18.2(iii)). 

Section 19: Advance Corporation Tax and Double Taxation Relief  

47 Allow double taxation relief in priority to advance corporation tax (19.2) 

48 Allow foreign tax to reduce or extinguish advance corporation tax without 
a net UK rate restriction (19.2). 

49 Foreign tax to be credited against advance corporation tax without reducing 
aggregate advance corporation tax below what is repaid (19.2(i)). 
OY 

Advance corporation tax to be half present rate (19.2(ii)). 
OY 

Re-adopt net UK rate system (19.2(iii)). 

50 Dividends should be franked if they are paid out of current or past profits 
that have borne full UK tax (19.3). 

Section 20: Groups of Companies  

51 Group relief to be available for surrender in a later year than that in 
which the loss etc arises (20.2.(i)). 

52 Partial use of group relief in different years to be permitted (20.2(ii)). 

53 Surrender of relief other than loss not to be confined to the surplus not 
usable by the surrendering company (20.2(iii)). 
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54 Reliefs brought forward to be deducted from current year's income before 

calculating the amount of charges that can be surrendered to another 

company (20.2(iv)). 

55 Similar changes when a company carries on several trades (20.2(iv)). 

56 Surrender of part of a relief to consortium company and part to group 
company to be permitted (20.3(i)). 

57 Surrender should be possible in either direction between a consortium 

company and group company (20.3(ii)). 

Section 21: Capital Gains  

58 Group relief for capital gains so that one company's losses can be offset 

against another's gains (21.1). 

59 Double taxation of capital gains to be reduced, where company making capital 
gains pays dividend, by treating the dividend as a capital receipt or 
prevented by making the dividend not taxable (21.2). 

60 Relief to be allowed on losses on intra-group loans (21.4). 

61 Double taxation of capital gains to be prevented by making them not taxable 

on the company (21.5). 

Section 22: Small Companies  

62 Reduced rate to apply to first slice of all companies' income (22.1). 

63 Small companies' rate and its upper and lower limits to be announced at 

the start of the year (22.2). 

64 Reduced rate relief to be shared between associated companies as they wish 

(22.3). 

65 Companies qualifying under business start-up scheme should not be treated 
as being associated with other companies for tax purposes so long as 
restraints on share disposal continue (22.4). 
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ANNEX IV.2 

Extract from Technical Budget Representations 1984 

B 	PRIORITY POINTS 

1 	Groups of Companies  

The CBI is responding separately to the Inland Revenue's consultations on 
aspects of the taxation of groups of companies. 

Nonetheless we consider that action on the points we are raising there is a 
first priority for 1984 and we are taking this opportunity to emphasise the 
importance we attach to them. 

2 	Foreign Currency Losses and Costs of Equity Finance  

Our response to the Green Paper on Corporation Tax (CBI -October 1982) drew 
attention to the continuing anomalies concerning tax disallowed business 
expenditure or "nothings". We remain most anxious that all legitimate 
business expenditure should be allowed for tax purposes. 

In particular we suggest that priority be given to the provision of tax 
relief for all losses on foreign currency borrowings. 

In addition since the Finance Act 1980 introduced tax relief for the 
incidental costs of raising loan finance there seems to be no good case to 
continue to penalise equity finance by disallowing costs relating to raising 
it. The relevant fees are expenses of the companies concerned whether spent 
on raising equity or loan finance. In addition the fees are taxed in the 
hands of the recipients in each case. Encouragement could be given to the 
raising of equity finance by removing this penalty. 

3 	Stock Relief - Six Year Cut Off  

We have, in previous representations, opposed the six year restriction on 
the carry forward of unused stock relief contained in Schedule 9 FA 1981. 
We continue to believe that this limit should be removed. 

It is desirable to do this as soon as possible so that businesses can plan 
ahead successfully without being driven into complicated arrangements to 
prevent the neutralisation of stock relief brought forward. With the 
present six year limit and its restrictive rules governing the set off of 
available reliefs there is the danger that as the six year time bar draws 
nearer businesses will be forced to make investment decisions, which they 
otherwise would not, such as postponement of capital investment, to avoid a 
loss of stock relief. 

4 	Restrictions on ACT 

In our Budget Representations last year we drew attention to some problems 
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emanating from the rules on advance corporation tax as applied in the UK 
imputation system. We interpret the introduction of Clauses 41 and 42 in 
the original 1983 Finance Bill, to which we refer in greater detail later in 
this paper, as recognition of the existence of these problems. 

In addition to the important question of double taxation relief to which 
Clause 42 applies there are restrictions on the utilisation of ACT which 
affect the timing of othr corporation tax reliefs, such as capital 
allowances, and also the timing and amount of the ACT relief itself. We 

therefore urge that: 

a 	Capital allowances should be capable of offset against advance 
corporation tax and not just against mainstream corporation tax. 

b 	ACT payments to government should be set off against the next available 
mainstream corporation tax liability of the companies making the 
payments, instead of being deferred as at present. 

The current rule restricting ACT set-off to 30 per cent of income should 

be removed. 

d 	ACT set-off should cease to be confined to mainstream corporation tax on 
income and should instead be available to corporation tax on all profits 

including chargeable gains. 

We shall be referring to other ACT problems as they affect groups of 
companies in our separate submission. 

5 	Time Limits for Claims  

The Taxes Acts at presentcontain no uniform time limits for making claims 
and seeking reliefs. We recommend that a time limit of six years should be 
introduced for making claims, seeking reliefs and exercising options. Not 
only would this ease the compliance burden in general, but it would also be 
of particular help to the proper running of the tax affairs of groups of 

companies. 

6 	Disincorporation  

There are instances where it is commercially desirable for companies to be 
wound up and for their businesses to be continued as sole trades or 
partnerships. Unnecessary tax hurdles should not be placed in the way of 
those seeking to make these commercial changes. 

We urge that where there are genuine business reasons for 
disincorporation ways should be examined to remove present fiscal barriers. 
Particular examples are the clawback of stock relief and the double charge 
to tax in relation to the capital gains of companies which are 
disincorporated. It might, for instance, be possible to provide some form 
of roll-over where a business currently carried on by a company is 
transferred to a partnership under the same management. 
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ANNEX IV.3 

  

The Hon Donald T Regan 
Secretary of the Treasury 
Department of the Treasury 
Washington DC 
USA 

2 December 1983 

UNITARY TAXATION 

The Confederation of British Industry welcomes the opportunity to express its 
views to the Working Group on Unitary Taxation. The CBI speaks for British 
business representing directly or indirectly well over 300,000 businesses and 
organisations with over 12 million employees. We have consistently opposed the 
application of worldwide unitary tax. 

We are sending you a further paper which sets out detailed reasons why we so 
strongly oppose this system but endorse the separate accounting system based on 
the arm's length principle. Our paper also brings together previous evidence we 
have given in the United States on this issue. In this letter we summarise the 
main grounds for our opposition and the increasing concerns of British 
business. 

Grounds for Opposition  

1 	Apportionment by factors of worldwide group profits is bound to produce an 
arbitrary and unfair result in an economically non-homogeneous world. 

2 	It will overallocate profit (or loss) to those jurisdictions with higher 
payroll, property and sales values. 

3 	Anomalous effects include conversion of a direct accounting loss into a 
unitary basis profit, apportionment of more than 100 per cent of the total 
world profits and unrelievable international double taxation. 

4 	The well tried domestically and internationally accepted arm's length basis 
produces a better evaluation of the true taxable profit (or loss) arising in 
a jurisdiction. 

5 	Uncertainty is so great as to undermine business confidence in investment. 

6 	Damage to free world trade could result from a worldwide tax war following 
emulation by other countries using factors modified to suit themselves. 
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7 	Retaliation by trading partners among developed countries trying to protect 
their revenues would be even more damaging. 

8 	Compliance costs are very onerous and are bound to become increasingly so if 
more jurisdictions adopting the system require adjustments to local 
accounting, currency and tax rules and translation into local language. 

Increasing Concerns  

1 	From a survey of our Members we learn that more State fiscal authorities are 
treating more UK headquartered groups of companies as single entities after 
demanding much information but paying little apparent regard to it. Several 
Members are still disputing the issue. 

2 	Instances have been brought to our attention of significant distortion of 
financial results in the USA even extending to the conversion of losses into 
profits. 

3 	Many businesses have not yet resolved their position and are still weighing 
up the potential tax and compliance costs. Compliance costs imposed on 
companies may well be out of all proportion to yield and there is therefore 
some inclination at present to settle. 

4 	Very strong unease remains as to what the future holds and British business 
is looking closely at operations in any State using or threatening a unitary 
system 

5 	Some British businesses with operations in the USA have expressed 
considerable concern and disappointment about the lack of remedial action 
following the entry into force of the 1980 US/UK Double Tax Treaty. You 
will be aware that a number of Members of Parliament earlier this year 
sought to deny the refund of tax credit to companies headquartered, inter 
alia, in US States operating a unitary system. 

6 	Discussions with sister federations in Europe and elsewhere revealed similar 
awareness and concern about unitary tax, and its impact on and the future 
development of the international financial and commercial climate. 

In the light of the fundamental importance of this matter both now and over 
the longer term we sincerely hope that our comments will be of assistance to you 
and your colleagues in successfully dealing with the situation and preventing 
the damage which could flow from the spread of this pernicious practice. 

We would of course be pleased to try to assist you further, now or later in your 
deliberations, amplifying if necessary what has been said, in writing or orally, 
should your Group so wish. 
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Chapter V  

Government Expenditure  

	

1 	CBI policy on government expenditure was set out in the paper submitted to 
the Chief Secretary to the Treasury in July. Briefly, our priorities 
are: 

to reduce the public sector's share of GDP and enable the Government 
to finance tax cuts and reduce interest rates; 

a shift within the total, away from current to capital expenditure; 

greater efficiency in the public sector. The private sector has borne 
the brunt of the recession with significant cuts in manpower and 
substantial improvements in productivity; the public sector too must 
play its role. 

2 The Autumn Statement held total expenditure to the total, contained in the 
public expenditure White Paper, of £126.4 billion in 1984/85 and the 
Chancellor has said it will be held in cost terms in later years. We 
welcome this. 

	

3 	Our proposals on government expenditure involve changes in the pattern of 
spending but no net increase in planned totals. We would like to see an 
increase in public sector capital expenditure and specific proposals will 
be set out in a study by the Federation of Civil Engineering Contractors and 
the CBI, in conjunction with other interested bodies. We also suggest 
increased expenditure on special employment measures and measures to reduce 
energy costs to be financed by savings in expenditure elsewhere or from the 
Contingency Reserve. 

The Case for Extra Capital Expenditure  

	

4 	The CBI has consistently argued for increased public sector investment 
financed by a reduction in government current expenditure. 

	

5 	We do not suggest that all capital expenditure is good and all current 
expenditure bad. Certain areas of current expenditure contribute to economic 
prosperity and future economic development, but we believe that there 
remains considerable scope for improved efficiency in the provision of 
services and that many services would be better performed by the private 
sector. 	We do not advocate capital expenditure for its own sake but 
because we believe that increased investment, particularly in the 
infrastructure, would yield economic and social benefits, such as lower 
unemployment, reduced business costs and an improved environment. 

	

6 	We do not accept that it is simply the behaviour of total investment which 
is crucial. 	There are areas where private sector investment can, to a 
large extent, replace public sector investment - housing is an obvious 
example - but there are other areas - such as roads and sewers - where this 
is not the case. 	The reason is that a large proportion of the return to 

1 	'Public Expenditure. Submission to Government', July 1983. 
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investment in these areas is social and does not accrue to those who provide 
the finance. The public sector still has a major role to play in investment 
and our study will identify specific capital expenditure projects which 
ought to be included in a longer term programme of public sector investment 
in the infrastructure. 

7 	Despite its importance, public sector investment has dropped dramatically 
both in absolute terms and as a proportion of total public expenditure. 
The fall has been particularly marked in general government capital 
spending. The result has been a deterioration in the infrastructure which 
is adding to business costs just when efforts are needed to improve our 
competitiveness. 

i 	billion 

CHART V.1 
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1 	Figures adjusted for sales of council houses. 

8 	The Chancellor has argued recently that public sector investment has not 
fallen in real terms since 1978/79 once account is taken of capital 
expenditure in the area of defence and special sales of assets such as 
council houses. 

9 	We recognise that, by international convention, most defence expenditure is 
classed as current expenditure even when it is of a capital nature, and that 
defence spending has beneficial effects on employment. However, capital 
spending in the area of defence does little to improve the infrastructure 
and reduce business costs. 

10 Sales of public sector assets have artificially depressed the investment 
figures for recent years, but even when the proceeds from these are allowed 
for, general government investment was still around 20 per cent lower in 1982 
than in 1979. There is an urgent need to clarify statistics on public 
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sector investment and we therefore welcome the Chancellor's announcement to 
Parliament that he hopes to improve the manner in which these matters are 
presented in the next White Paper to bring definitions closer to those used 
in business. 

11 The CBI believes that public investment has been sacrificed as current 
spending and transfer payments have risen. It is easy to cut something the 
results of which will not be felt until the future; but this is a short 
sighted policy. A company adopting such an approach would soon go out of 
business. 

12 In recent Representations we have asked for specific measures to remove 
administrative constraints on capital spending and are pleased to note 
that many of these have now been accepted, and that the problem of 
underspending has become much less important in the last year. We 
particularly welcome the introduction of end year flexibility for capital 
expenditure by both central and local government. 	We also welcome the 
extension of the arrangements introduced in the 1983 Budget to give local 
authorities assurances about their allocations for capital spending in 
future years. 

13 There are three other specific areas of Government spending where changes 
are needed. 

Innovation Support  

14 The Government recognised the importance of support for innovation in the 
1983 Budget by allocating an extra 185 million over three years to cover 
extension of the existing schemes to the later stages ot innovation. It 
also announced that existing resources would allow the grant rate to be 
maintained at the 331/3  per cent rate for a further year and later, that 
it was ready to contribute up to £200 million over five years to the 
"Alvey" programme in advanced information technology, in which the grant 
rate will be 50 per cent. 

