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10 DOWNING STREET

THE PRIME MINISTER 20 June 1980

Dear Eric,

Thank you for your letter of 3 June on behalf of your
constituent, Mr. Brisbane of Brisbane Motorway Group Limited.
I am'grateful to you for bringing his views to my attention and
I was pleased to note his support for our efforts in the task

we have undertaken.

Mr. Brisbane suggests that we should be careful to listen at

first hand to the views of those in smaller businesses and this

is a valuable point. In my visits to various parts of the country

I do in fact see businesses of all sizes and this is a practice
which is followed by members of the Government generally.

David Mitchell, Parliamentary Under-Secretary of State for Industry,
with special responsibility for small firms, is naturally concerned
to kegp,in touch with all parts of the sector and he maintains
regular contacts with the organisafions representing small
businesses. Mr. Brisbane need have no fear, therefore, that the

views of firms like his own are overlooked.

I hope you will tell Mr. Brisbane this and assure him that the
Government remains firmly convinced of the valuable contribution
small firms make to our economic and social life. We are acutely
aware of the'pressures facing many businesses at present and that
" smaller businesses are particularly vulnerable to these, with high
interest rates only increasing their problems. There are, however,
no quick and easy solutions to our deep-rooted economic problems.

/ Control




ontrol of inflation must remain our main economic and financial
priority, and the high level of Minimum Lending Rate is playing a
ey role in bringing monetary growth under control. We cannot
hrow away the gains we have made in this direction by reducing
nterest rates Prematurely.

However, in the'relatively short time since we have been in
ffice we have introduced many measures to help small firms. Our
irst budget made the largest ever reduction in income tax and is

major switch in favour of improving incentives and reward for
ffort and enterprise. The Government has continued that impetus

announcing in the last budget further measures of particular
enefit to small firms. These include changes in income, corpora-
on and capital taxation, with measures to encourage outside
\wvestment in small firms. vChanéés were also made in respeCf of

'In

ldition the Department of Industry has provided £5 million to help |
ild 1,000 new nursery factory units in Assisted Areas in
operation with the private sector.

The Government has also been examining the administrative and
gislative burdens affecting small businesses and has already

troduced changes in the Employment Protection Act. Further changes

incorporated in the Employment Bill now before Parliament. .

ial arrangements with two large investment institutions have been
nched 'to try and facilitate an increased flow of risk capital
Small businesses. All Departments employing inspectors with
itutory powers to enter business premises, have been asked to

iew the manner and extent of their requirements, and significant
luctions have been made to the burden of statistical and other

ms that small businesses have been required to complete.

/ I hope that
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I hope that you will be able to persuade Mr. Brisbane that

these measures demonstrate our determination to create a climate

in which the birth and development of small firms will be
encouraged.

Yours ever,

M

E. P. Cockeram, Esq., J.P.




10 DOWNING STREET

THE PRIME MINISTER 11 June 1980

Thank you for your letter of 22 May about the problems of

small firms about which we spoke briefly.

I agree with you that the practice of some large companies
of demanding extended credit from their small firm suppliers can
cause them considerable difficulties. We are actively considering
what we might do.to help, though I doubt that public exhortation
alone would have much effect. One possibility which I think you
know we are looking at is the Law Commission's recommendation that

there should be a statutory right to interest on delayed payments.

You also suggested that we should place more contracts with
small firms. Although we are not aiming to place a specific
percentage of Government contracts with small firms and although
we must always have regard to best value for money, we'gzg'frying
to ensure that small firms obtain more of them. The Department of

Industry will shortly be publishing a booklet on contracting

methods which will give small firms direct points of contact in

purchasing Departments; and this should help. Government Departments

/ are




are also under instruction to pay their bills as quickly as

possible; and their record on this is, I believe, good. For

example, the Ministry of Defence - which is by far our largest

Government purchaser - generally clears its bills within ten

days of receipt.

Yours ever

MT

The Lady Sharples




CONFIDENTIAL

Treasury Chambers, Parliament Street, SWI1P 3AG
01-233 3000

30 April 1980

The Rt Hon.Michael Heseltine MP
Secretary of State for Environment

e

Thank you for your letter of March about small factory
premises. You mention that you are following up the ideas
mooted in your letter of 5 July last to Keith Joseph.

I endorse your desire to see a closer private sector involvement
in advance factory building for small firms. This was very
much part of the new initiative in the English Assisted

Areas which I announced in the Budget, after Keith Joseph

had agreed to find the costs falling on the English Industrial
Estates Corporation from within his allocations in Cmnd

7841. A large part of the cost of this initiative is to be
found from private institutional finance, and Keith Joseph

has sought wider powers in the Industry Bill to enable

the English Industrial Estates Corporation to engage in
partnerships with the private sector instead of relying
exclusively on the taxpayer for finance, as in the past. It
is also very much part of our new policy for factory

building in the assisted areas to encourage disposals of
publicly-funded premises to the private sector. The benefits
to the PSBR are obvious.

You will no doubt wish to follow similar polices of encouraging
the prlvate sector and maximising disposals for the Vote-
financed bodies within your responsibility (the Development
Commission and COSIRA) I am however less happy about the
specific proposal in your letter of 5 July last to Keith
Joseph, and you will recall that John Biffen made some
crltlclsms of it in his letter to Keith Joseph of 16 July
last. He voiced our concern that your specific scheme seemed
to involve a guarantee to private developers which absolved
them of any risk, and he was also concerned that it might
involve new powers to subsidise the private sector.

/I now
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CONFIDENTIAL

I now understand from my officials that you wish to launch
an initiative not with the Vote-financed bodies but with
the new towns, and that you intend to encourage Milton
Keynes and Warrington to try out your proposal. I should
welcome Keith Joseph's views on this, but I must say that I
have grave doubts about it.

The first problem I see is that singling out Milton Keynes
and Warrington for this sort of encouragement could be seen
as going against our more selective approach to regional
policy, which is of course designed not only to concentrate
support on areas of greatest need, but also to reduce
public expenditure. Government encouragement of new towns
like Milton Keynes, which could be seen as competing very
successfully with more difficult locations like Corby,
could lead to considerable criticism,

The second problem I see is that you propose a riohteon
perhaps even an obligation, for the new town to buy out

the private developer after three years. This implies a
policy of acquiring new public assets, and goes right against
our policy for disposals not only for new towns but for the
Vote-financed bodies building advance factories, and more
generally. This objection would stand even if you and the
other Ministers with new town responsibilities were content
not to single out individual new towns in the proposed
approach.

I am sorry to see difficulties in your specific proposal,
while welcoming your general objective of encouraging
private sector involvement. But my impression is that some
at least of the new towns have been very successful through
leasing and other arrangements in building advance factories
at no capital cost to public expenditure and the PSBER.

I am content, if Keith Joseph, George Younger and Nick
Edwards share your approach, that you should encourage new
towns generally to use private sector rather than public
funds to build advance factories. But I do not think that
we should take individual initiatives with particular new
towns to encourage specific forms of partnership. I would
see particular difficulty in arrangements involving public
purchase of factories after a period, since the new guidelines
for the Vote-financed bodies aim to encourage disposal.

I am sending copies of this letter to the Prime Minister, to
Keith Joseph, George Younger and Nicholas Edwards and also to
Sir Robert Armstrong.

GEOFFREY HOWE







10 DOWNING STREET

THE PRIME MINISTER 8 April 1980

Gl (PIIN

Thank you for your letter of 20 March about Government

measures to help small firms.

As you will now have seen from Sir Geoffrey Howe's Budget
statement, we have been listening to the wide range of suggestions
made in the past year or so for the strengthening of the small firms
sector. Much the most important single step we have taken to help
the enterprise sector generally was the cut in income tax rates - —————
put into effect last year. It has now been possible to add on
measures more specifically aimed at small firms. To encourage
the flow of equity finance, which you single out for priority, we
have introduced:-

i. the Venture Capital Scheme - tax relief to

reduce the risk of loss from direct equity investment;

atal. a lower charge and higher 1limit for corporation
tax on small profits;

reductions in taxes on capital;
an end to apportionment of trading profits;

Vi tax deductibility for some company formation

expenses;

vi. stamp duty relief for dealers in unlisted

shares.

/ We selected
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We selected these measures because they were cost effective

and feasible this year. I need hardly say that they are by no
means the only ones we have considered, and will continue to con-

sider others in the future.

I note in this context that you attach importance to the
Wilson Committee's idea of "Small Firms Investment Companies"
and to a Government-backed loan guarantee scheme. The first of
these already seems to have borne some fruit in the increased
interest on the part of banks and major institutions in equity
investment in small firms; a number of subsidiaries specialising
in the small firms sector have already been set up. The need for
monetary restraint and the contingent public expenditure liability
make it difficult for us to launch a government-backed loan

guarantee scheme for the time being.

I hope you will not hesitate to keep the Government informed

of your views and of the progress of your organisation.

B.A. Kingham, Esq.




CONFIDENTIAL

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

(/f2nd April 1980

) /)

T Lankester Esgqg ({“;ffﬁfk
No 10 Downing Street
London SW1

{ees T,

You wrote to me on 24 March enclosing a copy of the letter
of 20 March from the Association of Independent Businesses
to the Prime Minister. You indicated that the Prime
Minister would like to reply herself, and asked if we could
supply a draft.

I enclose a letter for the Prime Minister to send to Mr
Kingham of the AIB. You will want to be aware of how far
officials have got in considering the case for small

firms Investment companies, as recommended Dy WiTson, and

loan guarantee schemes. E Committee gave a remit to officials
last December to study further the proposal for new
institutions to bridge theequity gap. Officials have no

yet completed their work, I think it is fair to say that

the harder they look at this question, the less clear does

it become that what is needed is a new institutiom.

Sir Keith Joseph and the Chancellor decided against gﬁﬁ%ﬁﬁ%
the proposal for a Government-backed loan guarantee scheme

in an exchange of letters last December (enclosed). It

was left that the Government's decision not to proceed

with a loan guarantee scheme for the time being should be
amainced in the context of whatever help the Chancellor

was able to offer small firms in his Budget. The Chancellor
wrote to Sir Keith Joseph on 26 March suggesting that the
decision against a loan guarantee scheme should be included in a
speech by a Treasury Minister in the debate on the Budget.

We understand that Sir Keith Joseph wishes to think about the
matter, so it is not clear at present when the Government's
decision on the ban guarantee scheme will be made publise,

/Against this




CONFIDENTIAL

Against this background, and given that the Goverment has

not responded officially to the Wilson Committee Report on
the Financing of Small Firms (the Report recommends both

a SFIC, with substantial tax concessions, and a Government
batked loan guarantee scheme), it seemed to us that the

Prime Minister's answer to Mr Kingham should be non-
committal on both these points. We have assumed that the
Prime Minister would wish to refer to the package of measures
to help small firms introduced by the Chancellor in his
Budgeth

‘\A/OV'»"J.\ {

/ ’
Yada aneX -
LB

R I TOLKIEN
Private Secretary




DRAFT LETTER FOR THE PRIME MINISTER'S SIGNATURE

Write to: B A Kingham Esq
National Chairman
Association of Independent Businesses
Europe House
World Trade Centre
London E1 9AA

Thank you for your letter of 20 March about Government

measures to help small firms.

As you will now have seen from Sir Geoffrey Howe's Budget
statement, we have been listening to fhe wide range of
suggestions made in the past year or/so for the strengthening
of the small firms sector. Much t© most important single
Step we have taken to help the enflerprise sector generally
was the cut in income tax rates put into effect last year.

It has now been possible to add/on measures more specifically

aimed at small firms. To encoyrage the flow of equity finance,

which you single out for prioyity, we have introduced:-

the Venture Capitgl Scheme - tax relief to

reduce the risk of logs from direct equity investment;

ii. a lower charge fand higher limit for corporation

tax on small profits;
iii. reductions in taxes on capital
/

/
iv. an end to gpportionment of trading profits;

Ve tax deductibility for some company formation

expenses;

vi. stamp duty relief for dealers in unlisted shares.




We selected these measures +¢among Utiers—witiother
—objectives) because they were cost effective and feasible

this year. I need hardly say that they are by no means the
only ones we have considered, and will continue to consider

others in the future.

I note in this context that you attach Importance to the
Wilson Committee's idea of "Small Firms Investment Companies"
and to a Government-backed loan guarantee scheme. The first
of these already seems to have borne some fruit in the
increased interest on the part of banks and major institutions
in equity investment in small firms; a number of subsidiaries

Specialising in the small firms sector have already been set

Up. The need for monetary restraint and the contingent
public expenditure liability make it difficult for us to

launch a government-backed loan guarantee scheme for the

time being.

I hope you will not hesitate to keep the Government informed

of your views and of the progress of your organisation.
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SMALL FIRMS - NON-FISCAL QUESTIONS HKJZGbDozHL

As you know, the interim report of the Wilson Committee recommended
that a pub11c1" underwritten loan guerantee scheme with a subsidy
element should be set up on an experimental basis as soon as s
"possible. There have also been o;opoqals recently from the o
Union of Independent Companies and the Lissociation of Independﬁnt
Businesses for a somewhat different form of lozn guarantece scheme
with 2 Governmant subsidy. .

I understand there has been inter— oepavtﬁental official consideration
of these proposals; and I have considered this proposal DUty

the Wilson Committee aznd the various representations ey the

small business organisations. A subsidised loan guarantee sch

would need to be sponsored by one department, and I imagine it

~would fall to the Department of Industry as the department
respoasible for small firms.

A subsidised loan guarantee scheme would have public expenditure
implications aund the issue is whether z new subuloy has suifieieant
priority. We must also bear in mind our limited scope for manceuvre
on PSBR grounds. I am guite sure that our first priority is to
action on the fiscal front %o improve the climste within which
Tirms operatve anc %o provide specific incentives for iPdiVidL 18
invest in swmall firms. Against this background I have concluced

ve should not proceed with the idea of a2 loan guaraﬁtcc schere 2t
present. But I think that, if we should find it necessary in future
to supplement the Tiscal messures on which I hope we quLl nor"“
decidec, we could lcok agaln at the question of a loan guarantec

1L shall be writing to you shortly on the sunject of undue burdcus
c——~0n-small--firus.

I am scnding copies of this letter to the TJ‘rima Minister and other

menbers ol = Connittee, and 1
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,13‘CIIHIIF)’ Chambers, Paliament Street, SWII? 3AG
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S\ December, 1979
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{ SHMALL FIRMS - NON FISCAI, QUESTIONS

Thenk you for your letter of 5th December about the.
various proposals that have becen made for a loan guarantec
scheme. - I have seen the proposals you mentioned, as well as
@ number of other representations in favour of a government
backed lpoan guarantec scheme. o

I agree that we must consider the merits' of a loan
grarantee scheme against the overall background, including
possible fiscal measures to assist small firms. In addition
to the factors you mention, we must not forget that ther

arc considerable signs of movement by the elearing bLanks, even

vithout any government incentive. The banks arc a
promoting their services for snall firms, and branc

in nev directions - long term lending and equity  Sin

for instance. The provision by banks of equity an

advisory services will in a great many cases be more valuzb
than loans. A loan guarantee scheme would be intended to
eéncourage more lending by the banks, and might lead to less
intensive financial monitoring and intervention.

I think we also share doubts as to whether a loan
guarantee schems would actually alter the pattern of banl
Jending significantly. I have not yet see¢n an acceptab
version of a schems under which banks will not be tempt
to use it (if at all) for loans which they would have 1
anyway rather than for truly additional loans.

In view of the points 3in vour letter and above, T arrc:
s o bl

that we should not procced with the idea of a loan guaranteco

=

scheme at present. Nevertheless, in view of the larpge amount

ol prcssure which has built up for such a Schene, dSsUgrest
that we should not announce our decision on this until the

fiscal relief I am able to offer. Until then we could takeo

The Rt. Hon. Sir Keith Joseph, Bt . P.

Sy
(S

Budget, when it can beo seen against ithe background of whateove




the line that we are .considering the various proposals . put to

us for a loan guarantec scheme, along with a number of other
proposals for improving the flow of finance to small firms.

As these must’ obviously be looked at in relation to onoc another,
and as some of the proposals are.relevant to the Budget, final
decisions will not be taken until ncarer the time of the Budget.

GEOI'FREY HOVWE
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SMALL FIRMS - NON FISCAL QUESTIONS

Thank you for your letter of 5th December about the
various proposals that have been made for a loan guarantee
scheme. I have seen the proposals you nentioned, as well as
a nunber of other representations in favour of a government
backed loan guarantee schene.

I agree that we must consider the merits of a loan
guarantee scheme against the overall background, including
possible fiscal measures to assist small firms. In addition
to the factors you mention, we must not forget that there
are considerable signc of movement by the clearing btanks, even
without any government incentive. The banks are already
promoting their services for small firms, and branching out
in new directions - long term lending and equity financing
for instance. The provision by banks of equity and of
advisory services will in a great many cases be more valuable
than loans. A loan guarantee scheme would be intended to
encourage more lending by the banks, and might lead to loss
intensive financial monitoring and intervention.

I think we also share doubts as to whether a loan
guarantee scheme weculd actually alter the pattern of bank
lending significantly. I have not yet seen an accepizble
version of a scheme under which banks will not be tempted
to use it (if at all) for loans which they would have made
anyway rather than for truly additional loans.

(6}

In vicw of the voints in your letiter and above,
that we should rnot proceed with the idea of a loan gus
scheme at present. Nevertheless, in view of the
of pressure which has built up for such a sg¢heme,
that we should not announce our decision cn tvhis until 1€
Budget, when 1t can be sesn against the backszround of wha
fiscal relief I am able to offer. Uniil then we could take
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The Rt. Hon. Sir Keith Joseph, Bt. M.P.
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the line that we are considering the various proposals put to

us for a loan guarantece scheme, along with a number of other
proposals for improving the flow of finance to small firms.