15 All these decisions were in accordance with CBI recommendations. But 
delays in obtaining EEC clearance for the 140 million scheme of support for 
the later stages of innovation and setting up the proposed Marketing 
Advisory Scheme, mean that only a small proportion of the extra £85 million 
will have been spent. Nor will the Alvey programme have as yet made many 
calls on expenditure during 1983/84. The schemes are important to the 
future of British industry but are demand-led. 	In the CBI's view the 
difference between 25 per cent and 331/3  per cent is significant in 
determining the take-up of grants. 

16 We therefore recommend for 1984 that: 

existing planned spending be at least maintained and if necessary 
increased in line with demand; 

the grant level be maintained at 331/3  per cent for 1984/85; and 

the Alvey programme be regarded as a separate funding exercise 
additional to the general 'Support for Innovation' programme. 
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Energy Costs  

17 The CBI and sectoral organisations have continued the campaign for the 
achievement and maintenance of competitive energy prices. We acknowledge 
that in certain respects over the last year to 18 months the UK's 
position has improved relative to the rest of Europe.Gas prices are now 
broadly competitive, as are electricity prices for general industrial users. 
However, we remain concerned at the level of electricity prices for 
intensive users who, despite the revised load management terms introduced 
over the last two years, still face a major price disadvantage compared with 
their continental competitors. UK prices for heavy fuel oil remain higher 
than those in the other major EEC countries, mainly because of the higher 
rate of duty levied in the UK. We have advocated for some time that the 
duty should be lowered or preferably abolished but have been informed that 
because of a contractual link with certain Norwegian gas supplies, the 
overall cost to the Exchequer would be disproportionately high compared with 
the cost benefit to industry. 

18 We therefore recommend that: 

further relief should be provided for intensive electricity users; 

and 

the implications of lowering the fuel oil duty be re-examined and at 

the very least the duty remain at its present level. 

We believe an allocation of £200 million would be appropriate in 1984/85. 

19 The CBI welcomed the Government's renewed drive for increased efficiency 
in energy use heralded by the formation of the Energy Efficiency Office 

and will be co-operating in the nationwide campaign to improve energy 
awareness. CBI also welcomed the extension of the Coal Firing Scheme 
announced at the end of 1983. However, industry still suffers from lack 
of funds inhibiting investment in energy saving equipment which would not 
only be to industry's advantage but to the national good as well. We 
therefore recommend that further consideration be given to additional 
financial assistance to encourage selected energy efficiency investment and 
the accelerated replication of new or novel technologies. 

Special Employment Measures  

20 Our proposals set out in Chapters 1-3 should, by helping to sustain a non- 
inflationary growth rate, result in a fall in unemployment in the medium 
term. However, additional measures are needed to create more job 
opportunities in the short-run. 	We therefore propose certain measures 

costing about /100 million in 1984/85: 

the age threshold for men entering the Job Release Scheme should be 
lowered to 59, not raised to 64 from April 1984 as the Government 

proposes; 

the age threshold for the Part-time Job Release Scheme should be 
lowered to 58 for both men and women and that employers should be 
entitled to a grant of 1750 as under the Job-Splitting Scheme; 

the Job-Splitting Scheme should be extended to cover newly created 
jobs, perhaps with some safeguards to show that they are jobs which 
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would otherwise have been full-time. We believe the incremental cost 
of this would be negligible; 

the Community Programme Scheme be amended to allow greater private 
sector involvement in both the sponsorship and management of the Scheme 
and to provide funding for more ambitious projects than can currently 
be undertaken. 

Controlling Government Expenditure  

21 In order to provide the resources to cover these additional costs, continued 
control of government spending at central and local level is crucial. This 
Section summarises and where necessary updates the proposal made in our 
recent submission to the Chief Secretary. 

Efficiency and Manpower  

22 The CBI has welcomed steps taken in recent years to improve the efficiency 
of central and local government, such as the establishment of an Audit 
Commission for local authorities and the management changes proposed for 
the National Health Service in the Griffiths Report. 	The CBI has also 
welcomed the extension of the Management Information System for Ministers in 
the Civil Service. 

23 The drive towards increased efficiency in the public sector must continue as 
a way of reducing the cost of providing existing levels of services. The 
CBI advocates the preparation of corporate plans for individual departments 
to clarify their objectives, and measures to follow up more aggressively the 
Rayner exercises. More attention must be paid to the effectiveness with 
which services are provided, and we urge departments to construct and 
publish performance indicators wherever appropriate to assist the management 
process. 

24 It is essential to expose central and local government to the disciplines of 
market forces. We therefore welcome the Government's commitment to 
privatisation of certain public sector services, and to the further use of 
contracting out of central and local government services and in the NHS. 
The existing legislation in respect of direct labour organisations in local 
government provides a model which can be built upon. 

25 We have recommended an extension of the legislation to include, within local 
government, in the first instance, catering, refuse collection, cleaning 
and park services. The Government should introduce similar legislation 
to oblige competitive tendering for the provision of central government 
services where this is appropriate. 

26 Increased charges and wider use of user-charging in certain areas, 
particularly local government, could help to reduce waste and to raise 
revenue. 

27 We support the proposed legislation to restrain local authority rates and 
welcome the decision to abolish the Greater London Council and other 
metropolitan authorities in view of the savings that will ensue. 

28 The CBI still believes there is scope for further cuts in public sector 
manpower which are consistent with maintaining the existing level of 
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services and has on previous occasions put forward targets for manpower 
savings. We welcome the reductions in Civil Service manpower announced by 
the Chief Secretary in November and realise that steady progress has been 
made in this area. However, progress made by local authorities in reducing 
their manpower, the major component of public sector employment, has been 
very slow, and employment in the NHS has grown faster than planned. 

29 Continued efforts are needed to achieve manpower reductions in local 
authorities and in the health service. We welcome the establishment of 
manpower targets for each regional health authority and the early 
introduction of performance indicators. We would urge local authorities 
to exercise more control over their manpower levels, perhaps by the 
introduction of cash limits for wages and salaries. 

ii 	Public Sector Pay  

30 The CBI has welcomed the fall in pay settlements in the public sector. Chart 
V.2 shows that settlements in the public services are now running at a level 
lower than those in private services and manufacturing. However, this came 
after a number of years when public sector settlements were higher than 
those in the private sector. The Government cannot afford to relax its 
vigilance. 

CHART V.2 

AVERAGE PAY SETTLEMENTS 

Per Cent 

Source : CBI Pay Databank 
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31 It is well understood that pay settlements in the public services not only 

affect the costs of provision, and therefore the private sector's 
competitiveness, but can also influence settlements elsewhere in the 
economy.The private sector is continuing to make great efforts to reduce the 
level of settlements and it is important that the public sector does the 
same. We urge the Government to adhere firmly to its 31/2  per cent guideline 

for public sector pay increases. 

iii Pensions  

32 The CBI has advocated as an eventual objective the abolition of inflation 
proof pensions in the public sector and has recommended that, in the 
interim, all public sector pension contributions be increased to the 
notional 8.5 per cent paid by the Civil Service. We welcomed increased 
contribution rates for the police force and the fire service, and recommend 
that similar action is taken in respect of other local authority workers, 
teachers and employees in the NHS. 
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Chapter VI  

Local Authority Finance  

1 	In the current year, total gross spending by local authorities in England 
and Wales will be about 135 billion which is equivalent to about 14 per 
cent of GDP and between a quarter and a third of all public expenditure. 
It is therefore a significant proportion of total public spending and it 
is necessary for the Government to control it if total public expenditure 
is to be reduced. 

Local Authority Expenditure  

2 	The Government has been attempting to reduce the real level of local 
authority current expenditure but with only limited success. Since the 
reorganisation of local government in 1974, total expenditure by local 
authorities has fallen by 16 per cent yet this has been achieved entirely 
by squeezing capital expenditure which is today only two-fifths of the level 
that it was in real terms in 1974/75. Current expenditure has not fallen 
at all. 

CHART VI.1  

GROSS LOCAL AUTHORITY EXPENDITURE IN ENGLAND AND WALES
1'2 

£ billion 

1975 prices 

20 -1 

,4PW 

10 -4  

70/71 72/73 74/75 76/77 78/70 80/81 82/8 

Current 
expenditure 	, 

Capital 
expenditure 

1 Not corrected for double counting. This may account for 
up to 15 per cent of current expenditure. 

2 Local authorities were reorganised in 1974. and some 
services were removed so that the figures are not fully 
comparable. 

Source : Local Government Financial Statistics. 1970/1-1980/1. 
CBI estimates 1981/2, 1982/3. 
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3 	Local authority gross current expenditure in England and Wales has risen 

in real terms between 1981/82 and 1983/84, despite a reduction in manpower 
on a full time equivalent basis of around 25,000 over the same period. And 
the latest manpower figures suggest that the downward trend of the last four 
years is in danger of being reversed. 

4 	The Government's objectives of seeking to improve value for money in local 
government is to be commended. Most authorities have made real efforts 
to achieve this, yet analysis of comparative performance indicators 
suggests that there is scope for further improvements in even the most 
efficient authorities. The Audit Commission has estimated that there are 
savings of /1-2bn which can be achieved by increased efficiency and 
effectiveness in the provision of services by local authorities in England 

and Wales. 

5 	The CBI strongly supports the efforts of the Government to encourage 
increased efficiency by local authorities through: 

expenditure guidelines or targets for local authorities; 

the allocation of Rate Support Grant; 

the grant penalty system; 

the establishment of the Audit Commission for England and Wales; 

the direct labour organisation regulations; 

the general encouragement of contracting out; 

the proposals for limiting the rates of the highest spending 

authorities; 

the abolition of the metropolitan county councils and the GLC. 

6 	The CBI itself, at a series of meetings it has held with larger councils 
up and down the country, has urged local authorities to make every effort 
to provide improved value for money and most councils are striving to do 
just this. An irresponsible small minority do however appear determined 
to follow high-spending policies despite the adverse consequences high rates 
have on the ability and confidence of businesses to invest, expand, develop 
new products and services, and create or maintain employment. 

Rate Limitation  

7 	In the absence of acceptable proposals to obtain restraint on rates achieved 
by increased accountability at the local level, we support the Government 
proposals for selective rate limitations which will only affect a tiny 
minority of authorities. We also favour reserve powers, which we hope would 
never have to be used, to impose general rate limitations. The argument 
that the selective rate limitation scheme represents a fundamental attack on 
the democratic rights of local authorities is questioned by the business 
community which provides councils with nearly half of their rate income 

with no accountability whatsoever. 
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competitiveness and restoring equity between the sectors. From 1929 up to 
1963 industry benefited from partial derating; the CBI believes that, 
once again, industrial concerns have a particularly strong case for relief, 
but that it should be granted to the whole business sector to improve 
competitiveness. Where companies are seeing some sign of recovery, lower 
rate bills would give business more funds to invest for the future; and 
those companies whose existence is threatened would be helped to survive. 

10 We also argue for the introduction of partial business derating on grounds 
of fairness. This measure would remove the inequity of the present rating 
system which results in domestic ratepayers in England and Wales being 
subsidised by the domestic rate relief of 18.5p per 	of rateable value. 
Business is also dealt with harshly compared with agriculture which is-
derated, yet the arguments for business being treated similarly are 
certainly as strong. 

11 For the same reasons, we recommend business derating of 2 per cent in 
Scotland to bring business into line with the domestic sector which there 
enjoys relief of 3p per £ of rateable value. (Industry in Scotland is 
already derated by 50 per cent but this is in order to make rate payments 
on industrial property roughly equivalent between England and Scotland, 
and is not relevant to the present discussion). 

12 Primary legislation would be needed to implement the measure. We propose 
that the Government should take steps at once to draft the necessary Bill 
and introduce it in time for it to be enacted by the end of July 1984. We 
recognise that this would put some pressure on the Parliamentary timetable 
but the enabling Bill could be relatively short. As the partial derating 
would apply to the rating year 1984/85 it would be necessary for rating 
authorities to reduce from September or October the monthly payment of rates 
where this was being done by instalment. Where six-monthly payments were 
made, a similar amendment would be needed for the second payment. Only in 
the case of those relatively few businesses who pay their total rates at the 
beginning of the rate year would refunds be necessary. 

13 We estimate the cost of implementation at £600 million at 1984/85 prices. 
In the first year it should be paid for by the Government through an 
increase in the Rate Support Grant, bot over a period of 3 or 4 years this 
would be phased out as local authorities improved their efficiency. In 
this context it is worth noting the point already made that the Audit 
Commission believes that between /1 and ,f'.2 billion per annum can be saved 
by local authorities in England and Wales alone, through increased 
efficiency and effectiveness in their spending. 

Empty.  Property Rate  

14 In the White Paper, the Government proposes the abolition of the rating of 
empty industrial premises. We welcome this proposal but believe that it 
should apply to all empty business properties. In principle, rates are a 
tax on beneficial occupation and should not be levied on empty premises. At 
a time of recession the rating of empty commercial property, even at 50 per 
cent of the full rate, causes financial problems for many businesses. We 
feel it is unjust to penalise owners of empty property who have tried to let 
or sell but have been unable to do so because of the recession. We estimate 
that the additional cost of this proposal would be around f30-35 million at 
1984/85 prices, and recommend that it should be implemented in 1984/85 by 
amendment to the relevant statutory instrument. 
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Rate Relief for Partially Unutilised Premises and Plant  

15 In addition we advocate the introduction of "mothballing" rate relief for 
unutilised parts of premises and plant in order to alleviate the burden 
where these have been taken out of use but are being maintained with a view 
to eventual re-employment when economic circumstances allow. Legislation 
is needed but the measure should be effective in 1985/86. 
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Executive Summary  

1 Our task is to sustain the recovery without prejudicing the gains made in 
the fight against inflation. 

2 The 1984 Budget must be prepared with this in mind. 

3 With the prospect of lower North Sea oil production we cannot ignore the 
longer term. We therefore set out a five year programme of action by 
business and government, covering the period 1982/83 to 1987/88, which aims 
to sustain last year's 3 per cent rate of growth and keep inflation low. 
Improved competitiveness and encouragement of enterprise and investment are 
necessary to achieve this. 

The overwhelming immediate need is to improve competitiveness. We are still 
more than 20 per cent less competitive against our main competitors than we 
were in the mid-1970s and the gap is still larger against our European 
rivals. 

5 Unless we improve our competitive position increases in domestic demand will 
benefit foreign rather than domestic producers and lead to a further 
deterioration in the current account. 