As these must obviously be looked at in relation to one another,
and as some of the proposals are.relevant to the Budget, {inal
decisions will not be taken until nearer the time of the Budget.

I
|

GEOIFFREY HOWE




SCOTTISH OFFICE
WHITEHALL, LONDON SWI!A 2AU

The Rt Hon Sir Keith Joseph Bt MFP

Secretary of State for Industry

Department of Industry

Ashdown House

12% Victoria Street

LONDON SWA <S5 March 1980

PREMISES FOR SMALL FIRMS e
5

I have seen your letter of 18 March to Geoffrey Howe.

In principle I welcome your proposals for initiatives to increase

the supply of premises for smaller firms, the more so as I understand
that the Coopers & Lybrand report has demonstrated that the demand
far exceeds the supply. At the same time I must have regard to my
regional policy interest. I am aware that the Coopers & Lybrand
findings suggest that private sector involvement in this area will
bring particular benefits to the south east rather than to the
assisted areas, where the response will be much slower.

I will therefore have to consider carefully the implications of your
proposals for Scotland - and in particular for the SDA and the HIDB:
T would also need to know how much of the external funding proposed
might be available to Scotland. I would therefore be grateful it
you could arrange for your officials to keep mine closely in touch
with the development of your proposals for the ETEC.

In the meantime I think it would be important that any such reference
to your proposals in Geoffrey Howe's budget speech should be
sufficiently general to allow for the later accommodation of Scottish
particularitiies.

I am copying this as before to the recipients of yours.

GEORGE YOUNGER
= . = I WA e d
-
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2 MARSHAM STREET
LONDON SWI1P 3EB

My ref: H/PSO/11934/80

Your ref:

25 March 1980

/} i \ | *‘l/
KQ;\A\&\a\\ : \// 1ﬂ;}’}

\
As you know, Keith Joseph copied to me his letter ofaé7/%ebruary
proposing that you announce in the budget statement immediate
initiative to provide 1,000 small factory units in the assisted
areag. 1 have also Just seen a copy of his further letter of
18/Mércha

Ns @
N <A

Keith's proposal for selling off small factory estates to the
private sector after they have been built and let is an interesting
idea and one which should be explored further. I was disappointed
that you did not fell able to support his funding proposal but I

am glad to see from Keith's letter of 18March that he hinself hopes
to be able to make some provision to ldunch the scheme. I share

his belief in the need to offer the private sector every reasonable
opportunity.

But the need for small premises, as Keith's letter acknowledges,

is not confined to the assisted areas and I am following up in

my own sphere the ideas mooted in my letter of 5 July 1979 to him.
Our aim must be to explore as many ways as possible of clearing
what seems to be a bottleneck in an important part of the industrial
market.

I have responded separately to Keith about his proposal for a
change in planning use classes in relation to nursery units.

I am copying this letter to those who received the earlier letters.

H”The Rt Hon Sir Geoffrey Howe QC MP
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15
The Prime Minister has received the
enclosed letter about the possibility of
a Government backed loan guarantee scheme. t[q
She would like to reply to this letter
herself, and I would be grateful for a
draft reply to reach us here by Monday,
31 March.
————

T P LANKESTER

Richard Tolkien, Esq.,
HM Treasury.




10 DOWNING STREET

R sl




XY

Association of Independent Busmesses

(formerly the Smaller Businesses Association)

Europe House, World Trade Centre, London E1 9AA
Telephone: 01-481 8669
01-481 0422

President: Patrick de Laszlo
The Rt. Hon. Margaret Thatcher MP,
The Prime Minister,
10, Downing Street,

London. aaﬁrch 1980

In our Budget submission to the Chancellor and subsequent meeting with Lord
Cockfield we put forward taxation proposals which we considered necessary to
encourage the formation and growth of independent business by making equity
finance more available. While there are necessary we recognise that this
cannot be an easy Budget.

Therefore, in the light of our discussions with Lord Cockfield and a more recent
meeting with Michael Shersby MP, we urge you to consider the fiscal arrangements
required to promote the development of Small Firm Investment Companies as
recommended by the Wilson Committee and the need to provide for a %gygggggnj
backed loan guarantee scheme which we see as a short term substitute for improving
équity availability. The ATB's published proposals on the latter incorporate a
mutual insurance element and do not, therefore, require a large Government
commitment. Nevertheless a lead from the Government is required to promote such
schemes, and to create 'gilt edged' paper to be created to attract institutional
backing.

Since our submission the prospects of an early and rapid lowering of interest rates
seem to have declined. Although we are aware of the current difficulties of many
established firms, new and developing firms will suffer most from both high interest
rates and the discriminating effects of the administrative procedures adopted by the
banks to curb their lending.

The opportunity to assist these firms in the current difficult economic and financial
climate by encouraging British Banks away from their excessive preoccupation with
security (hardly justified by recently reported profit levels) and providing vehicles
for institutional investment in small business should not be missed. The limited
public expenditure commitment required should give rise to many times its level of
real investment with the consequent benefits of employment and tax receipts.

While the AIB continues to support your Government's determination to reduce
inflation and accepts that a difficult period lies ahead, we believe that positive
action to increase the availability of equity capital to small businesses is required
in next weeks Budget.

National Chairman

Executive Committee: Brian Kingham (Chairman), Philip Bayliss, Peter Boneham, Lee Bushby, John Critchley,
Patrick de Laszlo, Reuben Josephs, Simon Preston, Freddie Walker. Secretary: J. B. M. Donnellan.

The Association of Independent Businesses Ltd
Company Limited by Guarantee Registered in London No. 850216




RESTRICTED

Treasury Chambers, Parliament Street, SW1P 3AG

Rt Hon Sir Keith Joseph MP

Secretary of State

Department of Industry

Ashdown House ' §14b(\’s
123 Victoria Street

London SW1 ; ' 20 March 1980

D fGirt

PREMISES FOR SMALL FIRMS

You wrote to Geoffrey Howe on tﬁ/ggrch in response to my

letter of Varch.

I have had a word with Geoffrey Howe about your suggestion for
the budget speech, and you will be glad to know that he is
willing to fit in a very brief reference to your initiative
involving the English Industrial Estates Corporation and the
private sector in providing more premises for small firms.

There are a number of specific public expenditure points which
suggest to me that you should arrange a further announcement as
soon as possible after the budget speech. The most important
and immediate is to make it clear that the initial stake of

£5 million is being found by making additional resources avail-
able for the EIEC within the Department of Industry programme
totals for 1980-81 being published in the public expenditure
White Paper. Any publicity material your Department are prepar-
ing should emphasise this point. You will no doubt also wish to
emphasise that most of the £20 million will not involve public
expenditure at all.

On this basis I am glad to agree with the expenditure aspects
of your proposal, including the consequential increase in the
cash 1limit and Summer Supplementary Estimate to which you refer.
I think that you should also announce the increase in the cash

limit as soon as possible.
I am sending copies of this letter to the Prime Minister,V/
Jim Prior, Michael Heseltine, George Younger, Nick Edwards and

Humphrey Atkin§ 4 [
Iy 1S

JOHN BIFFEN

RESTRICTED
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The Rt Hon Sir Geoffrey Howe QC MP
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HM Treasury
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Dew Gusthey
PREMISES FOR SMALL FIRMS

John Biffen wrote on 6 March on the public expenditure aspects of

my proposals for giving practical encouragement at the smallest

end of the industrial property market. He explained the difficulties
of making further calls on the contingency fund, and referred to the
possibility of re-ordering Departmental priorities to accommodate

this proposal.

I obviously cannot find £20m from within my own resources, but I am
able to make £5m available from the Departmental "Wedge" during
1980/81 only; and whilst this will reduce the wedge to a very low
level, I believe that the project is sufficiently important to
warrant this. The arrangement will require an increase in the cash
linmit for the Vote which includes EIEC financing, and 1 should
therefore be grateiul for your agreement to such an increase, which
cotld presumably be introduced in the Summer Supplementary Estimates.

However, £5m will provide for only 250 workshop units, which is
unlikely to make any noticeable impact on the market. David Young
has therefore been exploring what might be done to maximise the
effect of this modest initial investment, and you will be glad to
know that he has secured tus interest of CIN Properties Ltd ( the
property investment subsidiary of the NCB Pension Fund) in putting
up a further £15m. Details remain to be worked out, but I hope

we may be in a position to announce their participation by the end
of the month.

I believe, as you know, that the three interlocking proposals we
have discussed - IBA changes, the Nursery Unit Planning Use we have
proposed to Michael Heseltine, and my own proposal - will combine
to produce a significant effect on industrial growth where it is
most needed - from the bottom upwards. Assuming that we can agree

£OnF Srers




on all three proposals, I think it would be of benefit to the
Government if you could announce all of them briefly during your

" budget speech, as a package for the encouragement of enterprise at
the base of our industrial pyramid. You could refer briefly to the
fact that a survey commissioned by the Department of Industry had
found a widespread national shortage of small premises, together
with evidence to suggest that the availability of such premises

does encourage company formation in the small firm sector; and that
it proposed to publish this report shortly. In the meantime, the
Government had decided to act in three areas - the new workshop

tax allowance (about which I wrote to you on 10 March); changes in
the planning use designation for nursery units to be announced by
Michael Heseltine; and my own plan to encourage the construciion of
1,000 new nursery units in the assisted areas over the next two years,
in partnership with the private sector, by contributing an initial
stake of &£5m, through the EIEC. We would secure further publicity
on the publication of the report, which we expect to be shortly
after the budget debate, and by rapidly following up with the
announcement of the involvement of the NCB Pension Fund.

I hope that we can agree on all three initiatives in time. I am
copying this letter to the recipients of the earler correspondence.

Yen )
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PREMISES FOR SMALL FIRMS

You wrote to Geoffrey Howe on 27 February about encouraging the
provision of these premises thrdugh Government action of wvarious
kinds. He has asked me to reply on the public expenditure
aspects. He plans to write to Michael Heseltine about the bad
effects of past planning policies and the need to deal with this
obstacle to the establishment of small businesses.

As for the provision of additional finance for this purpose, this
would take you above the figures for your programmes to be
published in the Public Expenditure White Paper later this month,
and would imply a call on the contingency reserve. I cannot agree
to this for reasons which I am sure you will recognise. The
contingency reserve is dangerously low given the enormous
uncertainties facing us in the coming financial year: we must
maintain the reserve in case of developments where there is no
option but to agree to its use. The fact that the units could be
sold some years hence - perhaps at a profit - does not help us
over this particular problem.

I would not of course have the same objection to proposals to
change your priorities so as to give emphasis to providing small .
units in the assisted areas, either within the EIEC's planned
financial provision or even by switches from other expenditures
for which your Department is responsible. I suggest that your -
officials should get in touch with mine if you wish to re-shape
your proposals on these lines. I agree with you that public
provision by bodies like the EIEC must be confined to the assisted
areas, in accordance with our selective approach to regional
policy, and any special programme of small units should in my view
be concentrated in the Development of Special Development Areas.

I am sending copies of this letter to the Prime Minister, Jim Prior
Michael Heseltine, Nick Edwards, George Y er and Humphrey Atkins.

 ' ikk
JOHN BIFFEN
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PREMISES FOR SMALL FIRMS

I have seen a copy of Sir Keith Joseph's letter of 7 February to
you suggesting a pump-priming exercise to help to accelerate private
investment in smaller industrial units.

I have already expressed my concern at the fact that there appears to
be a dearth of suitable premises for smaller firms and I am sure that
a scheme on the lines suggested by Sir Keith would help to stimulate
the formation and development of new enterprises, as well as
demonstrating in a positive fashion our commitment to helping the
small firms sector.

I am copying this letter to the Prime Minister, Sir Keith Joseph,
Michael Heseltine, Nicholas Edwards, George Younger and Humphrey Atkins.
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PREMISES FOR SMALL FIRMS

Moy

I have been thinking about further steps-we might take to give
significant encouragement to enterprise, without net cost to the
Exchequer over the PESC period. These conditions are met by

the following proposal in a crucial area reiating to small firms.

We have much evidence to suggest that one of the reasons this
country has relatively fewer small firms than any of our major
international competitors is a dearth of suitable premises. We
therefore commissioned an investigation by Coopers & ILybrand.
Their report is almost ready and we now know that their main
conclusions confirm that a shortage of small industrial premises
persists throughout the country. They have not found any area
where the supply situation could be said to be satisfactory.
Another finding is that the provision of premises has stimulated
the formation and development of small firms. It follows that the
general shortage of premises must be having the opposite effect
throughout the country.

The problem has arisen partly from misguided planning policies
pursued over a long period, and partly by a failure of the
property market to adapt to new circumstances. Urban renewal

and derelict land clearance projects have literally planned many small
premises out of existence; and whilst thie major financial
institutions, which nowadays account for virtually all private
sector financing for industrial development, have been willing to
invest in replacement of the larger ranges of industrial premises,
they have taken no part in the provision of small units. Their
reasons have been twofold; an unwillingness to accept that suzh
investments will provide the same level of income growth as
investment in larger industrial buildings; and an unwillingness
to accept as tenants any companies which are not capable of
taking on their standard 25 year lease. The prospect of dealing
with a multiplicity of small, unknown, and potentially unreliable
tenants who want -only short-term rental agreements has hitherto
proved a serious deterrent to institutions, whose prime concern
has been assured, long-term rental growth with the least trouble

and overhead cost. The consequence has been that wherever small

/premises ...




premises or areas of decayed mixed residential and industrial
development have been swept away in the process of urban renewal,
the private sector has in general replaced only the industrial
units in the larger sizes; and the stock of the nursery of
workshop unit has therefore been steadily eroded. It is
significant that premises under 500 sq metres in area form only
4.8% of our national stecck; and in the Northern Region, only 2%.

Tocal authorities have in some cases tried to fill the gap.
Paradoxically, this has had the effect of introducing yet a
further deterrent to private sector involvement, since despite
the strong demand, the local authorities have often let their
units at uncommercial rates of return. The problem is further
compounded by over-rigid planning and building regulations.

Various steps are being taken to ease the planning difficulties,
but this will do nothing to overcome the reluctance of the major
financial institutions and property developers. One or two
institutions, notably the NCB Pension Fund, have recently begun
to take the temperature of the water. Their example and experiences
may eventually tempt others to follow. The Coopers & Lybrand
report, which I intend to publish, should dis pel some of the
prejudices prevalent among the institutions and help to persuade
them that the commercial opportunities are worth their while. In
particular it should be possible to demonstrate that the problems
of multiple short-term tenancies can be satisfactorily overcome
by new management systems. But changing the attitudes of the
institutions will be a slow process - too slow to meet the large
unsatisfied demand for small prémises which now exists throughout
the country and especially in the Assisted Areas, which will
inevitably be the last to attract the private sector.

I therefore believe that it would be a significant contribution

to the encouragement of enterprise, and to our potential for economic
growth, if we could accelerate industrial property investment

in this market sector by demonstrating in positive fashion

that such investment is both practical and profitable. I believe

we can do this without any net cost to public funds by undertaking

a pump-priming exercise involving the provision of a tranche

of these small units over a short period, specifically and

solely for sale to investors as tenanted estates.

So far as the assisted areas in England are concerned, my officials
and the EIEC are confident that there would be no difficulty in
building and letting 1,000 small units by 1982, and selling all

of them, perhaps even with a small profit, within a further tw»o

or three years at most. This is also the view of David Young who

has been advising me on industrial property matters and has practical
experience of building small units. 1,000 units would represent

an expenditure of about £20m, which can be spread over 3% years (&6
in 1980/81, £10m in 1981/82 and £4m in 1982/8%), and recovered over
4 years. :
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I propose that although the shortage of small units is nation-wide,
expenditure on this programme should be confined to the assisted
areas. As you know, separate discussions are being held on the
proposal for a workshop building allowance; 1if this idea goes
ahead, as I hcope it will, it should provide substantial encourage-
ment to development in many non-assisted areas; and a successful
scheme in the AAs will be Jjust as valuable a catalyst for non-AA
development as a successful scheme anywhere else, whereas the
converse would not be true.

Obviously the initiative could not be confined to England, and

we need to look to our colleagues in the territorial departments to
say what would be appropriate in the other countries, having
regard to basic criteria of prompt saleability. I would myself

be inclined to suggest a maximum total outlay for Great Britain
based perhaps largely on the relative numbers unemployed in the
Assisted Areas and officials might be asked to agree a national
target on this broad basis.

There remains the question of financing this proposal. Whilst I

would normally have wanted to find the funds for such an important
initiative from within my Department's overall provision, I am

afraid I now find this impossible. I have, as you know, already

made substantial efforts to find savings, and there are simply no

more to be found. I hope you will therefore be able to find the
additional provision required. The outlay required is modest,

the rental yield potentlally high and the whole expenditure recoverable
in real terms.

The announcement of this programme could with advantage be made
during your Budget Statement, together with the new workshop
building allowance, and publication of the Coopers and Lybrand
report could be timed accordingly. We could then not only claim
to be making an immediate and significant contribution towards
solving the serious problem the report has identified, but also
taking steps at grass roots level to improve the nation's
competitiveness and prosperity and strengthen the base of the
industrial pyramid.

If you agree in principle with this proposal, I suggest officials
should meet promptly to consider its detailed implementation.

I am copying this letter to the Prime Minister, Jim Prior, Michael
Heseltine, Nicholas Edwards, George Younger and Humphrey Atkins.
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ELIMINATING UNTUE BURDENS ON SMALL FIRMS

You will recall that at the meeting of MISC 14 on © September
1979, it was agreed that I should submit a further paper on
the elimination of burdens on small firms. Under cover of
this letter, I attach a report and proposals, particularly
identifying areas in which further progress needs to be made.

The cost of compliance by industry generally with the requirement
of Government is now perceived to have been significantly under
estimated in the past. A reduction in this burden on small
firms and the elimination of other obstacles to their growth

is an important objective in itself, but it has now assumed
even greater importance because the stringency of the current
financial situation is having a serious effect on the small
firms sector.

I welcome the recommendations in the attached paper, and suggest
we should monitor progress on all these topics with a view to
making announcements at quarterly 1ntcrvals, covering a small
group of items, so as to make the maximum impact and underline
our steady progress toward fulfilling our undertakings to the
small business community. To this end, it would be helpful

if a timetable could be provided by each Department responsible
for the items in the progress report.

I am copying this to the other members of MISC 14 and to
John Nott and Jim Prior.
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ELIMINATING UNDUE BURDENS ON SMALL FIRMS

Report and Proposals by The Department of Industry

1 Priority paper 10.1, which was considered by MISC 14 on

6 Sepember last, identified the principle burdens imposed on
small firms. ThlS paper reviews developments and draws attention
to matters on which further action is outstanding.

The Burden of Legislation

2 Awareness of the problems facing small firms is permeating
Whitehall, but tangible results so far are few and there is a real
- risk that they will De more than offset by new legislation, unless
the implications for small firms can be kept continuously in the
forefront of our minds. An example is the proposal for an
Euployers' Sick Pay Scheme; despite special arrangements being
discussed for very small firms, the potential cost and administra-
tive burden to be imposed on the rest of small businesses will be
considerable. It was understood when the scheme was formulated
that it would have this disadvantage, POt it is an unwelcome facet
of a desirable change.

5 We make two proposals of general application concerning future
198107 ol -
a __Departments initiating legislation should be required
to include in the explanatory memorandum an estimate
of the compliance costs to industry. (We accept that
in many cases only a broad estimate may be possible.)

should be accompanied by a simple explanatory guide for

b All legislation having a significant impact on industry
\the small employer.

The Burden of Paper Work

4 This . .rises on the twin fronts of administrative forms and
statistical ones. Admiuistrative forms bring relatively few
complaints. However, the Department of Trade's external inquiry
into their forms may suggest some fresh initiatives.

> ©Statistical questionnaires are percieved as a significant
burden by small firms. As a result of the review, initiated by
the previous Prime Minister and effected through PUSSs in each

Department, 280,000 forms making statlstlcal enguiries per annum
have been stopDedJ

© Under this Government some 750,000 statistical questionnair
have not gone out, but many of these were not annual returns

a result of staff cuts, 50,000 enquiry forms per annum have 3':
be cut out. In addition, Sir Derek Rayner's first BSO exerci
suggested the saving of B0,000; half are in the process of b
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implemented, the other 25,000 are subject to negotiation with the
Treasury and the CSO. The Department of Employment are reviewing
the frequency of their census of employment and the monthly
employment return which involves substantial numbers.

7  The recent decision for Sir Derek Rayner to review the
statistical services Jjointly with the CSO and CSD, particularly
the Treasury's requirements as the largest user Department in
Government, is particularly welcomed, since it 1s the demands of
the user Department which inevitably dictate the number and
frequency of enquiries. We are particularly anxious that they
should not under-estimate the compliance costs involved for
businesses of all cizes m supplvi information, recognising that
much the bigger burden falls on the small non-computerised company.

8 It is of overriding importance for Ministers and officials in
all Departments to examine critically all proposals for seeking
data from industry to ensure that only that which is absolutely
essential is sought. More attention needs to be paid to the factor
that some information will be readily available to the recipient.
Where it is possible to delete sections of enqguiries not applicable
to the addressee, they should be removed. Forms should indicate

on the front page to whom they apply and whether the return is
compulsory, voluntary or to help the addressee.

Employment Protection Legislation

9 Important changes affecting small firms came into effect by
order on 1 October, concerning the qualifying period for unfair
dismissals and notification of redundancies. Further beneficial
provisions are included in the current Employment Bill in relation
to industrial tribunal procedures.

10 We particularly welcome the decision to amend the Employment
Bill during its Committee Stage to extend the qualifying period
for unfair dismissals to two years, not only for new businesses
but in respect of new employees of all small firms (20 employees).

Health and Safety Legislation

11 A review of the work of the Health and Safety Executive is
being conducted by the CPRS, who are due to report in March 1980.

Rating

12 The Planning and Land Bill will give small businesses the
right to pay rates by instalment, and will provide for a more
flexibile separation of the domestic and industrial proportion of
rates for mixed hereditaments. A working party of officials i
examining the scope for de-rating of empty properties and of
properties in the process of conversion. It is desirable that
recommendations should be with Ministers in time for the Committee
Stage of the Bill.
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Building and Fire Regulations

13 Building regulations are being reviewed with the objective

of devolving responsibility for them from local authorities to

the builders. A draft consultative document is in preparation.
There appears to be a case for reviewing the appropriateness of
some of the fire regulations applied to smaller firms.

Rights of Entry

14 A review of the rights of entry into business premises has
recently begun and will be completed by June 1980. Revenue
services are the subject of a separate review which is nearing
completion.

Company Law

15 The Department of Trade published a Green Paper on company
accounting and disclosure last September. In accordance with the
EEC Fourth Directive, it proposes a new 5-tier structure for
companies with different disclosure requirements for large, medium
and small companies. Nevertheless, a vast number of very small
businesses will still be required to file balance sheets annually
etc etc. A 'de minimis' exemption from this requirement would ease
the burden on both very small firms and on Company House.

Government Purchasing

16 We believe that without departing from the value for money
principle, Purchasing Departments could place more contracts with

small firms. To achieve this communication will have to be improved.

In order to help small firms understand Government purchasing
procedures, a booklet in the Small Firms Service serlies has been
prepared and awaits approval by the Purchasing Departments. We
recommend that each Purchasing Department should have a nominated
'Small Firms Officer' to act as a focal point for enquiries, since
small firms are often deterred by the difficulty of making the
appropriate contact. There may also be scope for publishing lists
of contracts (below a certain size) through the Department of
Industry's Small Firms Centres, and by other methods, to ensure
that small firms know what contracts are available. These ideas
are developed in a paper shortly to be discussed in the Official
Committee on Public Procurement.

Planning

17 Action is being taken to enable the Secretary of State for
the Environment to publish league tables showing the time taken by
planning authorities to deal with applications. Measures to speed
up the handling of appeals are to be covered in a consultation
paper to be issued shortly. The general development Order (1977)
is to be relaxed to permit the limit on industrial expansions to
be raised from 10 to 20% subject to a maximum of 120 square metres.
The Secretary of State for the Environment is currently considerin
a draft of a new circular on development control wnich will emphz

the importance of helping wealuh and employment creating investmen
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to take place and of dealing with planning applications from small
firms promptly, efficiently and sympathetically. Applications would
be granted unless the purposes of the land allocation are damaged Dby
reason of noise, smell, unsightliness, or traffic generation. i.e
provided they do not offend against the purpose .of the land
allocation.

Contlusions and Recommendations

18 In summary, we think it can be fairly claimed that a good
beginning has been made, but there is still much to do. The
effort to eliminate burdens needs to be sustained, and taken
much further. Specifically we recommend that:

) all Departments initiating legislation should be
required to provide an estimate of the compliance cost
to industry and to produce simple explanatory guides
for the small employer;

(ii) Ministers and officials requiring statistical
information should re-examine their use of statistics to
ensure that the degree of accuracy reguired and the reliance
to be placed upon the figures is known to the BSO or other
collecting organisations, to ensure that neither in

quantity nor in frequency are the statistics being collected
in excess of the minimum needed;

(iii) forms should be redesigned so as to indicate clearly
whether their return is voluntary, compulsory or to help
the addressee and, if possible, a standard format should be
achieved in this respect. Greater effort should be made to
reduce the number of omnibus requests for information
contained in the long standard forms;

(iv) a guide to Government purchasing procedures should be
produced, each procurement agency should appoint a

Small Firms Officer and lists of contracts that might

be of interest to small firms should be published;

(v) reviews of the health and safety legislation, building
and fire regulations, the Shops, Offices and Railway Premises
Act should be undertaken and/or completed speedily, and if
possible the results announced at the same. time;

(vi) a further effort should be made to reduce the company
law requirements falling on the smallest businesses.
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Thank you for your letter of 1% Jauhary enclosing
Mr. Anderson's letter of 3 January. Mr. Anderson attached his
own letter of 1 January to me, which I read with interest. I
am of course keenly aware of the problems of small.businesses

and very sympathetic towards themn.

The question of manufacturers' discounts to retailers was
made the subject of z general reference te the Monopolies and
Mergers Cormission by the former Secretary of State for Prices
and Consumer Protection in July 1977. The Commission have
completed their fact-finding operation and are now in the clbsing
stageé of their enquiry. They are expected to make their report
this year and the Government will then decide whether any action

-~

is needed.

2 ke

lir. Anderson suggested that the Government should give some
thought to removing price control for milk., Of course, we keep
the need for this control under review but the reason for it lies
in the structure of the dairy industry. The Hilk Marketing Board
are monopoly suppliers of milk in their areas and the processing
and distribution df milk is increasingly concentrated in the hands
of a few large companies, By setting both wholesale and retail
prices the Government aims to ensure fair treatment for producer,

distributor, and consumer alike.

The maximum retail milk prices set by the Government relate
to milk in glass bottles, Mr. Anderson might like to. know that

/for




for sale of milk in non-returnable containers, retailers make
a reasonable additional charge to cover the extra cost of the
packaging involved. :

Turning to butter prices, the stafutory maximum retail
prices of .butter which were raised on 28 January had not been
altered since February 1979, When setting statutory prices the
Government takes into account changes in first hand prices which
have occurred, or are due to do so, as well as allowing some
neadroom for unforeseen developments, More frequent changes,
as Mr. Andeywﬁn suggests, would undoubtedly confuse and irritite

both traders and the general public,

I enclose a copy of a Press Notice which sets out the reasons
why the Government took the decision to abolish the Metrication
Board, By the end of April there will be insufficient work to
Justifiy the Board's continuing as a separate entity and it will
therefore make more sense for the Department of Trade to deal with
metrication matters. As far as education is concerned, policy
. guidelines laid down by the Department of Education and Science
advise schools to ensure the children should be kept reasonably
familiar with both metric and the Imperial-systems of measurements.

I hope that Mr, Anderson will find these comments helpful.

The Rt. Hon., David Howell, M.P,
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LOI MONORY

You asked about the Loi Monory, and whether this might
be an alternative to some of the small firms schemes which

the Treasury are considering.

The Loi Monory allows each French household to deduct
against its tax bill up to 5,000 Francs of net new investment
in the shares of any French company. People who take advantage
of this have to hold the shares until 1983.

This is really a scheme to encourage equity investment
generally, rather than in es¥ small firms. It has not
therefore been considered as a possible small firms scheme.
However, it has been looked at, and will be reported on in
the Report on Taxation and Savings which is coming to E
Committee in a week or two. I am told that the Report will

recommend against emulating the Loi Monory because -

it would be extremely expensive;

it is unlikely we could get our banks to co-operate
in administering the scheme. 1In France, in order
to make sure people are not simply switching out

of one share to another share in order to take

advantage of the scheme, the banks play an

important monitoring role.,n?hey are, of course,

much more closely linked tO(State than they are

ginEthtiiSNe oUhiE Y
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ARE THERE LESSONS FOR THE UNITED KINGDOM?
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The French "Loi Monory" : are there lessons for the U.K.?

A}

"Reconciling France with Industry" was how M. Rene Monory described
the object of his tax incentives for share investment introduced in
1978. These measures, part of a wider package aimed at rejuvenating
French industry, are now collectively known after the nzme of their
sponsor as the "Loi Monory". Buf what are these measures, which,
as I show, have had a substantial impact in France? They are, I
beiieve, not widely known about in Britain, and to some degree
misunderstood even by those who do know of them ., The object of this
-paper is therefore quite simple. First to set out exactly what the
Loi Monory measures are. Second, to discuss the reasons for their
introduction in France. Third to assess éhe impact they have made
and to attempt to analyse their success against their objectives.
Finally to look at the scheme against a British background and to
ask the question : should we introduce similar proposals in the
United Kingdom as part of the rev1ew of capital taxatlon currently

taking place?
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Taking the first of these objectives : what is the "Loi Monory"?

Essentially it is a series of measures introduced in France in

July, 1978 the main object of which is to give tax relief for new

_investment in the shares of French companies. Each French household

is allowed to deduct against its tax bill up to Fes. 5,000 (around
e

SR ST P .
£550 at current rates of exchange) of net new investment in the shares
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of French companies. The 'household" is defined as husband and wife,

while an additional Fes. 500 is available in respect of each of the

first two children and a further Fecs. 1,000 a year for every additional
child.

These tax benefits are generally available for the four years 1978 to

==

1981. The amounts invested each year go to reducing the household's

tax bill in the following year. Thus the benefits will cease in 1982
/s e STEnT S TR

and investors will be free to sell all their shares bought.ugder the

"Loi Monory" provisions from the beginning of 1983;

‘There is, however,




an important exception to the four-year limitation. For taxpayers over

-

the age of 50, the tax benefits are granted for fifteen years, to.
Lot ] SRR R T

21low such taxpayers to build up a capital fund for their retirement.
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The Reasons for Introducing the "Loi ‘Monory"

A d

Before discussing the operation of the tax privileges, a prinlinary
word on the gemeral objectives of the law and the context in which it
was introduced. The concessions offered under the '"Loi Monory"

are not an end in themselves designed to stimulate activity and prices
on the Bourse to the benefit of French stockbrokers and unit trusts.
They were a part of an economic package which - taken as a whole -
was designed to improve the capital base and competitive position of

French industry and commerce.

A major problem facing French industry was, as the Government saw it,
that it was under-capitalised, both in vrelation to its total sales and
to its bank and other borrowing. Examples quoted at the time of the
introduction of the various reforms were that on average, French
industry's borrowing /capital ratio was in general over 50%, rising
to over 100% in some cases. Statistics showed that capital creation
was increasing less slowly than value added, the wage bill, while
interest charges on borrowing had risemn very sharply. At the same
_time, internmal sources of funds through non-distributed profit

retention had fallen sharply.

The French Government therefore planned a two-pronged attack on this
problem. First, to strengthen the intermal flow of new capital resources,
it lifted the price controls under which French industry and commerce had
laboured since the end of the war, and stimulated French companies'demandi
for new capital. Interest and dividend payments on new capital raising

exercises were to be fully tax-allowable against profits for seven years

(compared with five préviously), and on preferenée'shares the period is
ten years. (Preference share issues were not only allowed, but almost
encouraged as a means of allowing companies to raise capital without

altering the balance of voting control.




Other measures introduced around the same time, and all designed to

stimulate industrial investment as part of a package, included tax deducéions
of up to the equivalent of 10% of the increase in investment during 1973

and 1980, and accelerated rates of amortisation for capital expenditure

on scientific and technical researchfby small and medium sized companies.
Selective aid'was also given to investment in regions suffering as a

result of a decline in major industries, such as steel and naval shipbuilding.

Secondly the Government sought to improve the willingness of investors to
put up new extermal sources of capital by introducing the "Loi Monory".
These measures must therefore be seen in the context of the Government's

overall policy towards the financial health of the French corporate sector.

The French Government was also seeking to influence the personal sector in
its choice of investments. As in the United Kingdom, the level of

personal savings was high, but traditionally it flowed into short-term
deposit saving with the banks, Not only ﬁid‘this help increase industry's
dependence on borrowing from the banks, it also caused the French authorities
problems in the field of mometary control. (The monetary authorities in
this country will need no reminding of the difficulties of controlling

monetary aggregates which can be volatile in the short-term).

The measures sought therefore to increase savers' willingness to commit
long~term funds to French industry and trade, thus killing two birds with
one stone - the undercapitalisation of French industry and the size of
short-term deposit savings. (The interesting contrast with the United
Kingdom is that here the authorities have sought to divert funds from

short-term savings into long-term government debt.)

The final reason behind the particular scheme chosen was that the French

government felt that it was highly desirable to involve the populatibn
as a whole with the success of French industry, to give them a financial
stake in greater output, productivity and success. All this is summed
up in the Monory quote at the beginning of this paper : "reconciling

France with industry”.
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The "Loi Monory'" and the Investor

Buying and Selling the Shares

The tax advantages are confined to direct investment in French company
shares, or investment in SICAV (authorised unit trusts which have
undertaken to invest at least 60% of their funds in such issues). Many
of the SICAVs are run by the banks, and I shall discuss the role of

SICAVS later in the paper in analysing the success of the measures to date.

The tax benefits under the "Loli Monory" are granted on the net addition
to investment dufing the year. The great advantage of this is that it
does not lock an investor in to a particular share or portfolio. He is
free to vary his investments as he likes, but he will be granted the

tax benefits only on the net additions to his portfolia.

The Value of the Tax Saving

How much does a taxpayer save on his tax bill py taking advantage of the

concessions? Any precise answers clearly depend upon his personal tax rate,
the size of his family and how much he can afford to invest. The following
examples, based on information given by Monsieur Bruno-de Maulde, in a ‘
lecture soon to be published by The Stock Exchange*, give‘a useful indicafion

(although the figures have been slightly amended) .

Example 1

In the first case let us assume a taxpayer has a taxable income after
allowances of Fes. 100,000 a year {about £11,000). He has two dependent
children, a2nd he chooses to invest his full permitted amount under the

scheme.