6 The 1984 Budget must concentrate on measures to reduce Government-imposed 
business costs - by the final abolition of the National Insurance Surcharge 
and 10 per cent business derating. Looking ahead, we need to reduce 
employers' National Insurance Contributions in 1985/86 and increase capital 
spending on the infrastructure. 

7 We do not propose that income tax thresholds should be raised by more than 
inflation. If we reduce the burden of personal taxes in the 1984 Budget 
there is a serious danger that too much would be spent on imports and 
nothing done to help our competitiveness. 

8 Only if we are successful in sustaining the present rate of growth in the 
economy will there be scope for cuts in personal taxation in future years. 

1 
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Chapter I  

Main Representations  

1 Our task must be to sustain the recovery. As the Chancellor has said, 
steady growth with low inflation is "a winning combination". Our 
Representations are drawn up with this in mind. 

2 They are set in the context of a medium term programme of action by 
business and government, covering the period to 1987/8, with the following 
key features: 

a Maintaining steady growth at around the 3 per cent rate achieved in 
1983 and expected by the Chancellor for 1984; 

b Keeping inflation low; 

c Improving competitiveness in cost, price and non-price areas; 

d Encouraging enterprise and investment. 

The 1984 Budget  

3 The overwhelming immediate need is to improve our competitiveness. We are 
still more than 20 per cent less competitive against our main competitors 
than we were in the mid-1970s and the gap is still larger against our 
European rivals. Our balance of payments current account has moved from a 
surplus of i6i billion in 1981 to one of 	billion in 1983, despite a 
large improvement in the balance of trade in oil. In 1984, world trade 
growth should help exports and keep the current account in balance. But if 
the trend continued we could run into a balance of payments crisis in the 
second half of the decade especially if the world economy slows down, and if 
North Sea oil production starts to decline at about the same time. The 
brakes would then have to be put on which would stop growth; or the pound 
would fall excessively, causing renewed inflation; or, most probably, there 
would be a combination of both. 

4 	So, our priority has to be improved competitiveness. To this end, the 
first two lines in Table 1 propose cuts in Government-imposed business 
costs - the abolition of the National Insurance Surcharge and 10 per cent 
business derating to match domestic derating. Looking further ahead, we 
also recommend a reduction in employers' National Insurance Contributions, 
by one percentage point, to take effect in 1985/86. 

5 	The next Budget should also include further measures to help enterprise,  
investment and innovation. These will pay off in the longer term. We 
recommend improvements to the Business Expansion Scheme to make invesLments 
more marketable; improved tax treatment of employees' stock options; capital 
tax reliefs; abolition of the Investment Income Surcharge, of Development 
Land Tax and of Stamp Duty on share transactions; capital allowances for 
commercial buildings. 



3 

6 In addition, we want to see a higher level of capital spending, as soon as 
practicable, to improve the infrastructure. This will both help our 
competitiveness in the medium term and provide work for the sorely-pressed 
construction industry. We propose that this be financed by reducing 
Government current expenditure. 

7 In addition, a reduction in the cost of borrowing, which remains high in 
relation to inflation, is a priority. 

8 We do not propose that income tax thresholds and bands should be raised by 
more than inflation. Those in work have improved their real income after 
tax substantially since 1979, while company net income has fallen 
drastically. Increases in tax thresholds are an inefficient way of reducing 
the poverty trap and have little impact on the unemployment trap. 

9 If personal tax were cut in the 1984 Budget, there is a serious danger that 
too much would be spent on imports and nothing done to help our 
competitiveness. In subsequent years, if we can improve our 
competitiveness, keep growth going, and the balance of payments under 
control - and if public spending is held down in real termb as the 
Government proposes - we should be able to make further substantial 
reductions in taxation, including personal tax, while reducing public 
borrowing as a percentage of GDP. 

How our proposals can be financed  

10 The cost of our proposals for the 1984 Budget are set out in Table 1.1 

11 They should not be financed by raising the burden of taxation elsewhere as 
this would, to a large extent, offset their beneficial effects and might add 
to inflation. 

12 In the Government's medium term financial strategy, as set out in the Budget 
last March and in the Chancellor's Autumn Statement, there would appear to 
be little if any scope for tax reductions in the 1984 Budget but very much 
more in the Budget of 1985. 

13 However, as the Chancellor pointed out in the House of Commons in November, 
these estimates "are subject to a wide margin of uncertainty at this stage 
and rest on a number of conventional assumptions. The Autumn Statement 
is not a time for decisions on appropriate levels of borrowing or taxation. 
By the time of the Budget I shall have much more, and much more up-to-date, 
information". 

14 Our proposals imply a somewhat higher level of public borrowing in 1984/5 
than the Chancellor has assumed in his Autumn Statement. They increase 
borrowing by per cent of GDP, but leave it well within the Chancellor's 
target in the following year (1985/86). On present estimates, they would 
reduce the PSBR as a percentage of GDP from 31 per cent in 1983/4 to 
3 per cent in 1984/85, and if our medium term programme were fulfilled the 
figure would fall to around 1i per cent by 1987/88. 

• 
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15 While the economy expanded at a rate of.3 per cent in 1983, we see a 
significant risk that it may slow down in the second half of 1984 if nothing 
is done. This would have a serious effect on business confidence and put 
the objective of steady growth at risk. On the other hand we do not think 
the risks of the economy overheating if our proposals are adopted are 
significant. 

16 We believe that our proposals can be justified as a sound long-term 
investment in the future of this country. Also: 

they would still keep our public borrowing as a proportion of GDP lower 
than in any other important industrial nation. 

they should not add to inflation becaus6 they reduce costs. 

they should enable interest rates to be reduced as external factors 
permit. 

• 
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TABLE 1.1 

CBI TAX RECOMMENDATIONS FOR 1984 BUDGET1  

(£ billion) 

Proposed Changes: 

1984/5  Cost 

A Lower Business Costs  

 

 

Abolition of NIS 
Partial Business Derating 

and Other Measures 

0.9 
0.7 

B Measures to Encourage  
Enterprise and Investment  

Improved Stock Options 
Stamp Duty Changes ' 
	

0.5 
Capital Tax Changes 
Amendments to Business 

Expansion Scheme 
Abolition of Investment 

Income Surcharge 
Corporation Tax changes 
	 0.1 

Abolition of Development 
Land Tax 

Feedback Effect 	 -0.4 

Net Effect on PSBR2 
	

+1.8 

1 	Where no cost is indicated this is either because the cost of the 
proposal is insignificant, or would not become effective until 
1985/86. 

2 	In comparison with unchanged policies using the same definition as the 
Treasury. The full year cost of these proposals is about £2i billion. 
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Chapter II  

The Medium Term Programme  

INTRODUCTION 

1 This Chapter sets out the action which Government and business need to take 
to sustain steady growth and low inflation over the period to 1987/88. The 
economic arguments underlying our proposals for the 1984 Budget are set out 
in Chapter III and the details of these tax and expenditure proposals are 
set out in Chapters IV, V and VI. 

THE NEED FOR A SUSTAINED RECOVERY 

2 Over the past 10 years the British economy has grown only slowly, with much 
of the growth attributable to increased oil production. 

3 In the next decade, oil production is likely to plateau and then fall. 
To avoid depressing the standard of living, it is essential to develop 
competitive businesses to compensate for this. 

4 The recession has hit particularly those film:, facing international 
competition and the investment goods industries. To survive they have had 
to cut expenditure and rationalise. We need now to build on the lessons 
learnt from this process to form the basis of a successful recovery. 

5 Confidence is vital. Our Surveys show that the major constraint holding 
back investment is lack of certainty about growth and prospects (44 per cent 
of the respondents to the October 1983 CBI Industrial Trends Survey quoted 
uncertainty about demand' as the main factor holding back their 

investment). For confidence to invest in the future businessmen need to be 
convinced that the recovery will be sustained. In this way growth can 
create its own momentum. 

• 
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6 Growth is also necessary to generate higher living standards and help 
create more jobs; with 3 million unemployed this is crucial. 

7 Lack of growth in the economy increases the tension between the living 
standards we can afford and those to which we aspire. Slow growth leads to 
rising public spending on unemployment which can only be paid for by 
cutting benefits or public services, raising tax levels, or running the risk 
of excessive borrowing. 

8 It has been argued that too rapid a rate of growth would lead to a 
deterioration in the quality of life or the environment. But stagnation 
or a rate of growth that is too slow can also damage the quality of life - 
through rising unemployment and the consequent loss of human skill, reduced 
growth in expenditure on education and health, and through deterioration 
of the infrastructure. 

9 A rate of growth that is too rapid may lead to inflation. For this reason, 
holding down inflation is an essential element in our strategy for growth. 
Moreover, growth can hold down costs through spreading overheads and 
generating more funds for cost-cutting investment. 

THE SPEED OF THE RECOVERY  

10 During the 1970s GDP grew at an average rate of 1 - li per cent per annum. 
But the trend during the 1950s and 1960s was much higher, close to 3 per 
cent. Given the dangers of shortages and inflation if growth is too fast, 
and of rising unemployment and higher taxes if growth is too slow, what rate 
should we aim for? 

11 To answer this we need fist to assess our starting point and then to 
consider the likely external environment. 

Capacity  

12 At first sight it would appear that we start from a position of considerable 
spare resources in the economy. An eighth of the labour force is unemployed. 
The different indicators of spare capacity in the manufacturing sector from 
the CBI Industrial Trends Survey, suggest that although capacity has been 
reduced, partly in response to low demand, there is still considerable scope 
for higher capacity utilisation. 

13 This conclusion is backed up by most other researchers', though it has 
been argued that much of this capacity is not economically viable or is not 
in those particular sectors where it would be needed in a recovery. 

1 The OECD (Economic Survey of the United Kingdom, 1983) and J Taylor 
("Unused Productive Capacity in the UK: 1950-82" Unpublished paper, 
University of Lancaster) both conclude, using different methodologies from 
the CBI Survey, that there is considerable unused capacity in the UK 
manufacturing sector. P W Robinson (iP0 Economic Outlook, August 1981) has 
argued that there is in fact relatively little spare capacity. This 
conclusion is based, however, on the assumption that the total available 
capacity is equal to a 5 year moving average of output rather than using 
direct information about how much capacity is in existence. 

• 
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14 Clearly as growth proceeds we should expect some shortages of capacity, 
labour and components. But temporary shortages can reflect a changing 
economic structure and investment in new capacity and production of 
components and training for skills is unlikely to take place without such 
market signals. The rate of growth that is sustainable without inflation, 
however, will depend on holding down such shortages to tolerable levels. 

North Sea Oil  

15 Another major factor that will affect the prospects for the economy in the 
coming years is North Sea Oil. We are now close to the likely peak level 
of production and over the period to 1987/8 production is likely to 
plateau or, possibly, decline. Assuming this profile for production, North 
Sea oil revenues, which have had beneficial effects on Government finances 
and greatly cushioned the impact of the recession on taxpayers are also 
likely to level out and may well decline towards the end of the decade. 
North Sea oil has also made a major contribution to the balance of payments 
and this increases the need for improved competitiveness as oil production 
declines. 

The Achievable Rate of Growth  

16 We propose that our Medium Term Programme should aim at an annual rate of 
growth of 3 per cent from 1982/3 to 1987/8. This is an optimistic figure by 
the standards of the last decade but we believe that it can be achieved. 

17 A rate of growth slower than this would risk the difficulties described 
above; a faster rate may be achievable but might lead to difficulties, for 
example, for inflation and the balance of payments. 

18 Our view that steady growth at around 3 per cent a year coupled with low 
inflation is a realistic objective over the five year period is based partly 
on the fact that it has been achieved in 1983 and is expected by the 
Chancellor to be achieved in 1984; and partly on past experience, coupled 
with the belief that we can improve on our past perfoniance, particularly in 
the field of international competitiveness. 

The External Environment  

19 During the twenty years 1953-1973, before the first sharp rise in oil 
prices, GDP in this country grew at an average rate of 3 per cent a year 
(and faster during recovery periods), with retail price inflation averaging 
just over 4 per cent a year. 

20 It is true that the volume of world trade in manufactures rose during this 
period at an annual rate of 9 per cent a year, and that we are assuming 
that it will rise by about 3 per cent a year during our five-year period. 

• 



9 

21 On the other hand it must be remembered that from 1953 up to the devaluation 
of 1967, our competitiveness worsened very markedly - our unit labour costs 
in manufacturing rose something like 25 per cent more than the average of 
our main competitors. During the rest of the period up to 1973 our unit 
labour costs continued to rise somewhat faster than our competitors' in 
national currencies, and we were able to maintain our cost competitiveness 
and indeed improve it - only by a fall in the value of the pound totalling 
around 25 per cent against a basket of currencies. 

22 Over the period to 1987/8, we should not rely on a fall in sterling, but we 
do aim to avoid a deterioration in our cost competitiveness, through higher 
productivity, realistic pay settlements and cuts in government-imposed 
business costs; and indeed to improve it, as we have done over the past two 
years. We are also assuming some improvement in our non-price 
competitiveness through encouragement of enterprise, higher profitability 
leading to more investment in new equipment, new products, marketing, 
training,etc. 

23 In these ways we believe we can achieve growLh in our cxports at around 
the sane rate of world trade, instead of a much slower rate as in the past; 
and that even in an environment of considerably slower growth of world trade 
we can thus emulate our past performnce of growth of the national economy 
at around 3 per cent a year, with low inflation, without running into 
balance of payments difficulties. 

OUR PROGRAMME FOR SUSTAINING GROWTH  

24 Achieving sustained growth with low inflation will require action by 
government and business to: 

encourage enterprise and investment; 

improve competitiveness; and 

hold down costs. 

Encouragement of enterprise and investment  

25 For the economy to grow and create jobs, enterpreneurs, investors and 
managers must be prepared to sacrifice leisure or short term rewards. To 
encourage this they must be allowed to keep for themselves a fair proportion 
of the returns created by their efforts or investment. 

26 Enterprise is likely to be best encouraged when the public has a direct 
stake in the system through widespread share-ownership and when managers 
and employees have a direct stake in their own firms. 

We therefore propose measures (see below and in Chapter IV) that will 
reduce tax disincentives to enterprise, investment and share- 
ownership. 

• 
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27 The prospects for growth can also be improved by reforms aimed at greater 
flexibility in labour markets and by Government regulation of commerce and 
industry being kept to a miminum. 

28 We intend to bring forward proposals in these areas and in industrial 
policy to improve the prospects for growth. 

Competitiveness  

29 To ensure that UK producers win a sufficient proportion of markets at home 
and abroad to sustain growth, improved competitiveness is essential. 
Improved competitiveness is also necessary to prevent the fall in the 
balance of payments current account surplus from E6i billion in 1981 to 
about Eli billion in 1983 becoming a trend that could halt the recovery 
in the medium term. 

30 Our programme aims at improving both cost competitiveness and non-price 
competitiveness by: 

lower pay settlements than in competitor countries; 

continued rapid increases in productivity; and 

reductions in taxes on business that add to costs. 

Chart 11.1 

31 The improvements in non-price competitiveness should result from increased 
profits and the confidence to plan for expansion leading to higher 
investment, not only in fixed assets, but also in: 

research and development; 

marketing; and 

training. 

32 Many of the arguments about competitiveness are aimed at the manufacturing 
sector since this is the sector most directly exposed to international 
competition. If we look at our total exports of goods and services, about 
half the value added in the UK is in manufacturing industry. The other 
half is contributed by other sectors such as agriculture, energy, 
construction, communication, distribution and other services. These non-
manufacturing sectors contribute in two ways, roughly equal in importance. 
First, they supply goods and services to manufacturers, help them get their 
exports to the ports and sell them abroad. Secondly, these sectors produce 
the invisible exports on which we rely so much. So improved competitiveness 
is also important for the non-manufacturing sectors. 

Costs  

33 We believe that high inflation is damaging to the economy and that for 
growth to be sustained low inflation is vital. For this reason we are 
not relying on a falling exchange rate to improve competitiveness, or a 
lax monetary policy to boost demand. 

• 
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34 Our progranni of pay moderation, rising productivity and reduced taxes on 
business will result in lower unit costs and help hold down inflation. The 
public Rector must play its part by ensuring that it does not contribute to 
inflation by unjustified increases in its costs, prices and taxes. 

Macroeconomic Policy  

35 Macroeconomic policy also has an effect on the prospects for growth and 
inflation. 

36 We support the aims of the GovernMent's Medium Term Financial Strategy 
(MTFS). Such a strategy helps to create confidence in its aim of holding 
down inflation. However, we have consistently argued that the targets 
contained in it have to be interpreted flexibly and sometimes adjusted 
in the light of developments and prospects for the economy. The monetary 
targets should aim to allow sustained growth provided that this does not 
conflict with the objective of low inflation. 

37 The medium term fiscal targets in the MTFS should be such as to hold down 
the ratio of public debt to GDP. In the short-term however, we would 
envisage deviations from that path where necessary in the light of economic 
circumstances for cyclical reasons, or if they specifically improve 
competitiveness. 

38 Table 11.3 in the Annex shows that if the present rate of growth is 
maintained and government spending is held to its prcsont level, there would 
be scope for tax cuts of 21 per cent of GDP by 1987/8. This would be 
equivalent to about £2 billion (in 1984/85 prices) in each of the four 
Budgets before then. The proposals set out in Table I.1 would use up about 
£2i billion by 1987/8 at 1984/5 prices. We would envisage (and have assumed 
in our calculations) that most of the rest of the sums available being used 
to reform and cut personal taxation on income and capital and to reduce 
payroll taxes on employers. The following ready reckoner gives the cost 
of possible options for tax changes. 

Costs of Possible Options for Tax Changes  

Cost in full year 
1984/85 prices 

£bn 

Lower basic rate of income tax by 1 per cent 	1.0 
Reduce employers' NIC by 1 per cent 	 0.9 
Reduce top income tax rate from 

60 per cent to 50 per cent 	 0.2 
Derate business by a further 10 per cent 	 0.5 
Increase income tax thresholds 

and bands by 5 per cent more than inflation 	0.8 
Reduce corporation tax rate by 5 per cent 	 0.8 
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THE RISKS AND THE REWARDS  

39 Our economic strategy might be driven off course by factors beyond our 
control. Further international disruption as occurred in the 1970s with 
sharp rises in oil prices, such as default by a major debtor nation, might 
require the strategy to be revised. We would have to face such circumstances 
as they occurred and make appropriate adjustments to the strategy. 

40 The strategy could also be thrown off course as a result of factors that 
are under own control - we could allow inflation to pick up or our 
competitiveness may be insufficient to prevent a deterioration in the 
balance of payments. Either of these would reduce the achievable 
sustainable rate of growth. 

41 If we steer away from these rocks, however, the benefits of success will 
be immense. 

42 Further rises in living standards for those in work would be achievable 
while at the same time unemployment would start to fall. 

43 If public spending were held roughly constant this would permit scope for 
substantial cuts in the burden of taxation as well as allowing public 
borrowing to fall substantially as a percentage of GDP (see Table 11.3). 

44 Perhaps most important, success would permit us to start to adjust our 
structure of industry and commerce to cope with the problems that may emerge 
in the 1990s and beyond, such as declining North Sea oil revenues, 
increasing technological demands for public services and demographic changes 
including the need to fund the pensions of an ageing population in the next 
century. 

• 
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ANNEX 11.1  

HOW OUR PROGRAMME ADDS UP  

1 This Annex gives illustrative figuring to show how the different elements 
in our programme fit together. The figures are not forecasts and their 
relative precision, without reference to the obvious margins of error 
involved, is merely intended to simplify the exposition. 

Demand  

2 Table 11.1 shows the growth in the different components of demand which we 
expect to be consistent with our programme. The greatest absolute 
contribution to growth comes from consumers' expenditure rising in line 
with real incomes. The fastest growing components, however, are fixed 
invesLment, as profits recover, and exports, as world trade recovers and 
competitiveness improves. 

Table 11.1   

Pattern of Growth1Consistent with CBI Programme 
(Percentage annual change in volume) 

Estimated Growth so Far Projected Growth  
(1982/3 to 1983/4) 	(1982/3 to 1987/8) 

GDP (average measure) 	 2i 	 3 
Consumers Expenditure 	 3 	 2 
Fixed Investment 	 li 	 6i 
Government Current Expenditure 	 2 	 0 

on Goods and Services 
Exports of goods & services 	 0 	 4 
Imports of goods & services 	 5 	 5 

1 	Both between 1982/3 and 1983/4 and, to a lesser extent, between 1982/3 and 
1987/8, there is some contribution to growth from a changing rate of 
stockbuilding. 

Competitiveness  

3 	Our unit labour costs in manufacturing in the past two years have risen by 
about 2i per cent per annum less than those in competitor countries. We 
have assumed over the next four years that, if our programme is implemented, 
this differential will be maintained. The improvement in our cost 
competitiveness indicated in Chart II.1 and improvements in our non-price 
competitiveness compared with our past performance are forecast to lead to 
annual export growth in manufactures over the period of about 3 per cent , 
the same as the growth in world trade in manufactures. Since the trend over 
a long period has been for total UK exports of goods and services to rise 
about 1 per cent per annum faster than our exports of manufactures, we have 
projected growth in the latter of 4 per cent. 

• 
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4 Imports of goods and services are forecast to grow by 5 per cent per 
annum, slightly more slowly than the 7 per cent growth that would have been 
predicted without improved competitiveness. 

Employment  

5 Over the past two years, output per head in manufacturing has grown at 
an annual rate slightly faster than 7 per cent. Our projection for the 
next 4 years is that this will slow to about 5 per cent: Productivity in 
the economy as a whole only grows at slightly below half this speed however, 
with (by convention) little growth in productivity assumed for the public 
service sector and productivity in the private service sector forecast to 
grow by 2 per rent per annum. After taking account of changes in the labour 
force, the progrAmmp is forecast to start to reduce unemployment, bringing 
it down to under 2i million by the beginning of 1988. This calculation does 
not 	take account of further reductions that might result from special 
employment measures of the kind set out in Chapter V. ' 

Chart II. 2 

6 	The scenario set out above would imply manufacturing production growing 
faster than production in other sectors. However, the pattern of 
productivity improvements implies some further job losses in manufacturing 
while net increases in employment would be likely in the service sector. 
Table 11.2 gives the projections for employment by sector and for. 
unemployment. 

• 

Table 
Employment and 

11.2  
Unemployment (millions) 

1988 	Change 
1st Qtr. 1983 Q1 to 

1983 
1st Qtr. 4th 

1983 
Qtr (est) 

1988 Q1 

Manufacturing Employment 5.4 5.3 5.2 -0.2 
Public Service Sector 

Employment 5.0 5.0 4.7 -0.3 
Private Service Sector 

Employmentl  13.1 13.2 13.9 +0.8 

Total employment 23.5 23.5 23.8 +0.3 

Labour Force 26.5 26.4 26.5 

Unemployment 3.0 2.9 2.7 -0.3 

1 	Includes self-employed and employment in the non-manufacturing 
nationalised industries. 
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Monetary Policy  

7 The projections assume growth remaining steady at an annual rate of about 
3 per cent and the rate of increase in the GDP deflator falling from 71 per 
cent during 1982/3 to about 4 per cent in 1987/8. The projections assume no 
trend change in the velocity of circulation for the wider monetary 
aggregates over this period and so these are forecast to rise in line with 
money GDP. 

Government Revenue and Expenditure  

Table 11.3  
Government Financial Accounts  

Percentages of GDP 
1982/3 1983/4 1987/8 projected 

Receipts1  43 42 39 (after 2i per cent 
net tax cuts) 

Expenditure' 47 46 401- 

PSBR 31  3i 11 

1 	General government receipts and expenditure; some adjustments to the 
difference between these figures are necessary to derive the PSBR. 

8 	Table 11.3 shows how our proposals for taxes, expenditure and revenues add 
up. 

9 	Over the 5 year period to 1987/8 we propose that the level of public 
expenditure should be held constant in cost terms. This would reduce it 
from 47 per cent of GDP in 1982/3 to 401 per cent of GDP in 1987/8. 
Provided that inflation remains low and economic growth continues, we would 
aim at a falling PSBR as a percentage of GDP to hold down the ratio of 
public debt to GDP and to prevent "crowding out" of the private sector in 
the medium term. 

10 We estimate that at present rates of tax (after adjusting for inflation) 
there might be a slight fall in government revenue as a percentage of GDP 
and with some other accounting adjustments this might leave scope for net 
tax cuts, consistent with our estimates for borrowing and expenditure, of 
2i per cent of GDP. 

• 
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Chapter III  

The Economic Background  

1 This Chapter explains the economic reasoning behind the recommendations 
for the 1984 Budget. It explains why we believe that the Government must 
take immediate action to reduce business costs rather than the burden of 
personal taxation. 

Recovery in Progress  

2 A recovery is under way. The latest figures for GDP show that the trough of 
the recession was in the second quarter of 1981 and that the economy has 
been growing fairly steadily since then. It is, however, difficult to be 
,precise about the extent of the recovery because of the unusually large 
discrepancy between the various measures of GDP. By the third quarter of 

. 1983 the expenditure measure of GDP was nearly 5 per cent higher, the income 
measure 7 per cent higher, and the output measure 4i per cent higher, than 
in the first half of 1981. 

Chart 111.1 

3 Although the output measure is generally regarded as the best indicator 
of short-term movements in GDP because it is much less liable to revision 
than the expenditure and income based estimates, there is no reason to 
believe that it is more accurate than the other estimates over longer 
periods. In these circumstances, it is conventional to use the average of 
the expenditure, income and output measures. On this basis, GDP in the 
third quarter of 1983 was just over 5 per cent higher than in the first 
six months of 1981. 

4 It is clear that the recovery is uneven and from a low base; for 1983 as 
a whole GDP (average measure) was only as high as in 1979. Moreover, 
North Sea oil has made an important contribution to growth; between the 
first halves of 1981 and 1983, oil and gas extraction rose by 23 per cent in 
volume terms and contributed nearly 1 percentage point to the growth of GDP 
(output measure) over the period. Manufacturing production, as a whole, 
remains depressed although there is growth in certain sectors. Output in 
manufacturing was about 2 per cent higher in the third quarter of 1983 than 
in the first half of 1981; by the third quarter of 1983, manufacturing 
production remained 14 per cent lower than in 1979. It should, however, be 
noted that the CSO's index of manufacturing production shows a considerably 
flatter picture during 1983 than would be expected on the basis of the 
results of the CBI Industrial Trends Survey. 

Chart 111.2 

5 Inflation (as measured by the increase in the RPI over the previous twelve 
months) has dropped faster than expected from a peak of 21i per cent in the 
second quarter of 1980 to under 4 per cent in the second quarter of 1983. 
Although inflation measured in this way has risen slightly since then this 
reflects the ending of certain special favourable factors and does not 
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indicate a resurgence of inflationary pressures. Other indicators confirm 
that inflation remains under control. The annual increase in the GDP 
deflator has fallen from over 20 per cent in the second quarter of 1980 to 
just over 5 per cent in the second quarter of 1983. The annual increase in 
unit labour costs in the second quarter of 1983 was 2.2 per cent for the 
whole economy and 2.4 per cent in manufacturing, compared with increases of 
22.2 per cent and 24.9 per cent three years earlier. 

6 There have been substantial gains in productivity during the last three 
years, particularly in manufacturing. In the first six months of 1983 output 
per head in the whole economy was nearly 9 per cent higher, and in 
manufacturing 13 per cent higher, than three years earlier. Nevertheless 
there remains a wide gap in levels of productivity between ourselves and our 
main competitors, particularly in manufacturing. 

7 Profitability has also improved from the very low levels of the last few 
years. Industrial and commercial companies' (excluding North Sea 
activities) gross trading profits (net of stock appreciation) rose 
substantially in 1983 and we expect the real rate of return to have risen to 
around 6i per cent. However this is still not only well below the level 
common in the 1960s but also less than in 1978, and remains below the rate 
of return of our major competitors. A recent study by the OECD1  showed 
that in 1982 the real rate of return on capital in manufacturing in the UK 
was less than half of that in the United States, Germany and Canada, and 2  
only about one-fifth of that in Japan. We agree with the Bank of England 
that the current rate of profitability is 'well below the level necessary 
for a healthy rate of investment'. 