The full permitted amount in his case is Fecs. 6,000 (Fcs. 5,000 for the
household, plus Fecs. 500 for each of his two children) and his total tax
saving on an investment of Fcs. 6,000 will be almost Fes. 2,100 roughly

equivalent of £230.

Example 2

In the second case, we assume a man with three dependent children and taxable
income of Fcs. 135,000. He, too, invests the full allowable amount,

in this case Fecs. 7,000 (as in example 1, but with a further Fes. 1,000

for his third child). .

ey

* Stock Exchange Chirman's Lecture, No.10., delivered 13th September, 1979.
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Example 2 Cont'd

In these circumstances, his tax saving will be Fcs. 2,800, equivalent

to a little over £300.

How valuable are these tax concessions? We can look at the question
from two angles - apart from the unquantifiable delight of paying less

tax anyway - those of income and capital.

On the income side first of all, if the taxpayer under example 1

invested in a security yielding 7% a year, his actual gross yield

will be 10.8% since he has in effect paid only Fcs. 3,900 for shares

to the value of Fcs. 6,000. Our taxpayer in example 2 benefits even
more, since he acquired shares t6 the value of Fecs. 7,000 for Fecs. 4,200,

so his 7% yield would rise to 11.7%.

Since the highest marginal income tax rate in France is 60%, the maximum
saving for a household without children would therefore be Fcs. 3,000 or
around £330. At_this level, the yield on the above 7% example would
rise to 17.5%. To date I have not been able to trace any figures which
indicate the average tax saving, but again I am indebted to Monsieur de
Maulde for an estimate that savings are likely to range from Fecs. 1,000

to Fcs. 2,500 per household. =

Let us look now at the second way of assessing the benefit. Quite simply,
each taxpayer by acquiring shares at a discount (represented by his tax
relief) has a built-in protection against a fall in their value. In
example 1 the shares could fall by anything up to 35% before the shareholder
shows a loss, while on the second example his '"cushion" is 40%. The main
gainer, of course, would be the taxpayer on the highest marginal rate whose

protection against a fall in value is 60% of the gross cost price.

The Lock - in Effect

An object of the scheme is, of course, to encourage the long-term nature of
French personal savings. So to qualify for tax relief, there must be a
"durable'" investment. Shares bought under the scheme must be kept, or the
proceeds of any sale re-invested in French company shares, for four years.
Rules were also incorporated into the scheme to prevent existing investors
simply switching old portfolios into "Monory" holdings just to qualify for
the tax relief : there must be a2 net increase in the portfolio.
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The penalty for selling the shares before tL. end of the four-year period

is the immediate repayment of the tax benefit except in specified circumstances,
which include death, retirement and divorce. But it is important to note

that individual shares in the portfolio can be changed, and, provided that

the proceeds are re-invested, the full reliezZ claimed., - If an investor is
fortunate and his original shares rise substzntially, there is no reclaiming

of tax relief if he sells and re-invests the realised amount,

Al

Testing the Claims of the Secondary Market.

During the initial discussion period, a number of different ideas were pﬁt

forward designed to achieve the desired overall objectives outlined above.

One of these would have given the tax concéssions only to the contribution

of "new capital, In ot*zer words, only new cz2pital raised by companies

and subscribed by the general public would quzlify for tax relief, whiie
investment in existing shares would not, The Government rejected this

plan on the grounds that it would probably divert money into new shares

and certainly do nothing for, and probably harm, the market in existing
securities. In the long run this would have been counfer-productive :a
privileged class of shares would in effect have been created, but the scheme
could easily have been undermined by a weak secondary market when these
"privileged'" investors chose to séil. Such a scheme would almost ineQitébly
have led to distortions in the market, perhaps schemes designed to achieve

no rational financial objective other than artificially to create'new" capital,

and certainly a lot of administrative inconveznience,

In Monsieur de Maulde's words in the paper already referred to : "we thought
we should believe in the stock market and in its smooth functioming, which
would have been severely disrupted with a special advantage being reserved

to the new issues”,. -

So the French Government decided to test one of the stock market's

major justifications for its system : the contention that an active and
successful secondary market in which existing shares can be traded is

an essential element of 2 successful primary or new issue market. In
other words, investors who know that facilities exist for selling their
shares at times of their own choosing in a liguid and competitive market-
place will be all the more willing to invest their funds in the equity
capital of industry in the first place, allowirng industry to raise money

more easily and more cheaply:than if investors were locked in.




So the French Government in effect called upon the Bourse to justify this
claim, justify indeed its very raison d'etre in respect of company finaﬁée.
Create a sound trading market which will give confidence to savers to buy
company shares : prices will rise, yields will fall, céﬁpanies will tap thg
new issue market for new funds at these lower rates, which will help them
both to reduce‘their dependence on borrowed funds and provide the necessary
permanent capital for expansion. = Was this argument valid? The Bourse

was being put to the test.

The Results of the Scheme to Date

Investors' Reactions

Nor surprisingly, in view of the muvements in the prices of French
securities generally, French investors have taken considerable
advautage of the "Loi Momoxy'" provisions. Much of the success
which has been achieved in wooing new shareholders into the

market and reviving the interest of exiséing shareholders has been
the great marketing effort put in by the French banks in selling

SICAV investments to their customers.

It has been calculated by the French authorities that over one
million households have taken advantage of the new law since July

1978, and that perhaps four-fifths of these were through SICAV

Twenty-one SICAVs having been formed to date to take advantage of the

opportunities created by the "Loi Monory" In the first half of 1979

alone, SICAV registered price increases of between 5% and 12%.

In terms of money attracted into "Loi Monory" schemes, Fcs. 3,500m.
came in during 1978 and Fcs. 4,000m. last year, a rise of some iB%.
(In this context the fact that the scheme came into operation half
way through 1978 is largely irrelevant, but it will be interesting
to see if the success of the scheme carries through into 1980, especially

if share prices do not maintain their present momentum.)

A further measure of the scheme's success in achieving its objective
of associating the individual with French industry has been the fact that
of the 1m. shareholdlngs under the scheme, it is estlmated that approx-

imately half of these are shareholders attracted into stock market




Investors' Reactions Cont'd.

investment for the first time. Probably an even higher percentage
of new shareholders are to be fgund within the ranks of the SICAV

unit holders,

The Stock Market's Reaction

Stock prices on the Bourse over the past eighteen months have risen,

by about 40%, with only minor reactions as may be seen from the

chart.
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Not all of this should be attributed to the effects of the "Loi Monory".
Indeed it would be extremely dangerous if the rise were to be
attributed wholly to it, given che temporary nature of the scheme.
Following the French electiou early in 1978, share prices were
historically low and politically were set fair for a rise following

the unexpectedly heavy defeat of the left-wing parties in that election.
As may be seen, the French share index rose from around 50 at the time
of the election to around 70 by mid-1978 when the "Loi Momory" was
introduced. Thus, the timing of the scheme's introduction was
favourable, Nonetheless, the added weight of new investment funds
coming to the market certainly helped maintain the momentum, and, of

course, in a scheme:like this nothing succeeds like success,




French Industry's Reaction

So the market index has been buoyant during the period of the

"Loi Monory'". But how have companies reacted? Has the stock
market's claim that it could hefp industry raise money easily
and cheaply been borne out?

In some ways it is far too early to tell. Certainly initial
results were favourable. In 1978 French companies raised Fcs.
4,400m. of new capital mostly in the second half of the year,
compared with only Fes. 1,100m. during 1977. Last year, new
capital of Fecs. 3,700m. was raised, and although this might
indicate a slowing-down on the 1578 rate of growth, that figure °
may have included some catching up by French industry. The

1979 figure is, of course, still well in advance of the 1977
figure.

There is a curious, and perhaps-co-incidental, similgrityﬂhere
between the amount of new funds thcught to have been attracted
into the market by the tax reforms and the new amounts raised
by French companies through the new issue market mechanism.
There is no particular reason why these two amounts should show
such a similarity (Fcs. 7,500m. of new investment over two- years
compared with Fcs. 8,100m. of new capital raising by French
industry), but the figures do argue quite strongly against any
suggestion that stock market prices have simply been driven up
by an excess demand over supply. They also bear out the
confidence of the Government in trusting the mechanism of the
stock market. The new money has been raised by industr& without

distortion to existing securities and on the back of a generally

rising market.




French Industry's Reaction Cont'd

On the other side of the coin, what has been happening to capital

investment by French companies? There has in fact been no obvious

$ .
increase in new capital investment by French private sector companies.

In fact it would seem that many French companies are doing what their
British counterparts did in 1975 when stock_market prices here began .

to rise sharply after the debacle of 1973-4; they have' raised equity
capital when the time is fight in order to strengthen balance sheets

and reduce short-term borrowing. This, indeed, is not onlysensible,

but in the French context, one of the major objectives of the "Monory"
proposals. New investment will have to waituntil the economic outlook
improves, but by then companies having taken advantage of the capital-
raising possibilities now, should be better placed to meet new investment

and expansion plans.

An Interim Judgment

There can be little doubt that the effects of the "Loi Monory" in France have

in the short-term been substantial.

It will be impossible until at least 1983 to give a complete assessment of

the success of the French measures. As was noted earlier in the paper,

the scheme is intended to be only a temporary one, with the tax benefits given
in 1982 being, generally speakirg,the last and investors free to sell their
shares without penalty from 1983 cawards. The hope is that the tax concessions
will be a pump-priming exercise, and that the enthusiasm for long-term investmenti
in industry will be carried forward by its own momentum and without any further
artificial aid after that. .

Almost inevitably, unless other factors outweigh it, selling pressure in 1983

is likely to lead to a f£all in stock prices, especially if substantial capital
gains are there for the taking. If, however, the overall economic outlook is
better by that tine, such selling pressure should prove containable. Indeed,
this would provide the basis for a good two-way market of both buyers and
sellers. (In the last resort the scheme could be renewed in the same or a
modified form, although such an extension would in part be an admission that

the pump-priming exercise had not been fully successful.




But in the short-term, the "Monory" proposals can be counted a success.
The stock market has been boosted, and a wide spectrum of the French
population has benefitted. Savings have been switched into longer-term
holdings, while French companies have raised substantially larger amounts

\

of new capital, to the benefit of their financial strength and lonz-term

prospects.

Are there lessons for the United Kingdom?

In view of the French success, should the U.K. seek to strengthen
investment in industry in the same, or a similar, way by means of

tax concessions to direct shareholding?

I do not believe there is an obvious answer to this question. The
French government introduced its promosals to suit the needs of
French industry. So we should ask ourselves the question : what
factors are there in the U.K. which would make a '"Monory'" type

system as effective here as it has been in France?

It has been said, for instance, that a "Monory'"-type scheme is not

necessary here because British com%anies have not had the same
difficulty ir raising new capital as French companies. The City
institutions made this point over and over again in evidence to the

Wilson Committee and in general were supported in this view by

industry itselz.

A further point of &ifference is the much greater importance in the
U.E. of funded pension schemes, which invest increasing amount of
money in new and existing U.KE. equities. Although full figures
are not yet available, they probably invested around £1,500m. in
them last year following figures of £1,473m. and £1,475m. in the
two preceding years. Together with other institutional investors,
notably the long-term insurance funds, they play a major role in
the new issue market through the take-up of rights issues. The
role of the pension fuqu is much smaller in France, where many
schemes are not funded and operate on a pay-as-you-go basis. As'.
a result the amount of new savings regularly becoming available for

investment in French equities is much lower than in this country.




So from the point of view of company finance, there is probably
not the same pressing need in the U.K. as there was in France.
Nonetheless, there may well still be‘?n argument for introducing
2 "Monory'"-type law in this country as part of a package to
encourage moresdirect participation in capital-ownership. The
growing importance of institutional, especially pension fund,
investment has been causing a lot of concern, and the volume of

funds available for investment is bound to grow.

Taxation policy is still structured towards encouraging their growth,
while inflation ﬁds added massively to their inflow of funds. The
total number of pensioners receiving payments from them is relatively
small compared with contributors, and the volume of money being paid
out 1s around one-third of tctal income from contributions aud .

investments. ‘

Meanwhile, direct investment by individuals in equities is far from
encouraged, and has certainly not been given tax benefits, except in
the area of employee share-ownership. Yet such schemes, while they
deserve strong support, are by their nature limited to particular
groups of employees. The French, too, have employee-participation

schemes, but clearly felt the need for a scheme which would have more

general appeal.

The French stock market, prior to "Monory", had been hampered in its

capital-raising role by a general lack of investment interest. Perhaps
the U.E. stock market is being hampered by its increasing difficulty

under the weight of institutional funds to make a steady and ligquid
two-way market. The weight of argument certainly indicates that the

tax advantages which indirect investment enjoys over direct investment
should be reduced, and if this cannot be done by reducing the institutions’
advantages, then stimulation along the "Loi Monory" lines should be tried,
because in the long-run, if institutions so dominate the market that The
Stock Exchange cannot function effectively, British industry and the

national prosperity will be the losers.
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PRIME MINISTER

Equity Investment Scheme - Tax Reliefs for Small Firms

(E(80) 11)

BACKGROUND
The Committee last considered this on 12th December (E(79) 17th Meeting,
Item 2) when there were two options available, both designed 'to encourage
enterprise and the growth of the small firms sector'. Two main schemes were:
(a) The 'losses' scheme, now retitled the 'risk sharing' scheme;
(b) the 'start-up' scheme.

e There was a strong feeling in the Committee that the Chancellor should

be more adventurous in the Budget, butin your summing up you left it that

"the Committee could only give the Chancellor a broad indication of

its views, and leave him to make the best judgment in the light of
available resources nearer the time of the Budget. The Committee
did not want to rule out the package of small measures to help small
businesses, butit considered that, within the limits of available
resources, there was much to be said for larger and more attractive
schemes. Despite the difficulties, the Committee saw more attraction
in the equity investment or 'start-up' scheme than in the so-called
'"losses' scheme ....".

S Since then, the Chancellor has reconsidered the proposal; but his letter
of 21st January to the Secretary of State for Industry comes down firmly against
any kind of 'start-up' scheme. (The paper attached to that letter is the best
available account of the schemes themselves). This drew strong reactions from
the Secretaries of State for Industry and for the Environment, and you asked
(29th January) that the subject should go to E. The Chancellor demurred: and
tried to persuade the two Secretaries of State to fall in line with his preference

for the 'losses' scheme. They refused, returned to the charge, and you again

ruled (Mr. Lankester's letter of 8th February) that the subject should go to E,
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on the basis of a 'collective brief' from the CPRS. Even that did not dispose of
the matter, because Mr. Heseltine has returned to the charge (minute dated
12th Febrwmry) pressing the argument for a 'start-up' scheme, in almost exactly
the form described in the Chancellor's note of 21st January. (The original
start-up scheme actually began life in the Department of Industry).

4. The essential issue before the Committee comes out clearly from the
CPRS paper. Is the package proposed by the Chancellor, including the 'losses'
or 'risk sharing' scheme, good enough; or should the 'start-up' scheme be
added to it?

52 The argument for the 'start-up' scheme is that it is much more positive

and exciting than the rest of the package and will do more to encourage genuine

new investment (not just expansion of existing small business). The argument

againstis the scope for abuse, the cost, and the poor return compared with other

Budget options. To reduce the abuse means fencing the scheme round so much
that the Chancellor does not think it worth the effort, still less the cost.
Mr. Heseltine believes the Chancellor, and the CPRS paper, do insufficient

justice to the merits of the start-up scheme, and believes that the Inland Revenue

have over-emphasised the objections. Inland Revenue for their part do not think
that Mr. Heseltine's minor modifications (advance certification by an
accountant, etc.) make any practical difference.
HANDLING

6. I suggest you start by asking Sir Kenneth Berrill to introduce his
'background brief', and then ask the Committee whether they are satisfied with
the rest of the Chancellor's package. If they are, the question comes down to
a choice between the 'risk sharing' scheme, the 'start-up' scheme or a

combination of the two. You might invite the Secretary of State for Industry

to make the case for the start-up scheme; ask the Chancellor to rehearse the

arguments against it; and then call the Secretary of State for the Environment

to rebut some of the Inland Revenue arguments. Thereafter you can throw open

the discussion more generally.




CONFIDENTIAL

7. Tactics will be difficult. Thereis clearly a strong feeling among certain

Ministers that the Chancellor is being too cautious. Equally, you will not wish

to be seen to overrule the Chancellor on a Budgetary matter. I would imagine
you will want to end up, as last time, with a 'take note' conclusion, inviting the
Chancellor to do the best he can in the light of points made in this discussion,

but noting the substantial difficulties in the way of a start-up scheme. You may

also wish to add (as a genuine contribution, not just a consolation prize) the

thought, in paragraph 11 of the CPRS paper, that there should be a study made

of the start-up scheme, involving the use of outside tax consultants or tax counsel.
Inland Revenue have suggested to us that the real need is not so much tax lawyers,
but consultation with City interests: perhaps this could also be provided for.
CONCLUSIONS

8. The conclusions might be on the lines set out in the preceeding paragraph.

(Robert Armstrong)

12th February, 1980
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Prime Minister
TAX RELIEFS FOR SMALL FIRMS

1. | would like to make a brief comment on the paper by the
CPRS (E(80)11) which is to be discussed at E Committee tomorrow.

2. The economy is now entering the downswing of the investment
cycle, and the prospects for new business formation and invest-
ment are much worse than we might have hoped during the election.

3. We have provided in income tax reductions as generous a set
of incentives as are on offer in comparable economies. It is
of overriding political and economic significance that these

are seen to have worked in the lifetime of this Parliament.