The Need to Sustain the Recovery  

8 We fear that unless the Government implement our proposals and take further 
action to reduce business costs and improve competitiveness, the present 
recovery could falter later this year. Without such actions, our latest 
forecasts, published at the end of November, suggest that GDP, as measured 
by the average estimate, could rise by -2 per cent between 1983 and 1984 
as compared with an estimated increase of some 3 per cent between 1982 and 
1983. 

9 On the basis of existing economic policies, we expect the growth of 
consumers' expenditure to slow down in 1984. The strong increase in 
expenditure in 1983 was chiefly supported by a substantial fall in the 
savings ratio. Further falls are unlikely in 1984 bearing in mind that some 
of the fall which has occurred since the beginning of 1982 was due to 
special factors (such as the abolition of HP -controls and the large increase 
in bank lending for mortgage purposes). The significant fall in inflation 
in rent years has also played a part but we expect only a modest further 
fall in 1984. 

1 	OECD Economic Outlook July 1983 Table 23 
2 	Bank of England Quarterly Bulletin December 1983 p. 457 
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10 Nor do we expect any marked increase in stockbuilding during 1984; we 
believe that companies have learnt to live with lower levels of stocks in 
relation to turnover. 

11 Our Surveys suggest a faster rate of growth of investment in 1984 helped 
by improved profitabilty. We also expect an improvement in net exports, 
following the improvement in competitiveness in 1983, but these are unlikely 
to be sufficient to compensate for the slower growth of consumption and 
moderate stockbuilding. 

12 A slowdown in the rate of recovery next year is supported by other 
forecasting bodies. Given the margins of error involved in forecasting GDP, 
it is quite possible that growth next year could be faster than the 1i-
2 per dent that was our central forecast last November. But it could also 
be slower. If the recovery were to falter the consequences for business 
confidence would be severe and put the objective of sustained growth at 
risk. Chapter II makes clear the dangers and we believe these far outweigh 
the risks of the economy overheating should growth be faster than our 
central forecast. 

Competitiveness  

13 Although the past year has.  seen a marked improvement, our unit labour costs 
in manufaciuring are still more than 20 per cent higher when measured 
against our main competitors than they were in the mid-1970s and that gap is 
still larger against our European rivals. Our Trends results confirm that 
although price competitiveness is now better than during most of the period 
1979-82 it still remains very poor in relation to earlier periods. 

14 As a consequence import penetration in manufacturing remains very high and 
we have continued to lose our share of foreign markets in both goods and 
services. The sluggish response of manufacturing output to the recent rise 
in domestic demand, and the deterioration of the current account of the 
balance of payments,are further evidence of our weak competitive position. 

15 Improving competitiveness requres action by both business and Government. 
Business must hold down unit labour costs by moderating pay increases and 
by improving productivity. Each year since the 1978/79 pay round, the CBI 
has engaged in an extensive series of conferences throughout the country 
underlining the vital links between holding down unit labour costs, 
competitiveness, profitability and jobs. The message has been accepted and 
for the last two years the growth of unit labour costs in manufacturing has 
been lower than the average for competitor countries. But there is still a 
long way to go. Important competitors like Geranny and Japan continue to 
have very small increases in unit labour costs. 

16 Business cannot do the job on its own. Government too must help by reducing 
the costs it directly imposes on business. Government-imposed costs on 
business in the form of National Insurance Surcharge, employers' National 
Insurance Contributions and business rates rose by 20 per cent in real 
terms between 1975 and 1979. Since 1979 there has been a decrease in the 
real burden but much still needs to be done, in the face of continued tough 
trading conditions. 

• 
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Chart 111.3 

We regret the increase in the upper earnings limit for National Insurance 
Contributions announced in the Autumn Statement and urge the Government to 
take action in the Budget to reduce business costs by means of: 

the final abolition of NIS 

10 per cent partial business derating. 

We also urge that the Chancellor announce, as soon as possible, a one 
percentage point reduction in the rate of employers' National Insurance 
Contributions to take effect in 1985/86. 

Business and Personal Taxation  

17 Cuts in Government-imposed costs on business must take priority over cuts in 
the burden of personal taxation for the following reasons: 

the immediate and overwhelming need to improve competitiveness. 

if there were to be cuts in the burden of income tax, given our weak 
competitive position, a large part of the resulting increased 
consumption would go on imports. 

reducing business costs helps reduce inflation; 

whilst profits have improved lately, it has been from a very low level. 
By contrast, consumers have been doing relatively well in terms of real 
personal disposable income over the past years. They have become 
better off - at least those remaining in employment - while companies 
are much worse off. 

Chart 111.4 

18 We therefore recommend that personal tax allowances are only increased in 
line with inflation. Increases in tax thresholds are an inefficient way 
of reducing the numbers caught in the poverty trap because they affect all 
taxpayers. Most of those taken out of tax by small increases in the 
thresholds are not the heads of households affected by the poverty trap. 
Because unemployment benefit is now taxable such increases also have little 
impact on the incentive to work. 

Fiscal Policy  

19 Our policy proposals are, if implemented, likely to raise the PSBR in 
1984/85 by 	-2bn (or per cent of GDP) above the level it would 
otherwise have reached. We believe that our proposals are consistent with 
further falls in the trend rate of inflation and with reductions in interest 
rates. 

• 
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20 Although our proposals involve raising the share of the PSBR in GDP above 
the level proposed for 1984/5 in the Autumn Statement, they still imply 
a reduction from the likely outturn for 1983/4 and remain consistent with 
the generally declining path for the PSBR as a percentage of GDP which is 
an important feature of the MTFS. 

Chart 111.5 

21 Our proposals would also leave public borrowing in the UK (as a proportion 
of GDP) lower than in any other major OECD country including several with 
lower inflation rates than the UK. 

Chart 111.6 

22 In previous Representations we have argued that the size of the PSBR can be 
a misleading guide to the stance of fiscal policy and that it is important 
not to give too much emphasis to setting or achieving a precise target for 
the PSBR in any one financial year. 

23 The composition of the PSBR is of great importance. For any given PSBR, 
different combinations of taxes and government spending will have different 
effects on inflation, interest rates and economic activity. An increase 
resulting from increased government current spending could well raise 
inflation and interest rates. By way of contrast, the same increase brought 
about by measures to reduce business costs could actually reduce inflation 
and help keep down interest rates by reducing company borrowing. 

24 The Government has managed to cut its borrowing significantly since first 
coming into office in 1979. In that year the general government deficit 
was equivalent to 3.2 per cent of GDP according to OECD figures. By 1982 
this ratio had been reduced to 2.0 per cent. But the underlying improvement 
is even larger than this. The OECD calculate that the recession added 
5.1 per cent to the ratio in that period as expenditure on social security 
payments rose and tax revenues fell. So the underlying fall in the 
deficit/GDP ratio between 1979 and 1982 is not 1.2 per cent but 6.3 per 
cent, this being larger than the size of the deficit itself. The conclusion 
must be that a very large part, if not all, of the present deficit is due to 
the recession and would disappear if recovery were sustained (this is 
shown in the annex to Chapter II). In these circumstances the concentration 
of policy on the simple PSBR/GDP ratio can be misleading. 

Monetary Policy and Interest Rates  

25 Although nominal interest rates have fallen from the high levels reached at 
the beginning of 1980, they remain, by historical standards, high in real 
terms. 

Chart 111.7 
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26 There are of course great difficulties involved in measuring real interest 
rates and it might be argued that the normal measure used overstates the 
real interest cost faced by companies by not allowing for interest relief 
from corporation tax. Post tax measures of the real interest cost faced 
by companies have to be treated with some care however. Insofar as 
companies are earning insufficient profits fully to offset interest 
payments, post-tax measures will underestimate the real interest rate being 
paid by these companies. The real interest rate faced by most companies 
will lie somewhere in between the normal and post-tax measures, with less 
profitable companies and those investing heavily with large capital 
allowance paying a higher net real rate. 

27 Until 1980 profitability remained significantly above the level of real 
interest rates. More recently this has not been the case, as the Chart 
shows. This decline of profitability relative to real interest rates 
emphasises the need to lower interest rates. 

28 A move towards lower interest rates would help considerably to sustain 
the recovery. While real interest rates are high firms will be encouraged 
to invest profits in financial rather than physical assets, but it is 
investment in the latter which is crucial to sustain growth and provide 
productive capacity. 

29 We fully accept that interest rates are not under the Chancellor's control 
in the same way as public spending, National Insurance Contributions and 
other taxes, and that external influences can be an important constraint. 
Nevertheless, we believe that the Government can influence interest rates 
and that there is scope for further cuts. 

30 Different monetary aggregates give conflicting accounts of the tightness of 
monetary policy. So far, in the current target period [to November 1983] 
annualised growth rates for monetary aggregates vary from [10.5] per cent 
for [iM3] to [12.1] per cent for [PSL2]. However, it seems likely that £M3, 
and possibly M1 also, will show growth inside the target range of 7-11 per 
cent at the end of the current target period and PSL2 growth is unlikely to 
be far above the top of the range. Furthermore MO, the new target aggregate 
which the Chancellor feels is especially useful in guiding official policy 
on short term interest rates, is currently growing at a much slower rate 
than the other aggregates. Thus we do not feel that present monetary 
conditions necessitate keeping interest rates at their current high level 
given that inflation has fallen. 

31 Nor are UK interest rates solely determined by those in the US. Late 1983 
saw a period when US interest rates rose without any significant response in 
the UK, and with the effective exchange rate for sterling remaining stronger 
than it had been earlier in the year. In addition, interest rates in 
Gamow and Japan have been consistently far below US levels for some years. 
All this suggests that it would be possible to lower UK interest rates 
independently of US developments. 

• 
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DRAFT 6.1.84 

Chapter IV 

Taxation  

Introduction  

1 In the tax field, our primary objective is a lower burden of taxation for 
private business in order to improve competitiveness and encourage 
enterprise. 

2 Our main taxation proposals for the 1984 Budget, therefore, are: 

the abolition of the National Insurance Surcharge; 

10 per cent business derating, to place business rates on the same 
basis as domestic rates (this is discussed below in Chapter VI); 

a package of measures to reduce the tax disincentives to enterprise 

3 	Tax priorities for subsequent years are outlined in Chapter II: the main 
emphasis being further reductions in taxes that hinder business 
competitiveness and later, as economic developments permit, reductions in 
income tax. 

National Insurance Surcharge and Contributions 

4 	The most immediate way in which the Government can help business improve its 
competitiveness without adding to inflation is by abolishing the surcharge 
on employers' National Insurance contributions. 

5 This surcharge holds back business competitiveness, squeezes profits and 
thus discourages provision for the future, adds to prices and discourages 
employment. The Prime Minister has described it as "a pernicious tax on 
jobs". 

6 	The CBI has welcomed the successive cuts in this surcharge from 3i per cent 
to 1 per cent that have been made in the past two years. But employers' 
National Insurance contribution rates have risen and the contribution bands 
have widened in real termb in the past two years. 

• 
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7 We must keep up the progress in reducing the burden of payroll taxes. We 
therefore recommend: 

The immediate abolition of the employers' 
Surcharge; 

National Insurance 

 

An early anouncement that employers'.  National Insurance contributions 
will be reduced by at least 1 percentage point in 1985/6; 

A temporary stabilisation in the bands for National Insurance 
contributions, which have risen in real tenb in each of the past 5 
years. 

8 	The cost for 1984/5 would be £900 million, assuming introduction on 1 April. 
The full year cost of the abolition of the surcharge would be £1,150 million 
assuming that the savings on the amount paid by central and local government 
on its own employees are clawed back. The cost of a 1 percentage point 
reduction in employers' national insurance contributions would be the same 
and we propose that such a reduction be, in the first instance, funded by an 
adjustment to the Government subvention to the National Insurance Fund. This 
would not affect public expenditure which is related to disbursements, 
rather than payments into the National Insurance Fund. 

9 	In the longer term National Insurance contributions need to be considered in 
the context of their interaction with the income tax and benefit systems, 
the future of state-funded pensions and their impact on the incentive to 
employ, particularly for low paid and part-time employees. However, changes 
in this latter area could be costly. 
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Enterprise and Taxation  

10 We now we set out a number of measures for which We are seeking action to 
encourage enterprise and improve prospects for growth in the longer term. 
The main areas covered are: 

Corporation Tax 
Advance Corporation Tax 
Capital Allowances 
Development Land Tax 
Stamp Duty 
Share Options 
Capital Taxes 
Income Tax and the Investment 
Business Expansion Scheme 
Wider Share Ownership 
Indirect Taxes 
International Aspects 

Income Surcharge 

Corporation Tax  

11 In our response to the Government's Green Paper on Corporation Tax of 
October 1982 we emphasised the importance to business of stability in 
taxation. We concluded however that within the imputation system and 
present tax base there were a number of rigidities and anomalies where 
corrective action to remove or alleviate them would be helpful to business. 
(Annex IV.1 to this Chapter lists our detailed recommendations put to 
Government in 1982.) 

12 Some of the recommendations have been taken up already, for instance on the 
incidental costs of loan finance and discounts on acceptance credits, others 
such as the tax treatment of groups of companies and mineral capital: 
allowances are still under consideration. Nonetheless we have two main 
regrets. First, many of our recommendations have not been implemented nor 
has a promise of implementation been made. Secondly, to date no analysis or 
synopsis of all the responses to the Green Paper has been published. (This 
would be invaluable in future discussions.) 

13 We have already submitted to Government our more detailed Technical Budget 
Representations with proposals for the 1984 Finance Bill (our priority items 
are listed in Annex IV.2). 

14 Generally in this context and in the light of recent commentsl, we urge 
the Government to improve legislative procedures, to provide more time for a 
number of technical tax problems to be resolved and to provide an 
opportunity for fuller consideration of the legislation itself. 

1 	eg. A Technical Taxation Bill - The CBI's Proposals, CBI October 1981 

• 
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Advance Corporation Tax  

15 Over the years we have made repeated attempts to improve the working of 
ACT, introduced in 1972. We do not believe it is necessary to be bound 
by any rigid theory of what ACT is or was intended to be and in particular 
that the Select Committee debates in 1971 should be regarded as forever 
ossifying the rules that were then under consideration. Practical 
experience of the system shows that: 

ACT payments to government should be set off against the next available 
mainstream corporation tax liability of the companies making the 
payments not deferred as at present. 

ACT set-off should not be restricted to 30 per cent of income. 

ACT set off should cease to be confined to mainstream corporation tax 
on income and should instead be availablc to set against corporation 
tax on all profits including chargeable gains. 

• 
Capital allowances should be available against advance corporation tax 
and not just against mainstream corporation tax. 

Double taxation relief should be available against ACT. 

Capital Allowances  

16 The Green Paper on Corporation Tax' acknowledged that our major 
international competitors give relief for expenditure on commercial 
buildings. A small start has been made by giving relief to hotels, but 
this, at a 20 per cent initial allowance, is not as generous the 75 per 
cent available for other industrial buildings. 

17 The lack of an allowance in this area was seen as an anomaly by the 
Sandilands Committee (Report of the Inflation Accounting Committee, 
September 1975) itself drawing on evidence from the Committee on the 
Taxation of Trading Profits (Cmd 8189 - 1952) and the Radcliffe Commission 
(Cmd 9474 - 1955). We have long and consistently urged remedial action. 

• 

1 	CniI 8456 - para 15.33. 
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18 We believe that such a measure would lead to increased activity and hence 
jobs in the construction sector, and to a reduction of rental costs to 
industry and commerce. 

19 We therefore recommend that the vital role of the commercial sector in the 
economy be clearly acknowledged and an immediate start be made by 
introducing a straight line writing down allowance at 2 per cent per annum 
on new commercial buildings. 

Development Land Tax  

20 This tax raises little revenue (approximately £50m for 1983/84) and has a 
discouraging effect on commercial decisions relating to surplus property. 
It should be abolished. Failing outright abolition of the tax we urge that 
it should be suspended for an experimental period of 3 years. 

21 This would provide an incentive to business to initiate development projects 
free from the compliance costs and constraints which would otherwise apply 
even where at present the tax itself is deferred. 

Stamp Duty  

22 Our response to the recent Revenue consultations on Stamp Dutyl  drew 
government's attention to two particular areas of agreement with our 
colleagues in other European federations. We urged - 

First, the early abolition of the capital duty - a European tax - and 
invited the Inland Revenue to take the initiative in securing the 
necessary European reform. 

Second, the abolition of the tax on transactions in securities. The 
present rates of duty are such that dealings in quoted securities are 
being driven away to overseas markets where the tax costs are lower. 

Share Options  

23 The CBI believes that companies should be afforded the means to encourage 
employees in, and reward them for commitment to their endeavours. This can 
be done by providing them with opportunities to participate in their 
employers' capital growth on term:, not rendered unattractive by taxation and 
as good as those available abroad. We shall in 1984 be looking at practical 
aspects of this on a broad front. Our priority for the 1984 Budget relates 
to Share Options. 

24 Our attention has been drawn to recent changes in US law, under the Economic 
Recovery Tax Act of 1981, improving the share option schemes available 
there. Companies in the UK should be able to offer similar rewards on 
term:, at least as favourable to ensure that key executives are not lost to 
overseas competitors. 

1 	CBI - October 1983 
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Capital Taxes  

25 Incentive can be inhibited by capital taxes where businessmen, particularly 
those in the unquoted sector, or non-corporate sector, are involved in 
family businesses. If taxation bites too hard the incentive to build 
businesses up and then hand them on is substantially diminished. Indeed, 
once a private family owned company has grown beyond a size sufficient to 
provide its owners with an adequate income, further growth generally brings 
with it unacceptable capital transfer tax liabilities and many businesses 
are therefore either sold on or artificially held back from further 
expansion. This is where the tax system affects economic performance 

26 Since submission of our full and detailed memorandum to the then Chancellor 
of the Exchequer in 19791  we have continued to draw attention to 
difficulties in capital gains tax and capital transfer tax. 

27 We shall not repeat previous representations here. So far as they have not 
been implemented they remain on the table. But we would single out certain 
major points for early action. 

28 Capital Gains Tax 

Assets held at April 1982 which have been in continuous ownership for 
seven years should not be liable to T. This will remove from the tax 
net those assets held over a long time, for non-speculative reasons, 
which would otherwise carry in their taxable value a large measure of 
inflationary as opposed to real gain. The indexation rules introduced 
in 1982 cover only future inflation and make no allowance for past 
events. Our solution is fair and administratively simple and would cut 
significantly the cost of applying the tax for both the Revenue and the 
taxpayer. 

Overhaul of the retirement relief rules. 

Repeal of the rules restricting indexation relief both on losses and 
on assets held for less than twelve months to remove complexity and 
to provide more equal treatment for the effects of inflation. 

Action to relieve the double charge to tax on gains where assets are 
held through companies. Currently there is a charge on disposal of the 
asset by the company and a second charge on shareholders' disposals of 
shares, which in turn reflect the net gains on the company's 
disposals. 

1 	CBI, 1979. 
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29 Capital Transfer Tax  

Improvement of business asset relief by amalgamation of all the 
existing classes of assets and giving relief at 100 per cent. 

Lifetime rates of CTT should be half those on death throughout the 
scale. 

For both CTT and CGT we would like to explore with government the scope 
for providing a facility for accumulating annual exemptions either over 
a limited period or indefinitely. 

The disincentive effect of these taxes is in marked contrast with the 
government's avowed aim of helping smaller businesses as in the business 
expansion scheme. 

Income Tax and the Investment Income Surcharge  

30 Our longer term objective remains to reduce the burden of direct taxes. 
For this year our priority is reduction in business taxation but in Chapter 
2 we show how improved competitiveness and sustained growth will provide 
the scope for cuts in income tax in future years. 

31 We are assuming that personal allowances and thresholds will be adjusted 
in line with inflation. 

32 The Investment Income Surcharge is an additional tax applying selectively on 
certain savings and should be abolished as soon as possible. Its effect on 
retired businessmen living off the income produced by investment of the 
proceeds of sale of their businesses is unfair in that they suffer a 
surcharge on their income whereas those retiring from pensionable 
employment have their pensions treated as earned income. 

• 
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Business Expansion Scheme  

33 The CBI has welcomed the many initiatives introduced by the Government 
specifically targeted at encouraging small companies, especially the 
development of the Business Expansion Scheme. We would like to see this 
Scheme achieve its full potential in stimulating more equity investment in 
small firms, but this is still inhibited by: 

the difficulty of spreading risk; 

the uncertainty as to whether an investment will qualify and if so when 
any tax relief will arise; 

the difficulty of ultimately selling investments. 

34 Funds designed along the lines of Small Firms Investment 
Companies (as proposed in detail in previous CBI representations) could 
be introduced within the framework of the existing Scheme with appropriate 
changes in the legislation, and would go a long way to solving these 
remaining difficulties. They would be simpler to operate than the current 
Approved Investment Funds and provide a greater incentive to the investor as 
tax relief would arise sooner and with more certainty. 

35 Short of introducing Small Firms Investment Companies, the Business 
Expansion Scheme can be further improved in two important ways: 

An investor buying shares through an Approved Investment Fund should 
be able to obtain the tax relief in the year in which he subscribes 
to the fund even if it is not invested on until the following year. 
This would allow investors to plan better for their tax liabilities. 

An advance clearing system for investments could be introduced. If 
the Inland Revenue felt unable to allow formal prior clearance, their 
Inspectors should at least be encouraged to give a provisional opinion, 
as some have already been doing. 

36 A number of more detailed points on the Scheme have been made in our 
Technical Representations. 
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Wider Share Ownership  

37 The involvement of the personal sector in business through direct investment 
in companies has declined sharply in the past twenty years. Attitudes to 
enterprise would be greatly improved by wider share ownership, particularly 
by employees. 

38 The proposals which we have set out for improving the business expansion 
scheme, improving capital taxation, abolishing the investment income 
surcharge and for abolishing stamp duty on equity transactions should 
contribute to this. 

39 In the longer term, however, we envisage the extension of the tax 
advantages currently available on certain categories of savings to other 
categories, including savings directly invested in equities. This would 
encourage a closer identification of taxpayers with the role and functions 
of business. 

Indirect Taxes  

40 We remain concerned about a number of areas of VAT. On the domestic front: 

The treatment of pension funds. Pensions represent a cost to business 
and VAT incurred in the course of provision of pensions should 
therefore be recoverable just as it is on other business costs. 

Proposed revisions to the rules relating to partial exemption are 
likely to add to business costs and increase the administrative burden 
on businesses by drawing many of them into the partial exemption net. 
We are concerned about the pratical effects of these proposals on 
business. We have already registered our concern with Ministers. 

The threshold for VAT registration should continue to be moved upwards 
to help smaller firms and reduce costs. This movement should not 
however be allowed to prejudice the facility of voluntary registration 
for VAT. 

41 On the European front we remain strongly opposed to the draft 12th VAT 
Directive the origins of which seem to lie in a disregard of the principle 
that VAT should not be an impost until transactions reach the stage of the 
ultimate non-business consumer. We urge government to maintain its 
opposition to this draft directive. 

42 We continue to urge that the differential in the tax on DERV between the 
UK and other EVC countries should be phased out over time taking account 
of our motor industry's ability to meet shifts in demand, in order that 
British business should no longer be at a competitive disadvantage compared 
with our European partners. Car tax discriminates against a major industry 
and adds to business costs. There is therefore a strong case for planning 
to eliminate it. 
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International Aspects of Business Taxation  

Unitary Tax  

43 The unitary system of taxation is wholly inapropriate in the international 
field and damaging to free trade and investment. 

44 We have submitted to the US Treasury Working Group a detailed critique of 
the worldwide combined reporting unitary tax applied by some US States to 
international companies and we were pleased to liaise with our sister 
Federations in Europe and elsewhere on this topic. We warmly welcome the 
Governments own submission against the use of unitary tax. 

45 This tax is pernicious and its continued use or worse still its spread would 
have potentially far reaching consequences on international fiscal 
stability. Annex III gives the key salient points submitted to the US 
Working Group. 

46 We trust that the Government will directly and via our European and other 
overseas allies keep up the pressure for suitable changes to the unitary tax 
rules as they affect our Members' interests. 

Controlled Foreign Companies  

47 New draft clauses on this topic were issued in October 1983. The case for 
such sweeping untargetted legislation still has not been made out. We urge 
that the Government, if it acts at all, should confine itself to specific 
cases. If legislation broadly on the basis of the draft proposals is 
introduced significant changes of principle as well as of a technical nature 
would be essential if the competitiveness of British business is not to 
be damaged. 

48 We shall be making detailed criticisms of the draft proposals separately. 

Foreign Currency Losses  

49 The lack of tax relief for losses on foreign currency borrowings is an 
example of an area where UK tax law puts us at a competitive disadvantage 
compared with our trading rivals. 

50 We therefore urge that early action be taken to alleviate this situation, 
and recognise at the same time that currency gains would fall within the 
tax net. 
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ANNEX IV.1  

Extract from CBI Submission to the Green Paper on Corporation Tax 

Section 7: Stock Relief  

10 The possibility should be studied of allowing taxpayers to choose between 
stock relief and valuing stock on the "last in, first out" basis (7.1) 

11 The concept of a credit restriction should be rejected (7.2). 

12 In the interest of keeping stock relief simple, multiple indices should 
not be introduced in place of the present single all stock index (7.3). 

13 Clawback should be abolished (7.4). 

14 The six-year time limit should be removed (7.5). 

15 Some form of relief should be introduced for financial businesses (7.6). 

Section 8: Capital Allowances  

16 Capital allowances should continue to provide an investment incentive and 
should not be reduced in value (8.3). 

17 The existing system of capital allowances should be improved in preference 
to being completely changed (8.6). 

18 Tax allowances are preferred to investment grants as the means of providing 
an investment incentive (8.7). 

19 The CBI supports non-selectivity of allowances in principle and improvements 
should be made to the allowances for less-favoured sectors not at the 
expense of a reduction in the allowances for other sectors (8.8 and 8.11). 

20 The present level of first-year allowance for plant and machinery investment 
should be retained (8.8). 

21 Free depreciation should apply to expenditure on plant and machinery after 
the first year (8.9). 

22 100 per cent first-year allowances should be introduced for industrial 
buildings and free depreciation should apply after the first year so as to 
obviate the present complex record-keeping (8.9). 

23 A two per cent annum allowance for new commercial buildings should be 
introduced on a straight line writing down basis (8.10). 

24 We believe that mining allowances are in need of update and simplification 
(8.11). 
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Section 9: Treatment of Interest  

25 Interest payments should continue to be treated as an allowable cost for 
tax purposes. 

Section 10: The Schedular System 

26 Thought should be given to abolishing the schedular system and basing the 
assessment of taxable profits on audited accounts. 

27 The schedular system should not be allowed to impose unjustified restriction 
on the way relief is given on losses. 

28 The case should be examined for having consolidated tax returns for groups 
of companies. 

Section 11: Disallowed Business Expenses . 

- 29 All expenditure deductible in computing commercial profits should be 
deductible for tax purposes. Instances where the law needs to be amended 
to give effect to this principle include: 

all incidental costs of raising finance (11.2) 
losses on foreign currency fluctuations (11.2) 
costs of raising share capital (11.2) 
discount and other expenses on acceptance credits (11.2) 
similar expenses on commercial paper (11.2) 
costs of issuing loan stocks, whether or not convertible 
within three years (11.2) 
expenditure on abortive capital projects (11.3) 
post-trading expenses (11.3) 

into equity 

Section 12: Unutilised Tax Reliefs and Allowances  

30 Companies should be enabled to make more immediate use of their reliefs 
(12.5). 

31 Finance leasing should not be discouraged (12.5). 

32 Further consideration should be given to allowing tax relief on interest 
to the lender where the borrower cannot use it and to removing the 1982 
restrictions on loans under section 233 of the taxes Act 1970 (12.5). 

33 Unutilised reliefs and allowances must not be cancelled or future reliefs 
time-limited or reduced in value (12.6). 
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Section 17: Reforms to Advance Corporation Tax (apart from Interaction with  
Double Taxation Relief)  

37 Advance corporation tax to be offset against whole of mainstream tax 
(17.1(i)). 

38 If the previous change is not introduced, the restricted offset of advance 
corporation tax should be applied to the company's taxable profits as a 
whole, and not as at present to each source separately (17.1(ii)). 