4. | believe that we would be wrong to wait and hope that a more
favourable climate will bring about a resurgence of the invest-
ment which we need. The lead time of investment also argues for
accelerators in that once the climate does change it can be two
years later before investment is to be seen on the ground.

9. The entrepreneurial climate in Britain has been so soured

that we will not easily break out of the scepticism.  The
Chancellor's proposals are a start; but | remain totally convinced
of the need to move more dramatically to give effective help to
those who are prepared to take the risk of investing in new
businesses. That is why | have discussed in some detail with
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Inland Revenue officials the outline of my ideas for a start-up
scheme. The CPRS paper fairly sets out the difficulties which
Inland Revenue have explained to me; but it does not set out
fully enough the advantages, nor does it seek to find ways of
overcoming the difficul ties.

6. Although it is narrowly drawn | believe that we should
build on the scheme devised by the Inland Revenue that would
provide to ex-employees starting in business for the first time,
and others starting up in a new line of business, tax refunds
or reliefs on up to £50,000 of income; provided the refunds or
relief are used as equity invested in physical assets, and that
the business is incorporated in addition to existing incentives.
Working capital should also be eligible and could be defined in
relation to a proportion of capital employed.

/. My wish would be for a scheme on the widest possible
reasonable basis, against this objective. However, | can see
that it may be necessary for there to be limitations in scope -
| could, for example, envisage a limitation to investment in
manufacturing industry, easily defined in relation to industrial
classification.

8. |t would be defensible, though regrettable, to exclude the
existing business that wants to expand, the self-employed, the
business man who wants to start a new venture in his present line,
and the new business that wishes to put the bulk of its
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investment in non-physical assets. This scheme cannot be
extended to them unless and until ways can be found of doing
so without risking major tax avoidance. | understand that
it is agreed that the avoidance problem in what | propose

is not major. But the principle limitation of risk is that
a) no one can get more than £50,000; b) they have to invest
most of that in physical resources to get anything at all.

9. | accept that there would be practical problems in
administering such a scheme. However, | believe that most could
be overcome: for example, the pre-registration of intending
claims giving broad outline of the investment proposed and
general purpose certified by a Chartered Accountant would deter
the more obvious rackets.

10. The estimated cost for the scheme - up to €100m - is a
guess, and any view on cost - effectiveness is speculation.
All existing schemes can be so criticised.

11. | would only add one general point. If we are having

to cope witn the problems of £100m worth of new small businesses
each investing on average about £25,000 each over the next year
then we shall not be looking for ways of closing the scheme

down but for ways of resisting the clamour to extend it.
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12. | am copying this to colleagues in E Committee,
Sir Robert Armstrong, Sir Kenneth Berrill and to John Hoskyns.

WA

Uy
|2 February 1980
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10 DOWNING STREET

From the Private Secretary 8 February 1980

Income Tax Reliefs for Equity Investment

The Prime Minister has now considered the
Chancellor's latest minute on the above subject,
and also the minute of 6 February from the
Secretary of State for Industry and the minute
of 7 February from the Secretary of State for
the Environment. This is to confirm that,
notwithstanding the arguments advanced by the
Chancellor against even the "narrow' scheme,
she would like the subject to be considered
in E Committee once again.

I am sending copies of this letter to
Ian Elliscn (Department of Industry), Stuart
Hampson (Department of Trade), David Edmonds
(DOE), Gerry Spence (CPRS) and David Wright
(Cabinet Office). )

T.P.LANKESTER

Tolkien, Esq.,

" CONFIDENTIAL
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PRIME MINISTER

Income Tax Reliefs for Equity Investment - "Start-Up"
Scheme

The Chancellor and Sir Keith continued to disagree on the

“"start-up'" scheme. You have told colleagues that you want

this considered once more in E. The Chancellor - for reasons

set out in his minute at Flag A - wants to drop even the so-called

"narrow' scheme from this year's Finance Bill, and does not
’—-—I— —

want to take it back to E. Sir Keith wants one more try in

E (Flag B); so does Mr. Heseltine (Flag C).
/ -

At the end of the day, I fear you will have to back the
Chancellor on this one; but I do not think you should go back

on your decision to have it reconsidered in E committee. Although

the '""narrow' scheme is not as good as it might be and although it

would place a heavy burden on the Finance Bill (the Chancellor

says it would require 20-25 pages of legislation), there are

important political and economic gains to be won ‘ea it.

Shall I say that you want this taken in E as previously

planned?

7 February 1980




Prime Minister
INCOME TAX RELIEFS FOR EQUITY INVESTMENT

| have seen Geoffrey Howe's minute to you about income
tax reliefs for equity investment.

| very much hope that this matter can be brought back to /}
E Committee before a decision is taken.

|t seems to me that the circumstances arguing the need for
such initiatives become most compelling as time passes. |
appreciate that time has been devoted to exploring the
technical problems and | am grateful to the Chancellor for
making available to me the opportunity to explore with his
officials my latest proposals in an attempt to find a way
through.

| would hone therefore to have the opportunity of discussing
the options with you and colleagues in £ Committee.

| am copying this to the Chancellor of the Exchequer, the
Secretaries of State for Trade and Industry, to Sir Kenneth Berrill
and to John Hoskyns.

'/\M@’V'
M H

February 1980
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ME MINISTER

Meeting with the Chancellor, Thursday

7 February 1980

The Chancellor will want to discuss the timing of the announcement
of last week's public expenditure decisions. He has sent you a minute
"on this (Flag A). He favours deferring the announcement of the

aggregate cuts until they can be presented in the context of the budget.

But he concedes that there are arguments the other way - notably the
fact that some parts of the package will have to be announced earlier.
In particular, the de-indexing of short-term benefits will have to be
announced by 13 March if the timetable for the Social Security Bill 1is
to remain in tact. In view of this, the Chancellor of the Duchy is in
favour of an earlier announcement of the total package. Robert
Armstrong however agrees with Geoffrey Howe that the announcement. should
be deferred until later.

\The Chancellor and Sir Keith continue to disagree on the '"start-
up" scheme. You have told colleagues that you want this considered
once more in E. The Chancellor - for reasons set out in his minute
(Flag B) wants to drop the scheme for this years Finance Bill, and does

not want to take it back to E. Sir Keith wants one more try in E (FlagC)

At the end of the day, I fear you will have to back the Chancellor
on this one; but I don't think you can really go back on your decision
to take this to E once more. For all the difficulties of going ahead
with the scheme, there are important politicdl and economic benefits to
be won from it. You might ask the Chancellor to think about these once

again in the run up to E.

If there is time, you might discuss the latest monetary developments.

The combination of substantial growth in the money supply in January,_

i
continuing veryllhort—term interest rates, and an excessively strong

very
Pound are, of course,lworrying. What is the Chancellor's prognosis?
The Chancellor's prime objective in the budget must surely be to get

interest rates down.

6 February 1980
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PRTME MINISTER

INCOME TAX RELIEFS FOR START-UPS

The Chancellor's minute to you, reporting the meeting he had
with the Secretary of State for the Environment and me last
Thursday, proposes to defer any tax reliefs for start-ups

and restriet his "enterprise package" to the relatively minor

and technical measures he had already described.

I think the meeting on Thursday made it quite plain that the
Chancellor resists the start-up scheme not for technical reasons,
but because:
(a) he thinks it will be less dramatic in its appearance
and effect than I and our colleagues in the E Committee
thought; and
progress on working out the details has now been left
so late that it could be accommodated in the Finance
Bill only at the cost of deferring other desirable -

but unspecified - provisions.

The Chancellor concedes, as I understand it, that the "narrow"
scheme would not give rise to unacceptable avoidance and its cost
is manageable. He does not agree, however, that it is politically
acceptable. I dissent from him in that Jjudgement, as did our

colleagues in the E Committee.
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The Chancellor's objections to the narrow scheme are that

it discriminates against existing businesses, against expansions
(including "start-ups" by existing entrepreneurs in a similar
field, which amount to expansions) and against the self-employed.
The distinction between new and existing (or between new and
expanding) is inherent in any incentive for start-ups: I believe
that this discrimination 1s pélitically acceptable because of the
importance, both real and symbolic, of increasing the number of
start-ups. The distinction between the self-employed and
incorporated is, as I think the Chancellor accepted, quite
defensible - they operate under different regimes, and the self-
employed already have some relevant advantages over the

incorporated.

As to the value of the narrow scheme, I am in no doubt of it

——— -

whatever. It would halwe the equity capital the intending
entrepreneur needs to find to set up in business (by allowing

him to claw back income tax payments in the preceding three

years or so), and thus double his rate of return, to make it
possible to avoid the undercapitalisation which is the primary
cause of early failure. Those are straight-forward, readily-
understood and accurately-directed incentives and they will

have an effect far greater than anything else in prospect.

Finally, there is an over-riding need to include some positive
measure in the Budget which will stimulate enterprise at a

dark moment. The Chancellor's suggestion that the contingent

/1 0E5eS ] see
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losses scheme, the ending of apportionment of close companies'
trading income, and a first move on demergers add up to "a very
significant political dimension" 1is not a judgement that I share.

e T —————

Notwithstanding the lateness of the hour, I believe there is
still time to include this measure (perhaps if necessary
introducing the actual clauses at Report stage); that it
would be not only defensible but widely welcomed and dynamic in
effect; and that we have an over-riding need to include such
a measure in the Budget. I still hope, therefore, to take the

matter to the E Committee next week.

I am sending copies of this minute to the Chancellor of the

Exchequer, the Secretaries of State for Trade and the Environment,

to Sir Kenneth Berrill and to John Hoskyns.
1

@ February 1980
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PRIME MINISTER

INCOME TAX RELIEFS FOR EQUITY INVESTMENT

I had a further talk last Thursday evening with the
Secretaries of State for Industry and the Environment.

2. We all want, if we can, to find a workable scheme of
income tax relief for equity investment. We spent a lot
of time on this in Opposition and officials have put in a

lot more effort over the past six months.

B Sadly, however, no-one has yet produced a scheme which
I could defend in the House of Commons.

S We spent some time on Thursday discussing the so-called
"narrow" scheme described by the Committee of officials

which looked at fiscal aspects of the strategy exercise.

B. I do not believe that this is capable of doing the job

for which it is billed, that is revitalising the small business
sector. The form of the scheme would be complex. The relief
itself would be restricted to a very small part of the

business sector and would deny relief in several equally

important cases - the man who wanted to develop his own

business, using his own capital or capital from "Aunt Agatha";

S

the successful entrepreneur who wants to branch out into a

new company, in the same broad line of business; and the
self-employed. There are good economic and industrial
arguments why the "narrow" scheme should not exclude these
cases, but there turned out to be insuperable technical

tax reasons for doing so. Such schemes would, for example,

£ w ; . /be open

&




be open to easy abuse, through the circulation and
re-circulation of money between the business and the
investor. ©Put at its simplest, such schemes would encourage
virtually every business to reconstitute itself as a "new"
business so as to be able to take advantage of a new

"tax avoidance charter". Nobody has yet been able to

design a scheme which would be proof against this kind of

thing.

6. Even in this narrow form the scheme would be expensive -

officials' best guess is £100m - and on the most optimistic

. s .
assumptions the Exchequer cost could be several times the net

addition to investment. To breach the conditions proposed
for the "narrow" scheme could make the thing unworkable, and
could entail an Exchequer cost of several hundred millions of

pounds .

7. An additional factor, which I find particularly tiresome,
is that the scheme would probably require an incredible

twenty to twenty-five pages of legislation. There would be

all manner of technical problems, for example in monitoring

the re-circulation of existing capital through new companies

for the purpose of obtaining tax relief.

8. My conclusion is that I cannot include a scheme of income
tax relief for equity investment in this year's Budget; but

I have asked my officials to resume their efforts in the FASE
group to devise a scheme that is reasonably workable and cost
effective. The Secretary of State for the Environment brought
forward some new ideas on Thursday evening. As I said on
Thursday, I am not sure that these are an answer to our
problems; but we have arranged for my officials to discuss

these ideas direct with him.

/9. Meanwhile,

BQUDGEET ~




9. Meanwhile, I propose to press ahead with the enterprise

S

package which I outlined in my letter to the Secretary of

Y
State for Industry of 21st January 1980. Some of these are

minor in broad political terms, though they have been pressed

on successive Governments for years by industry or the
professions. I believe others will have a very significant

political dimension - the ending of the apportionment

of close companies' trading income, the scheme which has

been known so far as the losses scheme, but which I propose

we announce as the "venture capital" scheme, and a first

move on demergers.

10. I feel sure that this is something which we ought to
sort out between ourselves, and on which we should not need

to trouble E Committee again.

11. I am sending copies of this minute to the Secretaries
of State for Industry, Trade and the Environment, to
Sir Kenneth Berrill and to John Hoskyns.

Y

(G.H.)
=
0 February, 1980

Nee {»
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Treasury Chambers, Parliament Street, SWIP 3AG
O1-233 3000

6th February 1980

SMALL FIRMS

Your letter of 14 December asks whether rate
remission for small firms might be a runner.

While the Chancellor sees the attraction of reducing
local taxation as a means of encouraging business
development, he agrees with the Secretary of State for
the Environment's view, as set out in Jeff Jacobs'
letter to you of 15 January, that a general concession
of this kind for small businesses is not a feasible
proposition at present. The Chancellor has in mind in

particular the unwelcome fiscal implications of the loss

of revenue involved, which might well fall on central
government (since local authorities would inevitably

press for grant compensation). He takes the view that

it would be very difficult to contemplate such a concession -
whether to all small firms or confined to new firms,

which might represent a more satisfactory approach - while
the future of domestic rates remains unresolved.

I am copying this letter to the recipients of yours.

Jors o

M

M.A. HALL
(Private Secretary)

T. Lankester Esq.
10 Downing Street
SW1
CONFIDENTIAL







SIR KENNETH BERRILL

Assistance to Small Firns

The Prime Minister was grateful for your
note of 28 January. As you will see from my
letter of today's date, she has asked that the
"gtart-up" scheme should be take in U Committee
again. She would be grateful if uld put
round a colliective brief on the line vou
suggest

I 1 wding a copy of thi i te to
8ir Rober rmstrong,

T. P. LANKESTER

29 January
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29 January 1980

Small Firms and New Enterprise

my

The Prime Minister has read the Chancellor's letter
of 21 January on the above subject, and has noted that he
does not feel able to proceed with an investment "start-up"
scheme in this year's Finance Bill. She has also seéen Sir
Keith Joseph's letter of 24 January, however, which argues
that even a narrowly drawn scheme would be worth while.

The Prime Minister would like this issue to be con-
sidered once more in E Committee. If further work can be
done to resolve the outstanding difficulties in the present
proposals in advance of the E discussion, that would of
course be very welcome to the Prime Minister,

I am sending copies of this letter to the Private
Secretaries to menmbers of E Committee, to David Edmonds
(Department of the Environment) and to David Wright
(Cabinet Office).

T.P. LANKESTER

John Wiggins, Esq.,
H.M. Treasury.
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1. We have seen the Chancellor's letter of 21 January to the Secretary
N —

Qa 0441k

Tos MR STER

of State for Industry, and Sir Keith Joseph's reply of 24 January.

2 The CPRS believes that the Chancellor's proposed package of measures

Pr——
for the forthcoming Budget, even though it does not include the 'start up'

scheme to give tax relief for equity investment, is mnevertheless a positive

R
and worthwhile one, which goes a long way to meet the advocates (including

——

the CPRS) of the cdS¢ Tor special measures to stimulate small firms and

new enterprises. It is éonsiderably more than half a loaf and it would be

& great pity to lose it.

BE In particular, we take the view that the scheme to give tax relief

for capital losses is the most effective way, both generally and in cost

e s ey
terms, of stimulating new investment. The most powerful inhibition in

setting up a new business is the risk and penalties of failure. The proposed

scheme will act directly on this constraint. It is, however, important that
e
the scheme should not suffer from a negative presentation and we support the

proposal that it should be christened the 'risk sharing' scheme (a term

used by the Chancellor), rather than the 'losses' scheme.

L. Sir Keith Joseph has asked that E should reconsider the 'start up'

S———0
scheme. He argues for it on the grounds of 'imaginativeness' as well as
€ITectiveness and on this point he may be right. So whether or not it is

to be a runner for the Budget, we think the Prime Minister could endorse the

need for further work on the lines proposed by the Chancellor. She might

also propose that outside Counsel should be associated with this work (as he
has been at the CPRS's suggestion with earlier work) to give an outside and
independent view on the risks of avoidance (which is a critical issue in this

scheme ).

1
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5. If it is eventually decided that the 'start up' scheme should not,

S ———
or cannot, be worked up in time for this Budget, we would strongly recommend

against any mention of a study of such a scheme in the Budget speech or

debates. This could have a perverse effect on new investment by making
people hold off from investment pending its introduction. Moreover,
until further work is completed, there can be no certainty that a viable
scheme will emerge and it would be wrong to arouse expectations, only to

disappoint them later.

6. In general, then, the CPRS view is that the Chancellor's package

as it stands is well worth having. That if a start up scheme cannot be

introduced in this Budget it should be further studied in conjunction with

outside Counsel. If the Prime Minister decides to have further discussion
in E, the CPRS could put round a collective brief on the above lines, if

that would be helpful.

o I am sending a copy of this minute to Sir Robert Armstrong."

X (laa mh (s fe
P Y

1L

o

28 January 1980
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DEPARTMENT OF INDUSTRY
ASHDOWN HOCUSE
123 VICTORIA STREET
LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 3501
SWITCHBOARD 01-212 7676

2% January 1980

Secretary of State for'/ndustry

The Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer

HM Treasury

Parlisment Street

London SW1P 3HE

At/w\/ (25“&3}{’547 .