39 Advance corporation tax to be offset against next payment of mainstream 
tax (17.1(iii)). 

40 Carry-back period for advance corporation tax not to be time-limited 
(17.1(iv)). 

41 Advance corporation tax to be deductible from corporation tax on capital 
gains (17.1(v)). 

42 It should be possible to set capital allowances against advance corporation 
tax (17.2). 

Section 18: Double Taxation Relief  

43 Keep tax credit system as opposed to exempting foreign income (18..1). 

44 Unused double taxation relief to be carried forward or carried back 
(18.2(i)). 

45 Average all foreign tax over all foreign income for purpose of determining 
rate of foreign tax (18.2(ii)). 

46 Double taxation relief to be available despite any timing differences 
between the two tax systems (18.2(iii)). 

Section 19: Advance Corporation Tax and Double Taxation Relief  

47 Allow double taxation relief in priority to advance corporation tax (19.2) 

48 Allow foreign tax to reduce or extinguish advance corporation tax without 
a net UK rate restriction (19.2). 

49 Foreign tax to be credited against advance corporation tax without reducing 
aggregate advance corporation tax below what is repaid (19.2(i)). 
or 
Advance corporation tax to be half present rate (19.2(ii)). 
or 
Re-adopt net UK rate system (19.2(iii)). 

50 Dividends should be franked if they are paid out of current or past profits 
that have borne full UK tax (19.3). 
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Section 20: Groups of Companies  

51 Group relief to be available for surrender in a later year than that in 
which the loss etc arises (20.2.(i)). 

52 Partial use of group relief in different years to be permitted (20.2(ii)). 

53 Surrender of relief other than loss not to be confined to the surplus not 
usable by the surrendering company (20.2(iii)). 

54 Reliefs brought forward to be deducted from current year's income before 
calculating the amount of charges that can be surrendered to another 
company (20.2(iv)). 

55 Similar changes when a company carries on several trades (20.2(iv)). 

56 Surrender of part of a relief to consortium company and part to group 
company to be permitted (20.3(i)). 

57 Surrender should be possible in either direction between a consortium 
company and group company (20.3 (ii)). 

Section 21: Capital Gains  

58 Group relief for capital gains so that one company's losses can be offset 
against another's gains (21.1). 

59 Double taxation of capital gains to be reduced, where company making capital 
gains pays dividend, by treating the dividend as a capital receipt or 
prevented by making the dividend not taxable (21.2). 

60 Relief to be allowed on losses on intra-group loans (21.4). 

61 Double taxation of capital gains to be prevented by making them not taxable 
on the company (21.5). 

Section 22: Small Companies  

62 Reduced rate to apply to first slice of all companies' income (22.1). 

63 Small companies' rate and its upper and lower limits to be announced at 
the start of the year (22.2). 

64 Reduced rate relief to be shared between associated companies as they wish 
(22.3). 

65 Companies qualifying under business start-up scheme should not be treated 
as being associated with other companies for tax purposes so long as 
restraints on share disposal continue (22.4). 
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ANNEX IV.2  

Extract from Technical Budget Representations 1984 

B PRIORITY POINTS  

1 Groups of Companies  

The CBI is responding separately to the Inland Revenue's consultations on 
aspects of the taxation of groups of companies. 

Nonetheless we consider that action on the points we are raising there is a 
first priority for 1984 and we are taking this opportunity to emphasise the 
importance we attach to them. 

Foreign Currency Losses and Costs of Equity Finance  

Our response to the Green Paper on Corporation Tax (CBI -October 1982) drew 
attention to the continuing anomalies concerning tax disallowed business 
expenditure or "nothings". We remain most anxious that all legitimate 
business expenditure should be allowed for tax purposes. 

In particular we suggest that priority be given to the provision of tax 
relief for all losses on foreign currency borrowings. 

In addition since the Finance Act 1980 introduced tax relief for the 
incidental costs of raising loan finance there seems to be no good case to 
continue to penalise equity finance by disallowing costs relating to raising 
it. The relevant fees are expenses of the companies concerned whether spent 
on raising equity or loan finance. In addition the fees are taxed in the 
hands of the recipients in each case. Encouragement could be given to the 
raising of equity finance by removing this penalty. 

3 Stock Relief - Six Year Cut Off  

We have, in previous representations, opposed the six year restriction on 
the carry forward of unused stock relief contained in Schedule 9 FA 1981. 
We continue to believe that this limit should be removed. 

It is desirable to do this as soon as possible so that businesses can plan 
ahead successfully without being driven into complicated arrangements to 
prevent the neutralisation of stock relief brought forward. With the 
present six year limit and its restrictive rules governing the set off of 
available reliefs there is the danger that as the six year time bar draws 
nearer businesses will be forced to make investment decisions, which they 
otherwise would not, such as postponement of capital investment, to avoid a 
loss of stock relief. 

• 
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4 Restrictions on ACT  

In our Budget Representations last year we drew attention to some problems 
emanating from the rules on advance corporation tax as applied in the UK 
imputation system. We interpret the introduction of Clauses 41 and 42 in 
the original 1983 Finance Bill, to which we refer in greater detail later in 
this paper, as recognition of the existence of these problems. 

In addition to the important question of double taxation relief to which 
Clause 42 applies there are restrictions on the utilisation of ACT which 
affect the timing of other corporation tax reliefs, such as capital 
allowances, and also the timing and amount of the ACT relief itself. We 
therefore urge that: 

a Capital allowances should be capable of offset against advance 
corporation tax and not just against mainstream corporation tax. 

b ACT payments to government should be set off against the next available 
mainstream corporation tax liability of the companies making the 
payments, instead of being deferred as at present. 

The current rule restricting ACT set-off to 30 per cent of income should 
be removed. 

d ACT set-off should cease to be confined to mainstream corporation tax on 
income and should instead be available to corporation tax on all profits 
including chargeable gains. 

We shall be referring to other ACT problems ns they affect groups of 
companies in our separate submission. 

5 Time Limits for Claims  

The Taxes Acts at presentcontain no uniform time limits for making claims 
and seeking reliefs. We recommend that a time limit of six years should be 
introduced for making claims, seeking reliefs and exercising options. Not 
only would this ease the compliance burden in general, but it would also, be 
of particular help to the proper running of the tax affairs of groups of 
companies. 

6 Disincorporation  

There are instances where it is commercially desirable for companies to be 
wound up and for their businesses to be continued as sole trades or 
partnerships. Unnecessary tax hurdles should not be placed in the way of 
those seeking to make these commercial changes. 
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We urge that where there are genuine business reasons for 
disincorporation ways should be examined to remove present fiscal barriers. 
Particular examples are the clawback of stock relief and the double charge 
to tax in relation to the capital gains of companies which are 
disincorporated. It might, for instance, be possible to provide some form 
of roll-over where a business currently carried on by a company is 
transferred to a partnership under the same management. 

• 
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ANNEX IV. 3 

The Hon Donald T Regan 
Secretary of the Treasury 
Department of the Treasury 
Washington DC 
USA 

2 December 1983 

UNITARY TAXATION 

The Confederation of British Industry welcomes the opportunity to express its 
views to the Working Group on Unitary Taxation. The CBI speaks for British 
business representing directly or indirectly well over 300,000 businesses and 
organisations with over 12 million employees. We have consistently opposed the 
application of worldwide unitary tax. 

We are sending you a further paper which sets out detailed reasons why we so 
strongly oppose this system but endorse the separate accounting system based on 
the arm's length principle. Our paper also brings together previous evidence we 
have given in the United States on this issue. In this letter we summarise the 
main grounds for our opposition and the increasing concerns of British 
business. 

Grounds for Opposition  

1 Apportionment by factors of worldwide group profits is bound to produce an 
arbitrary and unfair result in an economically non-homogeneous world. 

2 It will overallocate profit (or loss) to those jurisdictions with higher 
payroll, property and sales values. 

3 Anomalous effects include conversion of a direct accounting loss into a 
unitary basis profit, apportionment of more than 100 per cent of the total 
world profits and unrelievable international double taxation. 
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4 The well tried domestically and internationally accepted arm's length basis 
produces a better evaluation of the true taxable profit (or loss) arising in 
a jurisdiction. 

5 Uncertainty is so great as to undermine business confidence in investment. 

6 Damage to free world trade could result from a worldwide tax war following 
emulation by other countries using factors modified to suit themselves. 

7 Retaliation by trading partners among developed countries trying to protect 
their revenues would be even more damaging. 

8 Compliance costs are very onerous and are bound to become increasingly so if 
more jurisdictions adopting the system require adjustments to local 
accounting, currency and tax rules and translation into local language. 

Increasing Concerns  

1 From a survey of our Members we learn that more State fiscal authorities are 
treating more UK headquartered groups of companies as single entities after 
demanding much infornation but paying little apparent regard to it. Several 
Members are still disputing the issue. 

2 Instances have been brought to our attention of significant distortion of 
financial results in the USA even extending to the conversion of losses into 
profits. 

3 Many businesses have not yet resolved their position and are still weighing 
up the potential tax and compliance costs. Compliance costs imposed on 
companies may well be out of all proportion to yield and there is therefore 
some inclination at present to settle. 

4 Very strong unease remains as to what the future holds and British business 
is looking closely at operations in any State using or threatening a unitary 
system. 

5 Some British businesses with operations in the USA have expressed 
considerable concern and disappointment about the lack of remedial action 
following the entry into force of the 1980 US/UK Double Tax Treaty. You 
will be aware that a number of Members of Parliament earlier this year 
sought to deny the refund of tax credit to companies headquartered, inter 
alia, in US States operating a unitary system. 
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6 Discussions with sister federations in Europe and elsewhere revealed similar 
awareness and concern about unitary tax, and its impact on and the future 
.development of the international financial and commercial climate. 

In the light of the fundamental importance of this matter both now and over 
the longer term we sincerely hope that our comments will be of assistance to you 
and your colleagues in successfully dealing with the situation and preventing 
the damage which could flow from the spread of this pernicious practice. 

We would of course be pleased to try to assist you further, now or later in your 
deliberations, amplifying if necessary what has been said, in writing or orally, 
should your Group so wish. 
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DRAFT 6.1.84 

Chapter V  

Government Expenditure  

1 CBI policy on government expenditure was set out in the paper submitted to 
the Chief Secretary to the Treasuryl  in July. Briefly, our priorities 
are: 

to reduce the public sector's share of GDP and enable the Government 
to finance tax cuts and reduce interest rates. 

ii a shift within the total, away from current to capital expenditure. 

iii greater efficiency in the public sector. The private sector has borne 
the brunt of the recession with significant cuts in manpower and 
substantial improvements in productivity; the public sector too must 
play its role. 

2 The Autumn Statement held total expenditure to the total contained in the 
public expenditure White Paper of £126.4 billion in 1984/5 and the 
Chancellor has said it will be held in cost terms in later years. We 
welcome this. 

3 Our proposals on government expenditure involve changes in the pattern of 
spending but no net increase in planned totals. We would like to.see an 
increase in public sector capital expenditure and specific proposals will 
be set out in a study by the Federation of Civil Engineering Contractors and 
the CBI, in conjunction with other interested bodies. We also suggest 
increased expenditure on Special Employment Measures and measures to reduce 
energy costs to be financed by savings in expenditure elsewhere or from the 
Contingency Reserve. 

The Case for Extra Capital Expenditure  

4 The CBI has consistently argued for increased public sector investment 
financed by a reduction in government current expenditure. 

5 We do not suggest that all capital spending is good and all current 
expenditure bad. Certain areas of current expenditure contribute to 
economic prosperity and future economic development, but we believe that 
there remains considerable scope for improved efficiency in the provision of 
services and that many services would be better performed by the private 
sector. We do not advocate capital expenditure for its own sake but 
because we believe that increased investment particularly in the 
infrastructure, would yield economic and social benefits, such as lower 
unemployment, reduced business costs and an improved environment. 

6 We do not accept that it is simply the behaviour of total investment which 
is crucial. There are areas where private sector investment can, to a 
large extent, replace public sector investment - housing is an obvious 
example but there are other areas - such as roads and sewers - where this 
is not the case. The reason is that a large proportion of the return to 

1 	'Public Expenditure. Submission to Government', July 1983. 
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investment in these areas is social and does not accrue to those who provide 
the finance. The public sector still has a major role to play in investment 
and our study will identify specific capital expenditure projects which 
ought to be included in a longer term programme of public sector investment 
in the infrastructure. 

7 Despite its importance, public sector investment has dropped dramatically 
both in absolute terab and as a proportion of total public expenditure. 
The fall has been particularly marked in general government capital 
spending. The result has been a deterioration in the infrastructure which 
is adding to business costs just when efforts are needed to improve our 
competitiveness. 

Chart V.1 

8 The Chancellor has argued recently that public sector investment has not 
fallen in real terurz, since 1978/79 once account is taken of capital 
expenditure in the area of defence and special sales of assets such as 
council houses. 

We recognise that, by international convention, most defence expenditure is 
classed as current expenditure even when it is of a capital nature, and that 
defence spending has beneficial effects on employment. However, capital 
spending in the area of defence does little to improve the infrastructure 
and reduce business costs. 

10 Sales of public sector assets have artificially depressed the investment 
figures for recent years, but even when the proceeds from these are allowed 
for government investment was still around 20 per cent lower in 1982 than 
in 1979. There is an urgent need to clarify statistics on public sector 
investment and we therefore welcome the Chancellor's announcement to 
Parliament that he hopes to improve the manner in which these matters are 
presented in the next White Paper to bring definitions closer to those used 
in business. 

11 The CBI believes that public investment has been sacrificed as current 
spending and transfer payments have risen. It is easy to cut something the 
results of which will not be felt until the future; but this is a short 
sighted policy. A company adopting such an approach would soon go out of 
business. 

12 In recent Representations we have asked for specific measures to remove 
administrative constraints on capital spending and are pleased to note 
that many of these have now been accepted, and that the problem of 
underspending has become much less important in the last year. We 
particularly welcome the introduction of end year flexibility for capital 
expenditure by both central and local government. We also welcome the 
extension of the arrangements introduced in the 1983 Budget to give local 
authorities assurances about their allocations for capital spending in 
future years. 