SMALL FIRIMS AND NEW ENTERPRISE

Thank you for your letter of 21 JanUsry, and for setting out the
difficulties which have led you To the view that introduction of

the start-up scheme for tax relief for equity investment in new small
companiesi, which recsived gStrong support frow oun ceclleagues in

E Committee, should be postponed until next year. I am grateful for
your offer that your officials should explain the technicalities

to David Mitchell, and he would like to talie this offer up in due
course.

I have to say, however, that I do not think this meets the imperatives
of the situation. We face a series of measures, on public expenditure
and other aspects of our central economic pelicy, whose impact -
however essential - will be seen as negative, contractionary and
unemployment-creating. Politically as well as economically, we

have an over-riding need to show we believe in enterprise. We need

a dramatic and imaginative gesture, and we need it now, not some

time next year. Your "convincing enterprise package" consists
primarily of a scheme for relief of losses, better pension provision
for the self-employed, ending the apportionment of trading income

of close companies, and something on "nothings". These technical
measures are useful and worthwhile, but as an "enterprise package"

I frankly do not see then calling forth the imaginative response we
badly need.

The start-up schewme, on the other hand, is - for all its
shortcomings - a striking and lmaginative measure. It would haive
the equity capital an intending entrepreneur would need to find

to set up in business, and thus double his rate of return, or make
it possible for him to avoid the under-capitalisation which is the
primary cause of early failure. 1 do not at all accept your view
that "it is drawn so narrowly as to be indefensible. Nor did our
colleagues on the E Committee who gave 1t clear and strong support.
I am quite sure that, given the right political priority, the scheme
could be got into good enough’' shape to be announced in the Budget

/Statement ...




Statement. The cost - £100m a year - is manageable.

I therefore propose, if the Prime Minister agrees, to bring the

issue again before the E Committee at the earliest opportunity.

I am sending copies of this letter to the Prime Minister and all
members of the E Committee and to Sir Robert Armstrong.
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Thank you for your interesting letter of 7 December about
the problens currently faced by small firms. The Covernment attaches
the utmost importance to the role of small Firms in the creation of
vealth and employment. In this context, you will know of the
continued efforts of Keith Joseph and David\Mitchell to identify
and diminish problems facing small firms (including the three
neasures introduced by the latter on 7 Noveumber to help with the
provision of finance, advice and premises for small firma).

.

Geollrey Howe will be giving small firms the fullest consideration

in forming hls Budget. It is in this spirit that I anm taklng note

of the specific proposals in your letter and drawing them to the

attention of those more directly concerned.

The fact remains that the first of your suggestions, a
Government-sponsored loan guarantee seheme, presents particilar
difficulties. Loan guarantee schemes have been advocated in the
past to tilt the decision in favour of increased borrowing for
projects where the risk of failure is too high to justify unaided
lending. Your proposal, a guarant@e-sohema.to.énsure continuance
of existing overdraft lending, would be invoked mainly where the
bank took the view that the borrower is not generating enough cash
to service the present level of interest charges. It is hard to
believe that a partial guarantee at increased cost would be sufficient
to satisfy the bank. You may like to obtain the views of bankers

on this.
As far as other variants of loan guarantee sSchemes are
concerned, we are watching with interest the initiative taken by

the Velsh Development Agency and the clearing banks. But the

[ difference
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difference in scale between a scheme of this type, and a Covernment-
backed loan guarantee scheme at national level, will limit the
extent to which the experience of the Welsh Development Agency
scheme may be directly avnplicable. The general constraints on our
public spending and manpower policies do not pre-dispose us to think
automatically in terms of Goveranment backing for loans to small
businesses. Moreover, there aré private sector schemes such as

the Midland Bank Venture Capital Scheme which attack the problem

of borrowing limits for small companies at the root by making equity
available. I believe that some businessmen go too far in spurning

the advantages that can be gained from an outside partner. There
e

are financial institutions which are prepared to make minority
investments while undertaking not to intervene in management.
Horeovar, John Nott intends to publish a cqnsultative paper on the
possibility of giving companiles greater freedom to re-purchase their

own shares.

You next discuss the incldence of Capital Transfer Tax on
mediuwn s zed businesses owned by individuals. In our review of
capital taxation we have been well aware of the problems you describe.-
Although it would not be vight to loave Capital Transfers wholly
untaxed, I am sure that Geoffrey Howe will see what can be done in
the Budget in the light of his other priorities.

Finally, I am happy to endorse your view that we should'explore
ways of helping entrepreneurs (particularly those who can take
advantage of special competence of gualifications) wishing to leave
exlsting companies to start new ones. There are other possible
means of encouraging them in addition to those you mentionmed. I
any sure we shall be able to make some prégrass here.

(Sgd) Margaret Thatcher

Jolin Loveridze, Esq., M.P.
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TANCE TO SMALL FIRMS AND THE EQUITY
11?V“JY’0EJQJV~“SU ART-UPS"™ SCHEME

When we discussed, at E Committee on 12th Decemper,
possible fiscal meas ers to assist small firms, it was
left that I would give further thought to the po“"b11xby
of an enterprise package for the Budget in the light of
the discussion. There was strong support from yourself
and others for a scheme for encourqung the start up of
new buoin@ose% through the prov131on of tax reliefl
individuals nvestlng directly in them. You have emphasised
the point in your letter to me of i5th January.

I entirely understand the enthusiasm there is among
colleagues for an equity investment scheme, if we can only

design one which will stand up. Since le me utlﬂg, T
have examined the scheme as devised by officials in more
depith, I am bound to say, hovever that I have not yet
been able to satisfy myself that we have a scheme which
makes practical sense or which, if it were modified to look
more sensible, I feel certain would be snffLCLLnblv tight
to avoid uanceotable tax losses. There can be no doubt
that a scheme much less restricted than in the FASE TEEeOEY
would be wide open to abuse. We are not talking herc of
fringe manipulation - as my officials have emphasised Trom
the outset, I am quite happy to live with thuL as a price
for achieving a scheme with real impact - but about the
certainty of really massive loss of tax through what could
be the most easily concocted arrangements, dnd often
resulting in no new genuine investment \Lutsoever. On the
other hand, while the FASE scheme limits these avoidance
opportunlt¢ es, 1t is drawn so narrowly as to be indefensible.
TS —

L'believe 1t might be fruitrful however, to put in hand

further work to see whether there i any way of achieving

/our
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our two aims - an effective and attractive incentive, with

a reasonable cost to the Exchequer. The FASE proposals

are a beginning at least, and I think take us nearecr a
possible solution than seemed possible in the past. 1i
does mean, though, that it will not be possible to implement
a scheme in the coming Finance Bill. A longer time-scale
would have a number of advantages, not least in that it
would allow us to consult rather more widely than we have
-done, even if it has to be on a confidential basiss

some colleagues have asked me for a more detailed
explanation of the problems of an unrestricted scheme -
particularly the avoidance possibilities - and the attached
note may be of some help. I have also included in it 3
reference to the sort of issues which I think need to be
considered in the further work. If you and Michael Heseltine
agree, I propose to ask the interdepartmental group of
officials (FASE), who produced the previous report, to
undertake this further examination and report to us in MISC 14.
Yourtof ficialsSwill o f counrse, el ifulily Sinveolvedian e
review. The work could be handled alongside the study,
already under way, of ideas, such as the Small Firms Investment
Company concept, which are designed to bring together
potential investors and small businesses seeking venture
capital.

L know that David Mitchell has taken a very close interest
in all this, and I wonder whether it would be useful if,
before the further work begins, he were to have a talk with cne
or two of my Treasury and Inland Revenue officials about the
problems set out in the note. David may have some new ideas
to inject. Indeed, you and Michael may feel that you would
like to take part in this initial diseussion.

Meanwhile I have in mind that the Budget could include
a convincing enterprise package, made up of the following

TICencS ., f1rst, concessions on capital Caxation,
following the capital tax review. Second, I think we should
go ahead with the‘?isk~sharing scheme (the so-called "lossesg"
scheme, but we must CETrtainly find another name for it)
under which income tax relief will be given for capital losses
incurred in investing in unquoted companies, Third, I would
like to include four of the five other measures which we
looked at in E. The most important of these is clearly t
abolition of the rules for appertioning the trading income
close companies. But I also see a worthwhile case for more
generous tax reliefs for self-employed people who take out
retirement annuities, extension of the relief for interest
on loans taken out for the purpose of investing in family

he

/companics
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companies and stamp duty relief to assist the marketing
of unlisted companies. Fourth, I have it in mind to
introduce a new relief - to which both industry and the
accounting profession attach considerable 1mportdnce =
for the costs incurred by businesses in raising loan
finance. Fifth, subject to the further discussion which
I wish to have with you and John Nott, I hope I shall be
in a position to make some positive movo on casing
de-~mergers.

I will also see whether it might be possible to say
something in my Budget Statement, in very broad terms,
about the examination we are giving to the possibility of
an equity investment scheme. But we shall need to think
carefully about the wisdom of this. We must avoid running
the risk of achieving exactly the opposite of what we intend,
through people holding back from new ventures while they
wait to see what may emerge.

I am copying this letter to Mlchael Heseltine, and also
to the Prime Minister and colleagues on E Commlttee and to
Sir Robert Armstrong.

/Mf\/\w—,
> il

(GEOFFREY HOWE)
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A SCHEME TFOR
¥ SMALL FIRM

TAX RELIEF FOR INDIVIDUALS INVESTING
S

Objectives

1. . The aim of the FASE report was to examine the feasibility

of a scheme to encourage individuals to invest in small firms, by
giving tax relief on the amounts invested. The concept of the scheme
is simple enough. Individual A, say with a marginal tax rate of

60 per cent, invests £10,000 in small £irm X3 he finds &4,000 from
his own resources, and the remaining £6,000 is provided by the
Exchequer in the form of tax relief.

20 The scheme has to be geared to encouraging individuals to

£

invest sums of the order of £10,000 to £50,000 - the sort of

tranches which, according to the equity gap theory, are most reguired
by small firms. This puts the scheme in an entirely different

league from the French Loi Monory, where relief is restricted to

£500 new equity investment per person per year,

S FASE recommended that the relief should apply only %o start-ups,
and not to investment in existing small businesses. This was
because, first, the cost needs to be kept within bounds, and second,
Ministers themselves have tended to favour concentration on the

encouragement of new businesses.

4, FASE envisaged that the relief would have to go wider than Jjust
Aunt Agatha (the outside investor), since it would be unreasonable
to exclude individuals who wished to invest their own funds in their
own new firms.

Problems

S FASE has not' gone so far as to design a possible schemg. What

it has done is to identify the main constraints that would need to
be built into any scheme.

6. One important problem is the sheer complexity of the necessary
legislation, making the scheme expensive in skilled staff to
administer, and perhaps unattractive to the ordinary businessman
unused to seeking specialist advice.
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More fundamental is the dilemma that:

a broadly~based scheme appears to be unmanapgeable, with

a possible Exchequer cost of several hundred million pounds,
with no guarantee that at the end of the day there would

be a penny of new investment in small businesses; whereas

a scheme capable of being contained within an Exchequer
cost of, say, £100m would need to be so narrowly defined
as in practice to be indefensible.

Cost effectiveness and avoidance

Sia The problems centre round the difficulty of ensuring that the
relief goes only to genuine investment by an individuval which is
channelled into a business, and retained there. This would have

to be monitored without all the arrangements - for example an

annual statement of a taxpayer's total assets and liabilities - on
which the Revenue authorities would expect to draw under a fully-
fledged expenditure tax. Even in its much more limited concept, the
French Loi Monory in fact uses the institutional arrangements of

the commercial banks to achieve just this.

O Without this kind of defence, there are three main sources of
easy abuse:

e circulation and re-circulation of capital between the
business and the investor;

circulation and re-circulation of income between the

business and the investor;

the placing of all or part of the capital or profits of
an existing business within a new one.

10. Circulation of capital. Firms can be used as a straight conduit

for funds, so some way would have to be found to prevent the same
tranche of investment capital being recycled and accumulating
successive amounts of relief. To take the simplest possible example: .
individual A invests £10,000 in firm X, obtaining up to £6,000 tax
relief. X then lends the money back to A, who makes a second
investment in X (or a separate investment in Y), claiming a further.
£6,000 relief. And so on. Hence, a means must be found of

ensuring that the initial investment is not financed by X, but remains
in X. The necessary legislation would be complex, in particular in

having to provide for clawback, and policing it would be a real problem

2
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!
"M. Circulation of income. The directors or sharcholders of a

' remuneration

business could withdraw money in the form of dircctors
or dividends (ettracting relief from corporation tax for the
compaﬁy), and could subsequently reinvest the same money in the
company, attracting in the course of that simple transaction the new
income tax relief. There is virtually no effective way of
controlling that kind of arrangement. But it means that any company
within the scheme could in effect enjoy a tax holiday from
corporation tax on all its profits. It is one reason why FASE
concluded that the scheme would have to be confined to start-ups
(where companies would normally be meking little taxable profit)
rather than extended to small companies generally (where the amount

of corporation tax at risk would be over £500 million).

12. Transfers of businesses. The more intractable problems arise

from the fact that the creation of a "new company" does not
necessarily imply the creation of a "new business". It would

present no difficulty for the owners of an existing business to shift
part or all of its assets, or indeed its profits, into a new company,
and claim tax relief of up to (say) £30,000 per investor for nothing
more than the placing of existing business assets under a new
corporate label. Intensive work by the Inland Revenue, and sub-
sequently in FASE, found no way of solving that problem, short of
confining relief to the case where the new company is not in the same
line of business as, and does not conduct a substantial amount of

its business with, an existing business in which the investor has a
significant interest.

1%. But even with the start-up condition, the relief remains wide

open to abuse. Hence, the FASE view that further restrictions would

Bg'FEHEEEEEt For example:

i. A new business could be used simply as a haven for an
investment portfolio. Thus, A sets up company X and
lodges in it his personal holding of £10,000 of gilts,
continuing to receive the benefit of the interest in the
usual way. As a result of that simple manceuvre, he
obtains £6,000 relief. Hence, the proposal that only
funds invested directly in physical assets - plant,

machinery, stock, premises - should .qualify for relief.
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The problems of distinguishing between personal and
business funds in the case of an unincorporated business
means that the scope for abuse would be even greater for
the self-cmployed than for companies. Indeed, it would be
open for anyone self-employed to claim a tax holiday on
the whole of his income. Those who originally proposed
the Aunt Agatha scheme recognised that the seclf-employed

would have to be excluded.

Narrow scope of the scheme

14, TASE recognised that a scheme incorporating these sort of
restrictions would end up drawn extremely narrowly. In particular:
There would be obvious political difficulties over having

to exclude the self-employed.

The crucial definition of a "new" business, while

necessary to control tax avoidance in excluding firms
started by businessmen already involved in the same line
of activity, would, first, involve formidable practical
problems and, second, look extraordinarily perverse by
apparently withholding relief from anyone with previous

practical experience in the business concerned.

Limiting relief to investment in physical assets would
exclude investment in working capital. That exclusion
does not make a lot of sense in terms of practical
business operations, and would look particularly unfair
to those businesses, eg in the high technoloegy field,
whose main requirement for capital may be the purchase

of expertise rather than the purchase of equipment. FASE
recognised that the working capital exclusion might be
dropped, but noted that it would add to the risk of abuse
and, therefore, the cost of the scheme - although no
estimate was possible of the likely size of this cost.
The extent of possible exploitation is a matter of judgeQ
ment, on which FASE was divided.
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15. In the light of past experience, and indeed of what Ministel

.Lhc'mudvcu have said in earlier Finance Bill debates on the self-

employed, a scheme defined in these narrow terms could noet an
practice be defended. But the risk to the Exchequer if the scheme
as it stands were extended - either intentionally or through

irresistible pressure - would be unacceptable.

Further work

16. If further work is to be comnissioned, with time to examine
the problems and possibly to consult more widely, then the areas
on which effort neceds to be concenhrated include:

s Whether it is possible to construct a more acceptable

and workable definition of a "new" firm -~ ie one which
clearly identifies genuine start-ups involving completely
fresh operations and entirely divorced from any existing

business.

Subject to the conclusions at i, consideration needs to
be given to a whole range of technical problems. For
example, consideration would need to be given to how far
the relief - which would clearly be very considerable -
could be available through carry back against previous

' tax. More difficult issues would be such things

years
as clawback of past relief, definition of associated
persons, changes in share ownership, definition of bona

fide trading etc.

A scheme as envisaged in the FASE report would epply to
start-ups generally, whatever the purpose of the business.
Tt would be worth considering whether there would be a

case for restricting the relief to selected areas of
activity - say manufacturing industry. This would have

the advantage of confining the possible scope for tax less,
and arguably might be consistent with wider economic

considerations.

H M Treasury
January 1980




2 MARSHAM STREET
LONDON SWIP 3EB

My ref:

Your ref:

|S January 1980

i

My Secretary of State has seen a copy of your letter of Mﬁ/ﬁégémber
to Tony Battishill, asking what consideration had been given to the
possibility of helping small firms by reducing or eliminating their

rates.

So far as we know this particular proposition has not been
examined by Departments before, but my Secretary of State's
initial reaction is somewhat against the idea for three main

reasons:

(1)

Rate payments by the non-domestic sector amount to
£4 bn annually., Whatever the definition of "small"
small businesses will account for a substantial
proportion of that amount. We are currently con-
sidering alternatives to domestic rates - which
produce revenue totalling nearly £3 bn a year - and
it is already clear that it will be extremely
difficult to find an acceptable alternative form of
revenue, The problem of alternative sources of
revenue to offset income from domestic rates would be
even greater if substantial relief from rates was
given to small businesses.

There is no satisfactory definition of a "small"
business, and there would be extreme difficulty in
policing the boundary line between large and small,
and avoiding artificial division of firms into
qualifying parts. For this reason my Secretary

of State concluded and colleagues agreed that in the
enterprise zones the rating concession would have to
extend to all firms, not just small ones.

Our economists and valuation advisers believe that
much of the benefit of a rates concession would

feed through to landlords and property owners in the
form of higher rents and prices rather than being




retained as a benefit by the firm in question. It is
doubtful therefore whether it would do a great deal
to assist small firms., Other forms of assistance
through tax relief or grants are likely to be more
cost-effective,.

My Secretary of State considers that these are fairly conclusive
objections to a general rates holiday for small businesses.
There are however three other measures currently being developed
in the rating field which will help small businesses:

(i) giving small businesses the right to pay rates by
instalments, which is included in the Local Government Bill;

(ii) extending domestic rate relief to a wider range of
mixed commercial and domestic properties, also contained
in the Local Government Bill;

(iii) the rate concessions to be given to the non-domestic
sector in the enterprise zones.

These proposals will provide significant assistance to small
businesses in the rating field. My Secretary of State considers
that the Government can reasonably rest on these proposals for
the time being.

I am copying this letter to Tony Battishill (HM Treasury)
Ian El%ison (Department of Industry) and Martin Vile (Cabinet
Office).

19\.,< rv:_c.,..,..\

AN
D(u‘ |

J JACOBS
Private Secretary

T P Lankester Esq







. MR LANKESTER \ cc Mr Hoskyns

The E minutes for last Wednesday make it clear that the Committee
favoured the '"start-up'" scheme to encourage equity investments. The
Prime Minister said that the Chancellor should make his best judgment
nearer the time of the Budget. My concern is that unless officials

in the Inland Revenue (who are known to be hostile to the scheme)

and Treasury officials (who seem indifferent) make very rapid

progress in preparing a scheme in fuller detail, the Chancellor

will not really have an option on the start-up scheme as the Budget
approaches. I have heard that officials will be asking the Chancellor

what priority to attach to work on the scheme within the next few days.

ANDREW DUGUID
18 December 1979
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Small Firms

ihere has of course been nuct
consideration given recentlv to possible
ways of nelping small firms. The Prime
Minister has asked whether t! ossibility
of substantially reducing the rates payable
by small firmg, or eliminating then
altogetiner, has been considered

I would be grateful for a
whether tihis 1is a possible runner

I am sending copies of this letter to
David Edmonds (Department of the Environment),
Ian Ellison (Department of Industry) and
Martin Vile (Cabinet Office).

T P LANKESTER

A. M. W. Battishill, Esq.,
H.¥., Treasury.
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‘ PRIME MINISTER

MEETING WITH THE CHANCELLOR: THURSDAY 13 DECEMBER

The following issues are likely to be raised by the Chancellor:

~

(i) Public Expenditure

There is the note he sent you about !|defence
expenditure (Flag A) on which Robert Armstron%,commented at
length. You will presumably want to persuade the Chancellor
not to make a pitch in Cabinet against the defence spending

volume figures. We are likely to have enough trouble getting
Mr. Pym to agree the cash limits. There is also a note which
came today (Flag B) on the other main options for spending cuts.
bt Rubent i s Kandhisy A bucheady
(ii) Capital Taxation o~ the (lamabe ' W e Fla F)-

There is a minute at Fle~v C in which the Chancellor
ey
sets out his provisional proposals - these involve abolishing
CmRa T At e
the investment income surcharge altogether, and significantly
P
reau01ng the purden of capital gains tax and capital transfer

tax. You won't have time to discuss this in detail tomorrow.

You might prefer to set up a meeting with oae or two other
Ministers - for example Mr. Nott and Sir Keith Joseph because

of their interest in the industrial implications, and perhaps

the Home Secretary to provide a political steer. The main
issue will be whether the Chancellor can afford the whole
p&g&ige which will cost about £600 million. In the light of
this afternoon's discussion on small firms, it might for example
be better to spend rather less on C{T and ~pend £50 million

—

on the small firms "start up" scheme.

(iii) Treasury Appointments

A meeting has been arranged for Friday morning with

Ian Bancroft and others to discuss this, but the Chancellor

wants a preliminary word. L(q_ Ba“w};‘. wite o4~ Rhg E-)~

/Following your




Following your meetings today about the Local Government Bill,
you may want to mention to the Chancellor the capital controls
issue. Mr. Heseltine told you that his full package would be .
saleable, but that the aspects which the local authorities most
wanted could not be announced until he and the Treasury (Mr. Lawson)
had come to terms over the new arrangements to replace project
controls. You told Mr. Heseltine that you would send a message
to Mr. Lawson urging the fastest possible progress on this.

In practice it might be best to do this by asking the Chancellor
to see that work is expedited.

At E this afternoon, it was decided that the Chancellor
should look again at the small firms '"'start up'" scheme. But
I think there was no suggestion that there should be any announcement
before the Budget. I wonder whether the Chancellor should not be
pressed to have something ready for an announcement earlier than
the Budget. Although implementation would have to await the
Finance Bill, this might bring forward decisions by potential

investors. And it would be politically helpful. (We did write

to the Treasury last month suggesting that an announcement before
the Budget would be helpful - see Flag D)

1A

12 December 1979




MR LAN%?é%ER cc Mr Wolfson

° rol

ENTERPRISE PROPOSALS \ CONN

i The Policy Unit believes it would be a mistake to drop the '"start-up"

scheme to encourage investment in new companies. It could make all the

difference between an imaginative package and a damp squib. Although
some of the restrictions necessary to limit tax avoidance are unwelcome
and complex, the principle is simple, novel and politically attractive:

tax relief for investment in genuinely new start-up companies ( up to

£50,000 spread over several years). This would apply both to the
#

entrepreneur proprietor and the outside investor. Against the background
of cuts and necessary redundancies in nationalised industries, this would
be a clear signal that the Government is willing to take positive measures
to encourage the creation of new employment and to make investment more

rewarding.

25 We agree with Sir Kenneth Berrill that it is essential to drop the
restriction originally proposed by the Revenue which would exclude tax

relief for investment i king capital. His brief says that even the

Revenue have now reluctantly accepted this. It might prove possible to
drop some of the other restrictions once experience of the scheme had
been gained. We recognise that the cost (estimated to be a Revenue loss
of up to £100m) is a serious inhibition, but there are few higher
priorities than encouraging new companies. If necessary, some of the

minor proposed measures like the tiny Corporation Tax cut from 42% to

40%, could be jettisoned. We suﬁggrt Sir Keith Joseph's wish to intro-
————— S ——
duce the scheme - if necessary on an experimental basis - as quickly as

possible.

)-

ANDREW DUGUID
12 December 1979




Ref. A0923

PRIME MINISTER

Enterprise Proposals

(E(79) 77, 82 and 83)

BACKGROUND

The Chancellor of the Exchequer's paper (E(79) 77) deals with 12 proposals
for action ''to encourage enterprise and the growth of the small firms sector'
(these "enterprise proposals' are not related to "enterprise zones'). The
Chancellor proposes to implement five of the schemes, accept another one in

i
principle, and remit two more for further studiy. He rejects the remaining four.
D

The CPRS (E(79) 82) suggests that one of the Chancellor's 'favoured five" should

be left out (a reduction in the "small firms rate'' of Corporation Tax). Unlike the

Chancellor, however, the CPRS does not want to turn down out of hand the ''start-
Wt

up scheme'’, although it involves further tax relief for individuals. The

Secretary of State for Industry (E(79) 83) wants the "start-up scheme" introduced

at once. The Secretary of State for the Environment has not circulated a separate
paper, but can be expected to resist strongly the Chancellor's proposal to turn
down his own two proposals ("Transfer of Investment Allowances' and ''Investment

Rebate Scheme'). There were signs in earlier discussions that his readiness to

accept further cuts in his public expenditure programme would be conditional on

his colleagues' acceptance of these proposals.

L]
25 It would have been helpful, time allowing, for the Ministers directly

concerned to meet and sort out their differences. This may still be the best

solution. We have left the paper on the agenda, so that the Committee can have a

first run over the problerr—lz;. If the Chancellor is right in his cautious approach,

-

there is no need for immediate decisions: these matters can be left till the
Budget. But I think you had hoped for at least 'a small firms'' package which
could be announced very early. This would still be possible, but only if the first
four (or five) bits of the package are announced in advance of the rest. An early
decision on these items would be needed if there were to be an announcement in the

New Year.




3. As with the earlier paper on profit sharing (E(79) 76, Item 2 on this agenda)

everything turns on how much the Chancellor can afford in the next Budget.

Assuming Cabinet approves the reopening of public expenditure totals, there could

be a little room for manoeuvre: indeed, introduction of an 'enterprise package"

of some kind might make the expenditure cuts more palatable. It would also

require them to be bigger. Ministers have therefore got a choice to make, and it
r——

will not be easy to take a final view until after the Cabinet discussion on public

expenditure on Thursday.
P—
4. The merits and demerits of the different schemes are set out in the
various papers. The best course is probably to go through them one by one.
HANDLING

5ie You might therefore call for an opening statement from the Chancellor of

the Exchequer, and thereafter take the Committee through the various schemes,

following the sequence in the Chancellor's covering paper (pawnward):

(i) Abolish the rules for apportioning the trading income of ''close' companies.

No objections likely.

(ii) More generous tax relief for self-employed people who take out retirement

annuities. No objections likely.

(iii) A reduction in the rate of Corporation Tax for small companies, from

42 per cent to 40 per cent. The Chancellor is prepared to recommend

this: the CPRS argue that it is not cost-effective, although legislatively
easy (even this is not certain: it will require a workable definition of a
"small firm'' which could be difficult to find). The Secretary of State for
Industry is likely to support the Chancellor strongly.

(iv) Widening tax relief for interest on the loans for investment in closely

controlled companies. No objections likely.

(v) A new relief from stamp duty to assist the ma rketing of unlisted companies.

No objections likely.

(vi) The '"Losses scheme!'. There is a full description of this in

paragraphs 2, 6-2.10 of the interdepartmental report. The Chancellor
does not turn it down flat: he proposes it for further study. The

Secretary of State for Industry argues against it, as less cost=effective,
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and psychologically more damaging, than his preferred option, the
"'Start-up scheme'. The CPRS argues for the ""Losses scheme' but
draws attention to the administrative complications.

(vii) The Equity Investment or '"Start-up'' scheme. For the details, see the

interdepartmental report on '"Tax Relief for New Investment in the Equity
of Small Firms'. The scheme would work by giving individuals tax
relief on income which they spend on buying shares in new ventures.
There would be many problems of definition, and a very serious problem
of evasion, The cost might therefore be high. But it is a gambler's
risk: the pay-off could also be very large, if it led to new ventures on a
substantial scale. It is much the biggest of the schemes. The CPRS
paper goes into the problems in more detail (paragraphs 5-8). Its cost
probably rules it out for the 1980 Budget anyway. Are Ministers content
that it should be studied meanwhile ?

(viii) Small Firms Investment Company. This is a proposal (paragraphs 2.16-2. 18

in the official report) for filling the "Equity gap'. There is no dissent
from the Chancellor's proposal to study it further.

(ix) Relief from VAT on bad debts. Similarly, a review can be put in hand

quickly: but there is no prospect of immediate action.

G_/('x) A tax holiday for new businesses. This was Sir Keith Joseph's main

proposal. It has analogies with the '""enterprise zone'' proposals which
will be before the Committee next week, though it has proved impossible
to find a way of introducing ''tax holidays'' on a geographically selective

basis. The main difficulty, however, lies with the self-employed. The

Secretary of State for Industry did not propose that theyrghould be exempt:
yet there is no easy way of keeping them out if they decide to incorporate
themselves. The Chancellor recommends rejection. Does the
Secretary of State, on reflection, agree?

(xi) An Investment Rebate Scheme. This, and the next one, are the two

"accelerator' proposals for 'encouraging winners'' put forward by the
—

Secretary of State for the Environment. He has never reduced them to

writing, but hasbriefed his officials who have had several discussions




with the Inland Revenue. Neither scheme seems a starter.

Paragraphs 3. 6-3.11 of the interdepartmental report explain why the
— =
Investment Rebate Scheme is not favoured. The original idea of tax

rebates will not work anyway, because many taxpayers would not have

the necessary liabilities against which to offset the very generous

allowances. The scheme is therefore a ''grants'' scheme. As such, it

p——
is just another version of investment incentives, directed at companies

which already have a proven track record. The Chancellor rejects it
simply on its public expenditure cost. The CPRS have also studied the
proposal (although it is not covered in their paper) and I believe that they
too advise against it (Sir Kenneth Berrill to comment?).

(xii) Transfer of Investment Allowances. Paragraphs 3.2-3.5 of the inter-

departmental report deal with the second of Mr, Heseltine's proposals.

The Chancellor rejects it on grounds of principle. It involves making a

company's additional tax allowances available to its shareholders. It is

very much more open to tax avoidance than the ''start-up'' scheme. The
Chancellor recommends rejection. Does the Secretary of State for the
Environment acquiesce ?
TIMING
6. At this point, you will want to consider whether there is enough of a
package available to justify an early announcement. The Chancellor's proposals
would cover only items (i)-(v) above (and the CPRS object to (iii)). He also
suggests that (vi) could be considered for the 1980 Budget. Is he, therefore,
ready to annour.lzz'some or all of items (i)-(v) before then? Is this a sufficiently
large package to be credible, or would it be better to wait for the Budget?
CONCLUSIONS
7. You will want to record a view for or against each of the 12 items listed

mp— e R
above. You could then leave the Chancellor to decide which of the favoured items

he could afford in the 1980 Budget - or alternatively which can be afforded and

announced earlier in a separate package.

ROBERT ARMSTRONG
-4-

11th December, 1979
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To: MR LANKngER

From: SIR KENNETH BERRILL

Small Firms Packagg

e You will have seen that the CPRS has circulated a note on this
subject (E(79)82) which (a) recommends that Ministers should endorse a

number of useful but limited measures but (b) takes a neutral approach on

the m&jor proposal, i.e. that individuals should be able to set off up to
£10,000 or £20,000 invested in new small firms against their income tax
TR

ey
liability, Sir Keith Joseph's paper, E(79)83, gives his support to (a)
but pleads strongly for (b) also.

25 As the Prime Minister has expressed interest in this area, it might

be helpful to spell out rather more fully:
(a) the economic pros and cons of the proposal;
(b) the administrative/avoidance considerations.

B The scheme set out in the paper is a more limited version of a

proposal put forward by Sir Keith Joseph which covered income tax relief for

investm in both new and existing firms. I think the doncentration on

start-ups is justified as it is very much more difficult to find external

risk capital fox‘::ii_fomapnies than for ezisiipg companies with a few years'
track record. The incentive (provided some of the restrictions were removed)
would undoubtedly result in additional investment. It will also encourage
people who would have invested in any case to invest more. All this should
have a beneficial multiplier effect on the economy. On the other hand, the
incentive is quite costly (say £100m.) at a time when the Chancellor is about
to launch another exercise to cu¥—3;;k public expenditure. Such a sum might

be used in alternative ways, e.g. to cut the investment income surcharge

from 15 per cent to 10 per cent (£75m{7'br to reduce the top rate of income
tax from 60 per cent-:; 50 per ce;:_2£105m.). There can be little doubt
that most of the incentive will go to people who would have invested in any
case (some 70,000 new companies are set up every year). BEven if all the
proposed Revenue restrictions are imposed (which in my view would make the

scheme unviable) there is still likely to he a certain amount of avoidance.

1
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L, In the light of the Prime Minister's earlier remarks in E about
the need to temper the Revenue's natural anxiety to curb avoidance with
the desirability of giving positive stimulus to the small firms sector,

the CPRS has followed the discussions on the dangers of aveoidance in great

S

detail. Indeed, with the agreement of the Treasury and the Revenue we

Tetained free of charge Tax Counsel ( from Mr Peter Rees's Chambers) to

advise on the problems to which the Revenue have drawn attention, which

are spelt out fully in the report on tax relief for new investment in the equity
of small firms attached to E(79)77. wsemnemen :

5% Most of the restrictions which the Revenue propose are reasonable
and defensible., They do not undermine the main political econoﬁfz-ggzzgzts
of the scheme, although they inevitably lead to complicated legislation.
Without them the scheme could be open to large-scale avoidance. There are,
however, two restrictions which it would be essential to remove (or deal
with in a different way) if Ministers wish to proceed with such a scheme,

namely that the relief would not be available for
(a) working capitalj; or
e,

(b) businessmen who set up new businesses in their existing line

gE— oo

of business.
E———
For the reasons explained in some detail in our paper the CPRS believes the

restriction on working capital can be removed without danger of widespread

avoidance. Tax Counsel strongly agrees with this view. The Revenue are now
reluctantly willing to see this restriction dropped. If it is maintained

the scheme is almost certainly not worth going ahead with,

6. Counsel also believes that ways could be found of dealing with the
second problem, probably by putting the onus on such businessmen to prove,
if necessary, that their new business is a genuine one. This is not wholly
RERSESTENe 00 quEsssOnOlsuTIIRSAnEey
satisfactory and will be time-consuming for both investors and the Revenue.
These points are not unnaturally emphasised by the Revenue. On the other
hand, Ministers would find it impossible to defend an incentive which would
benefit a widgets manufacturer who invested in, say, a new tobacconist, but

would not benefit him if he set up a genuine new widgets factory.

2
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7o If the Prime Minister considers it is worth doing further work
on the scheme outlined by the Revenue with a view to omitting or altering
some of the restrictions, she might consider proposing that outside Tax

Counsel as well as other Departments should be associated with the work.