13 There are three other specific areas of Government spending where changes 
are needed. 
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Innovation Support  

14 The Government recognised the importance of support for innovation in the 
1983 Budget by allocating an extra £85m over three years to cover extension 
of the existing schemes to the later stages of innovation. It also 
announced that existing resources would allow the grant rate to be 
maintained at the 331/3  per cent rate for a further year and later, that 
it was ready to contribute up to £200m over five years to the "Alvey" 
programme in advanced information technology, in which the grant rate will 
be 50 per cent. 

15 All these decisions were in accordance with CBI recommendations. But 
delays in obtaining EEC clearance for the £40m scheme of support for 
the later stages of innovation and setting up the proposed Marketing 
Advisory Scheme, mean that only a small proportion of the extra £85m will 
have been spent. Nor will the Alvey programme have as yet made many calls 
on expenditure during 1983/84. The schemes are important to the future of 
British industry but are demand-led. In the CBI's view the difference 
between 25 per cent and 331/3  per cent is significant in determining the 
take-up of grants. 

16 We therefore recommend for 1984 that: 

existing planned spending be at least maintained and if necessary 
increased in line with demand. 

the grant level be maintained at 331/3  per cent for 1984-5, and 

the Alvey programme be regarded as a separate funding exercise 
additional to the general 'Support for Innovation' programme. 

Energy Costs  

17 The CBI and sectoral organisations have continued the campaign for the 
achievement and maintenance of competitive energy prices. We acknowledge 
that in certain respects over the last year to 18 months the UK's 
position has improved relative to the continent. Gas prices are now broadly 
competitive, as are electricity prices for general industrial users. 
However, we remain concerned at the level of electricity prices for 
intensive users who, despite the revised load management terms introduced 
over the last two years, still face a major price disadvantage compared with 
their continential competitors. UK prices for heavy fuel oil remain higher 
than those in the other major EEC countries, mainly because of the higher 
rate of duty levied in the UK. We have advocated for some time that the 
duty should be lowered or preferably abolished but have bccn informed that 
because of a contractual link with certain Norwegian gas supplies, the 
overall cost to the Exchequer would be disproportionately high compared with 
the cost benefit to industry. 

18 We therefore recommend that: 

further relief should be provided for intensive electricity users 

the implications of lowering the fuel oil duty be re-examined and at 
the very least the duty remain at its present level. 
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We believe an allocation of £200m would be appropriate in 1984/5. 

19 The CBI welcomed the Government's renewed drive for increased efficiency 
in energy use heralded by the formation of the Energy Efficiency Office 
and will be co-operating in the nationwide campaign to improve energy 
awareness. CBI also welcomed the extention of the Coal Firing Scheme 
announced at the end of 1983. However, industry still suffers from lack 
of funds inhibiting investment in energy saving equipment which would not 
only be to industry's advantage but to the national good as well. We 
therefore recommend that further consideration be given to additional 
financial assistance to encourage selected energy efficiency investment and 
the accelerated replication of new or novel technologies. 

Special Employment Measures  

20 Our proposals set out in Chapters 1-3 should, by helping to sustain a non-
inflationary growth rate, result in a fall in unemployment in the medium 
term. However, additional measures are needed to create more job 
opportunities in the short-run. We therefore propose certain measures 
costing about £100m in 1984/5: 

the age threshold for men entering the Job Release Scheme should be 
lowered to 59, not raised to 64 from April 1984 as the Government 
proposes. 

ii the age threshold for the Part-time Job Release Scheme should be 
lowered to 58 for both men and woimen and that employers should be 
entitled to a grant of £750 as under the Job-Splitting Scheme. 

iii the Job-Splitting Scheme should be extended to cover newly created 
jobs, perhaps with some safeguards to show that they are jobs which 
would otherwise have been full-time. We believe the incremental cost 
of this would be negligible. 

iv the Community Programme Scheme be amended to allow greater private 
sector involvement in both the sponsorship and management of the Scheme 
and to provide funding for more ambitious projects than can currently 
be undertaken. 

Controlling Government Expenditure  

21 In order to provide the resources to cover these additional costs, continued 
control of government spending at central and local level is crucial. This 
Section summarises and where necessary updates the proposal made in our 
recent submission to the Chief Secretary. 

Efficiency and Manpower  

22 The CBI has welcomed steps taken in recent years to improve the efficiency 
of central and local government, such as the establishment of an Audit 
Commission for local authorities and the management changes proposed for 
the National Health Service in the Griffiths Report. The CBI has also 
welcomed the extension of the Management Information system for Ministers in 
the Civil Service. 
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23 The drive towards increased efficiency in the public sector must continue as 
a way of reducing the east of providing existing levels of services. The 
UBI advocate the preparation of corpornte plans for individual departments 
to clarify their objectives, and measures to follow up more aggressively the 
Rayner exercises. More attention must be paid to the effectiveness with 
which services are provided, and we urge departments to construct and 
publish perforilance indicators wherever appropriate to assist the management 
process. 

24 It is essential to expose central and local government to the disciplines of 
market forces. We therefore welcome the Government's commitment to 
privatisation of certain public sector services, and to the further use of 
contracting out of both central and local government services and in the 
NHS. The existing legislation in respect of direct labour organisations in 
local government provides a model which can be built upon. 

25 We have recommended an extension of the legislation to include, within local 
government, in the first instance, catering, refuse collection, cleaning 
and park services. The Government should introduce similar legislation 
to oblige competitive tendering for the provision of central government 
services where this is appropriate. 

26 Increased charges and wider use of user-charging in certain areas, 
particularly local government, could help to reduce waste and to raise 
revenue. 

27 We support the proposed legislation to restrain local authority rtes and 
welcome the decision to abolish the Greater London Council and other 
metropolitan authorities in view of the savings that will ensue. 

28 The CBI still believes there is scope for further cuts in public sector 
manpower which are consistent with maintaining the existing level of 
services and has on previous occasions put forward targets for manpower 
savings. We welcome the reductions in Civil Service manpower announced by 
the Chief Secretary in November and realise that steady progress has been 
made in this area. However, progress made by local authorities in reducing 
their manpower, the major component of public sector employment, has been 
very slow, and employment in the NHS has grown faster than planned. 

29 Continued efforts are needed to achieve manpower reductions in local 
authorities and in the health service. We welcome the establishment of 
manpower targets for each regional health authority and the early 
introduction of performance indicators. We would urge local authorities 
to exercise more control over their manpower levels, perhaps by the 
introduction of cash limits for wages and salaries. 

ii Public Sector Pay  

30 The CBI has welcomed the fall in pay settlements in the public sector. Chart 
V.2 shows that settlements in the public services are now running at a level 
lower than those in private services and manufacturing. However, this came 
after a number of years when public sector settlements were higher than 
those in the private sector. The Government cannot afford to relax its 
vigilance. 
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Chart V.2 

31 It is well understood that pay settlements in the public services not only 
affect the costs of provision, and therefore the private sector' 
competitiveness, but can also influence settlements elsewhere in the 
economy.The private sector is continuing to make great efforts to reduce the 
level of settlements and it is important that the public sector does the 
same. 

We urge the Government to adhere firmly to its 3i per cent guideline 
for public sector pay increases. 

iii Pensions  

32 The CBI has advocated as an eventual objective the abolition of inflation 
proof pensions in the public sector and has recommended that, in the 
interim, all public sector pension contributions be increased to the 
notional 8.5 per cent paid by the civil service. We welcomed increased 
contribution rates for the police force and the fire service, and recommend 
that similar action is taken in respect of other local authority workers, 
teachers and employees in the NHS. 
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Draft 6.1.84 

Chapter VI  

Local Authority Finance  

1 In the current year, total gross spending by local authorities in England 
and Wales will be about £35 billion which is equivalent to about 14 per 
cent of GDP and between a quarter and a third of all public expenditure. 
It is therefore a significant proportion of total public spending and it 
is necessary for the Government to constrain it if total public expenditure 
is to be reduced. 

Local Authority Expenditure  

2 The Government has been attempting to reduce the real level of local 
authority current expenditure but with only limited success. Since the 
reorganisation of local government in 1974, total expenditure by local 
authorities has fallen by 16 per cent yet this has been achieved entirely 
by squeezing capital expenditure which is today only two-fifths of the level 
that it was in real taumb in 1974/75. Current expenditure has not fallen 
at all. 

Chart VI.1 

3 Local authority gross current expenditure in England and Wales has risen 
in real terms between 1981/82 and 1983/84, despite a reduction in manpower 
on a full time equivalent basis of around 25,000 over the same period. And 
the latest manpower figures suggest that the downward trend of the last four 
years is in danger of being reversed. 

4 The Government's objectives of seeking to improve value for money in local 
government is to be commended. Most authorities have made real efforts 
to achieve this, yet analysis of comparative performance indicators 
suggests that there is scope for further improvements in even the most 
efficient authorities. The Audit Commission has estimated that there are 
savings of £1-2bn which can be achieved by increased efficiency and 
effectiveness in the provision of services by local authorities in England 
and Wales. 

5 The CBI strongly supports the efforts of the Government to encourage 
increased efficiency by local authorities through: 

expenditure guidelines or targets for local authorities. 

the allocation of rate support grant. 

the grant penalty system. 
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the establishment of the Audit Commission for England and Wales. 

the direct labour organisation regulations. 

the general encouragement of contracting out. 

the proposals for limiting the rates of the highest spending 
authorities. 

the abolition of the metropolitan county councils and the GLC. 

6 	The CBI itself, at a series of meetings it has held with larger councils 
up and damn the country, has urged local authorities to make every effort 
to provide improved value for money and most councils are striving to do 
just this. An irresponsible small minority do however appear determined 
to follow high-spending policies despite the adverse consequences high rates 
have on the ability and confidence of businesses to invest, expand, develop 
new products and services, and create or maintain employment. 

Rate Limitation  

7 In the absence of acceptable proposals to obtain restraint on rates achieved 
by increased accountability at the local level, we support the Government 
proposals for selective rate limitations which will only affect a. tiny 
minority of authorities. We also favour reserve powers, which we hope would 
never have to be used, to impose general rate limitations. The argument 
that the selective rate limitation scheme represents a fundamental attack on 
the democratic rights of local authorities is questioned by the business 
community which provides councils with nearly half of their rate income 
with no accountability whatsoever. 

Rate Reform  

8 	Over the last 4 years, the rates paid by business have risen by one and a 
half times the rate of inflation. In 1983/84 business will be paying not 
far short of £6 bn in rates. Rates are now the biggest tax burden on 
business excluding national insurance contributions. The White Paper 
"Rates: Proposals for Rate Limitation and Reform of the Rating System" (Cmnd 
9008) and the Rates Bill currently before Parliament give evidence of 
Government recognition that action is needed to safeguard the business 
ratepayer in order to protect investment and jobs. However, we feel more 
action is needed than that proposed in the three areas of: 

partial business derating 

empty property rate 

rate relief for partially unutilised premises and plant 

Chart VI.2 
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10 per cent Partial Business Derating  

9 Our first recommendation is that 10 per cent partial business derating 
should be introduced in England and Wales in the rate year 1984/5. This 
is justified on grounds on reducing businss costs, improving competitiveness 
and restoring equity between the sectors. From 1929 upto 1963 industry 
benefited from partial derating; the CBI believes that, once again, 
industrial concerns have a particularly strong case for relief, but that it 
should be granted to the whole business sector to improve competitiveness. 
Where companies are seeing some sign of recovery, lower rate bills would 
give business more funds to invest for the future; and those companies whose 
existence is threatened would be helped to survive. 

10 We also argue for the introduction of partial business derating on grounds 
of fairness. This measure would remove the inequity of the present rating 
system which results in domestic ratepayers in England and Wales being 
subsidised by the domestic rate relief of 18.5p per £ of rateable value. 
Business is also dealt with harshly compared with agriculture which is 
derated, yet the arguments for business being treated similarly are 
certainly as strong. 

11 For the same reasons, we recommend business derating of 2 per cent in 
Scotland to bring business into line with the domestic sector which there 
enjoys relief of 3p per £ of rateable value. (Industry in Scotland is 
already derated by 50 per cent but this is in order to make rate payments 
on industrial property roughly equivalent between England and Scotland, 
and is not relevant to the present discussion). 

12 Primary legislation would be needed to implement the measure. We propose 
that the Government should take steps at once to draft the necessary Bill 
and introduce it in time for it to be enacted by the end of July 1984. We 
recognise that this would put some pressure on the Parliamentary timetable 
but the enabling Bill could be relatively short. As the partial derating 
would apply to the rating year 1984/5 it would be necessary for rating 
authorities to reduce from September or October the monthly payment of rates 
where this was being done by instalment. Where six-monthly payments were 
made, a similar amendment would be needed for the second payment. Only in 
the case of those relatively few businesses who pay their total rates at the 
beginning of the rate year would refunds be necessary. 

13 We estimate the cost of implementation at £600 million at 1984/85 prices. 
In the first year it should be paid for by the Government through an 
increase in the Rate Support Grant, but over a period of 3 or 4 years this 
would be phased out as local authorities improved their efficiency. In 
this context it is worth noting the point already made that the Audit 
Commission believes that between £1 and £2 billion per annum can be saved 
by local authorities in England and Wales alone, through increased 
efficiency and effectiveness in their spending. 
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Empty Property Rate  

14 In the White Paper, the Government proposes the abolition of the rating of 
empty industrial premises. We welcome this proposal but believe that it 
should apply to all empty business properties. In principle rates are a 
tax on beneficial occupation and should not be levied on empty premises. 
At a time of recession the rating of empty commercial property, even at 
50 per cent of the full rate, causes financial problems for many businesses. 
We feel it is unjust to penalise owners of empty property who have tried 
to let or sell but have been unable to do so because of the recession. 
We estimate that the additional cost of this proposal would be around 00-
35 million at 1984/85 prices, and recommend that it should be implemented 
in 1984/85 by amendment to the relevant statutory instrument. 

Rate Relief for Partially. Unutilised Premises and Plant  

15 In addition we advocate the introduction of "mothballing" rate relief for 
unutilised parts of premises and plant in order to alleviate the burden 
where these have been taken out of use but are being maintained with a view 
to eventual re-employment when economic circumstances allow. Legislation 
is needed but the measure Should be effective in 1985/6. 

• 
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CHART 111.2 
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CHART 111.4  

PERSONS' AND COMPANIES' REAL INCOME  
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PSBR AS A PERCENTAGE OF GDP1  

1 PSBR as percentage of GDP at market prices 
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CHART VI.2 
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