While such an approach is unlikely to be welcome to the Revenue, it might

help counterbalance their natural concern with avoidance.

8. I am sending a copy of this minute to Sir Robert Armstrong.

11 December 1979

3
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Treasury Chambers, Parliament Street, SWIP 3AG "/Flf

01-233 3000
MM

You wrote to me on 5t December about the suggestion
for tax relief for individuals in respect of amounts which
they 1nvest in the equity of new businesses.

// December, 1979

SMALL FIRMS

You will by now, I expect, have seen the report by the
interdepartmental group of officials, which has been con-
sidering this and other possible measures to help small firms,
and also my memorandum for E Committee. I am afraid that I
have had to conclude that a relief of this sort is not a
sparten, :

When you originally asked, in your letter of 3rd July
to John Hoskyns, that this idea be considered in the strategy
exercise, you said that the relief would involve considerable
administrative difficulties and opportunities for avoidance,
but that the potential advantages could outweigh those
disadvantages. I, personally, and my officials have put in
considerable time and effort to see if we can design a scheme
to meet the objective of a measure which would be of real
benefit to small firms, without incurring unacceptable ccsts
and complications. I am convinced, however, that neither
a narrowly-drawn relief - even if it were feasible in that
form - nor an unrestricted one would give us good value
for the very large amounts of revenue we should be giving up.

I am sorry not to be able to support you on this,

but we need to adopt a reasonably rigorous approach to these
sorts of proposals, and I have reluctantly come to the view
that, while a capital losses scheme for investors can be
justified in terms of its cost and likely benefits, the same
cannot be said of an eguity investment scheme.

I am copying this reply to the Prime Minister.

e
Z"_’—

GEOFFREY HOWE

The Rt.Hon.Sir Keith Joseph, Bt. M.P.
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DEPARTMENT OF INDUSTRY

ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 2507

SWITCHBOARD 01-212 7676
Secretary of State for Industry

“1 December 1979

The Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer
HM Treasury
Parliament Street B
London SW 1
=

SMALL FIRMS - NON-FISCAL QUESTIONS

"//‘p-

As you know, the interim report of the Wilson Committee recommended
that a publicly underwritten loan guarantee scheme with a subsidy
element should be set up on an experimental basis as soon as
possible. There have also been proposals recently from the

Union of Independent Companies and the Association of Independent
Businesses for a somewhat different form of loan guarantee scheme
with a Government subsidy.

I understand there has been inter-departmental official consideration
of these proposals; and I have considered this proposal put by

the Wilson Committee and the various representations by the

small business organisations. A subsidised loan guarantee scheme
would need to be sponsored by one department, and I imagine it

would fall to the Department of Industry as the department
responsible for small firms.

A subsidised loan guarantee scheme would have public expenditure
implications and the issue is whether a new subsidy has sufficient
priority. We must also bear in mind our limited scope for manoeuvre
on PSBR grounds. I am quite sure that our first priority is to take
action on the fiscal front to improve the climate within which small
firms operate and to provide specific incentives for individuals to
invest in small firms. Against this background I have concluded that
we should not proceed with the idea of a loan guarantee scheme at
present. But I think that, if we should find it necessary in future
to supplement the fiscal measures on which I hope we shall shortly
decide, we could look again at the question of a loan guarantee scheme.

I shall be writing to you shortly on the subject of undue burdens
on small firms.

I am sending copies of this letter to the Prime Minister and other
members of E Committee, and to Sir Robert Armstrong.

7

| e~ . // 3
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 3307

SWITCHBOARD 01-212 7676
Secretary of State for Industry

S , December 1979

The Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer

HM Treasury

Parliament Street

London SW1

LA~

SMALL FIRMS

i

Qo

We are to consider very shortly, in the E Committee, the various
fiscal proposals in the small firms field.

I do understand the complexity of these matters, the risk of
avoidance and the budgetary situation.

?
But I do think that we need to announce an imaginative step
to encourage small firms and in particular start-ups. The
principal scheme we shall be examining - a tax relief for
individuals investing in genuine new start-ups (including
proprietors as well as "Aunt Agathas") would be of quite major
benefit both to us presentationally and to intending entrepreneurs
and investors. I realise that a decision in favour of the scheme
could delay other desirable tax reforms; but an imaginative and
positive measire on start-ups and new enterprises must surely
have a very high priority. I do hope that you will feel able
to give it your backing.

I am copying this letter to the Prime Minister,







Treasury Chambers, Parliament Street, SWIP 3AG,
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You wrote to me on 22 NOvember about the Prime
Minister's comments on the work which is being done
on a package of tax measures to benefit small firms.

You can assure the Prime Minister that this work
is being given the utmost priority in the Treasury and
Inland Revenue. There are some difficult issues which
are having to be resolved, but a good deal of progress has
been made, and the Chancellor intends that the report
shall be ready, if required, for a meeting of E Committee
in the week beginning 10 December.

The question of an early announcement of Government
action can be considered in the light of Ministers!
decisions on the form of the package.

A copy of this letter goes to Martin Vile

(Cabinet Office).
’(ao«mw‘
J@v%

(A.M.W. BATTISHILL)

Tim Lankester Esq.







10 DOWNING STREET
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Thank you for your letter of 16 November. I was édrry

to learn of the problems which your company faces.

The Government recognise that high interest rates add fo
the difficulties. faced by businesses. But we inherited a
situation in which the money supply was growing too fast and
the Chancellor has had to take immediate action, including
increases in Minimum Lending Rate,'to'bring monetary growth
under control. A premature reduction in interest rates would
jeopardise the attainment of .2 lower rate of inflation,'an
objective which is essential for businesses of all sizes and
for future investment and growth. As soon as the Government's
monetary and fiscalipolicies take effect - in particular the
planned reduction_iﬁ public sector borrbwing and spending -
and it is clear that ménetary growth is under control, it

should be possible to lower interest rates.

This is a longer-term policy and the Government have
never made any pretence that there are quidk or easy answers
to our deep-rooted economic pﬁoblems or that industry does-
not face a very difficult period. However, there are measures
which we can and are taking to encourage business and small '

firms' in. particulazl The Budget, with its emphasis on

/impfoving




improving incentives and reward for effort and enterprise, was

the first step in this direction. We are currently examining
a number of other more specific financial and fiscal measures
designed to help small businesses but I.cannot be precise about

these at this stage.

The other main strand of our policy to help smwall firms
is the elimination of unnecessary constraints. The Secretary
of State for Employment has already laid Orders to lengthen .
the qualifying period for unfair dismissals and reduce the
period for small redundancies in advance of any changes which
the current wider review of the legislation may suggest. The
proposed changes in company law described in the recent Green
Paper will considerably reduce the disclosure requiqementsloh
small firms. As a pilot exércise, the Department of Trade
has commissioned.a firm of consultants to review its administra-

tive forms.

As I have said, these are first steps but, taken as they
have been in the first few months of office, I hope you will

agree that they are evidence of our future intentions.

So far as your 1mmed1ate problem is concerned, I regret
that I can make no promlqes but yvou might care to approach the
Small Business Unit of the Welsh Development Agency at Treforest
Industrial Estate, Pon%ypridd. The Small Business Unit offers
a business guidance service and can help with modest amounts

of finance in suitable cases.

I very much hope that'you will find it possible to weather .

this difficult period, and I‘&ish you every success in the future.

%M‘ | /2;"’”"13

John Bridle, Esq.




From the Private Secretary 22 November 1979

At E Committee on 23 Octocber there was some discussion of a
possible package of tax measures Lo benefit small firms. The hobe
was expressed that such a package could be announced some time bedfore
the Budget. I understand that officials will be reporting back to

the Chancellor shortly on the possibilities.

The Prime Minister has asked me to say that she regards this
work as having added urgency in the light of the recent developments

on the monetary front. Whilst she of course recognises that the

increase in MLR and other measures announced last week were absolutely

necessary, she feels that something needs to be done of a positive
nature very soon to give industry - and particularly small firms -
renewed confidence. She feels that the early announcement of tax
measures to assist small firms would be very helpful - though she
also realises that there are severe constraints imposed by the PSBR.
y
I am sending a copy of this letter to Martin Vile (Cabinet

Office).

A.M.W. Battishill, Esq.,
H.M. Treasury.
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cc: Mr. Hoskyns

# 2
MR. LANwé/TER oA
(V4

v,

You asked about progress on measures to stimulate new

enterprise and small firms. E Committee on 23 October ermhasised
the importance of this. Officials will be putting proposals to
the Chancellor in the next week or so, and it would be possible
to make an early announcement in principle - perhaps even before

Christmas.
The best two ideas to come forward are;-

(a) Tax relief for investment by individuals in new
companies. Although minimising the risk of tax avoidance
causes lots of technical problems, this would be a radical
and easily understood measure aimed at encouraging the
foundation of new companies. It has been very crudely
estimated to cost around £100 million per year in tax
foregone. Of course if it stimulated new economic activity)

this would be offset.

(b) Tax relief for capital losses incurred by an individual
investing in an unquoted company. At first sight this sounds
a lgttle less politically attractive because it is associated
with losses. The aim, of course, is to alter the risk/reward
ratio, inducing people with capital to consider putting it
into companies (which is risky) rather than, say, property.

It would probably cost £10-25 million a year in foregone

revenue. ok

The same official group is about to recommend some extension

of the schemes to encourage employee share ownership - which was a

/Manifesto




Manifesto commitment.

There are also several smaller fiscal reforms which would

benefit small companies. Final conclusions have not been reached

but two or three of these could probably be bundled up with the

tax relief measures mentioned above,

21 November 1979
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The Rt Hon Sir Keith Joseph MP i

Secretary of State for Industry Liq
Department of Industry C\
Ashdown House

123 Victoria Street

LONDON SwW1 ', September 1979

SMALL BUSINESSES AND THE EMPLOYMENT PROTECTION ACTS

We sp6£é on the telephone this afternoon about your letter to me of

21 September, and I explained why I felt it would be wrong to make

any further change to our working paper on the lines of David Mitchell's
proposal.

What weighs with me most is the unwisdom of discriminating in the
statutory treatment of employees on a continuing basis simply by reason
of the size of the firm employing them. Our aim must be to remove the
impediment to the creation of mew jobs and such evidence as there is
_indicates that new firms (not just small firms) are the main source

of mnew employmeﬁ?T_ I feel strongly therefore that we can justify the
proposed exemption for new firms, which is of a temporary nature in

the firm's life, and that extending this to all small firms is not a
satisfactory altermative.

This is not to decry the psychological importance of changes in the
employmert legislation to help small firms. I have had this very much

in mind in framing the proposals which were approved by E(EA). I

believe that the many changes now proposed in the working paper, taken
together with the changes that have already been made by Oxrder, constitute
a package that should not only be of real practical benefit to small

firms but also give the psychological boost desired, and do so without
detriment to the basic employment protection which we need to preserve.

As I said to you, there is nothing to stop people putting forward
proposals for further changes in the course of the consultations, as
indeed has happened in the response to our earlier working papers.
Indeed, our proposal on new firms seems bound to attract alternative
suggestions of the kind David Mitchell suggests. And if sufficient
evidence emerges from the consultations we shall be free to take this

+




into account in our final decisions on legislation. But I think it
would be wrong for the Govermment to be advancing this idea.

It was with these considerations in mind that you kindly agreed not to
press for inclusion of David Mitchéll's additional proposal in the
working paper. I am most grateful to you for your understanding over
this, as it will enable me to keep to the timetable for publication

of the working papers which I had planned.

I am copying this letter to members of E and E(EA) Committees.







DEPARTMENT OF [NDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWVIE 6RB
Telephone Direct Line 01-212 5501
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Secretary of Siate for Industry

Z1t September 1979

The Rt Hon James Prior Esq MP
Secretary of State for Employment
Department of Employment

St James's Square

SW1Y 4LL

SMALL BUSINESSES AND THE EMPLOYMENT PROTECTION ACT

I have seen a copy of your letter to David Mitchell of

20 September.

He and T were pleased that you feel able to include-+as an option
for consultation the proposal that small firms should be exempted
from the requirement to re-instate following maternity leave.

But T am returning once again to David's second proposal - for
extending the qualifying period for unfair dismissal complaints
for small firms - which we think is much more important.

I do not ask you to substitute this proposal for your own, but

I do ask you to consider treating it the same as that on maternity
provisions viz inclusion as an option for consideration and commernt
in what is after all a consultation paper.

Your own proposals to exempt new small firms already go a little
way to discriminate between firms and I do not think that the
proposals to exempt all small firms can be regarded as breaching
a principle. lMoreover your proposals invite some problems of
definition (e.g what is the position of the firm which takes on
the 21st employee in the first 2 years?), whereas ours are clear-
cut - a firm either has or has not less than 20/25 employees at

a given date.

John Biffen's objections also seem to me to lack practical force.
If David Mitchell's proposal were adopted a firm with 20 employees
might have only one or two employees at any ltime with between

52 and 104 weeks service - the rest would have been in employment
for less than a year or for more than 2 years and so their position
would be unaffected by our proposals. I do not myself believe
that small firms would deliberately hold back growth merely to
retain such an advantage vis-a-vis one or two employees and so I
do not see the proposals as a barrier to growth in any way.

David Mitchell was fully conscious of this point when he put his
proposals to you. '

(How <.




You may ask why if the advantage to employers is so small we

regard the proposal as so important. But this is to overlook

the tremendous psychological barrier to the development of small
firms which we believe has been created by the Employment

Protection Act and in particular the strong arguments which have
already been put to you for aligning redundancy and unfair dismissal
provisions, since they are inextricably linked in the minds of

many small businessmen.

As you point out David Mitchell has been supported by Michael
Heseltine, John Nott and George Younger who have added a number
of cogent reasons for taking the steps proposed. I would there-
fore urge you at this late stage to consider the proposal again
and to include it as an option in your consultation paper.

I am copying this letter to members of E and E(EA) committees.

(approved by the Secretary of
State and signed in his absence)







10 DOWNING STREET

From the Private Secretary

MR. HARTLEY

CPRS, CABINET OFFICE

ELIMINATING UNDUE BURDENS ON SMALL FIRMS

You kindly sent us a copy of a background note on "Eliminating
Undue Burdens on Small Firms". I understand that firm proposals

on this issue will be coming forward fairly soon.

I showed this note to the Prime Minister, and you will want %o
be aware that she is not much taken by options 8(a) and (c) -
1.e. To setiup Sndependent! Civil service smachinery 'to serutinise

departmental forms, or to appoint outside consultants.

I am sending a copy of this minute to Peter Mountfield
(Cabinet Office).

L. P. LANKESTER

20 September 1978
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1 The primary objective of the proprietors of most small firms is to be left alone
- ( Sex lamb page |

to get on with the business in hand. This being so, their threshold of tolerance to the

~- {,, 10.1 ELIMINATING UNDUE BURDENS ON SMALL FIRMS

, 0

D

(g
'burdens' imposed by bureaucracies both central and local - and they do not often ¥J“%j)

distinguish clearly between the two - tends to be low. 'Burdens' can broadly be taken y

to embrace anything that consumes either time or money and it is too much to expect of ‘

|
any government that it will be able to remove them to the satisfaction of all. 1312
Nevertheless, there are some are;s of legislation and of central and local government

activity that figure particularly prominently in letters to Ministers and MPs from small

firms and thfer representatives bodies. The attached notes identify the principal

|
|
|
|
i
|
|
|
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|

irritants of these kinds under the following main headings:-

a the demands of new legislation; the burden of comprehension
and the buxden of implementation
b the demand for information

c the unpaid tax collector

2 The notes describe the action that government has taken, is taking or is
contemplating taking to remove or alleviate such burdens. They do not deal in detail
with the levels of VAT or other forms of taxation or with high interest rates; although

both of these would be high on any list of complaints, they are being tackled separately.

Our general conclusions are as follows:—

So far as existing legislation is concerned the Small Firms Division of the Department
-of Industry has been discussing with responsible Departments possible changes aimed
at easing the burden-on small firms. This activity is reflected in the attached notes.

More generally, we believe that an awareness of the special problems of small firms

throughout Whitehall and of the impact that any proposed legislation or administrative

&S




requirement might have upon them should be our aim.

’

To this end, we offer the following suggestions:-

(i) Department initiating legislation mlght be required to assess/estimate
u\ml&a SIS .«_‘

the likely costs of the measures on 1ndustry. This could be included in the

Memorandum along with the manpower and Civil Service costs.

(ii)  Wide consultation with small firm representative bodies, including

trade associations with a high percentage of small firms and Chambers of Commerce.

(iii) Consultative literature to be written so that it is simple and quick for

small firms to grasp.

(iv)  Preparation of a simple guide - and, in some cases, a special small firms

edition - to be available soon after leéislation receives the Royal Assent.
{v) Less legislation!

(vi) Administrative instructions etc to be written as simply as possible,

with reporting requirements cut to a minimum. Forms to bear an indication of
whether their completion is mandatory or voluntary; and (as is the case with many
statistical surveys) clear guidance to be given to respondents about the parts

that are, or are not, relevant to them.

CONFIDENTIAL
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GOVERNMENT-IMPOSED BURDENS ON SMALL éIRMS

The demand; of government can pefhaps be conveniently described under three
headings:

i New or amended legislafion; the need to be understood and honoured by
small firms

ii  Information (form filling)

stotat The function of the businessman as unpaid tax collector

s

LEGISLATION

2 Small businesses are not lavishly endowed with management resources, and
in the smallest the proprietor is chief engineer, legal adviser and administrator
all rolled into one. Time is money to such people, and the burden of reading and
understanding new legislation and regulations is a very real one,

3 Having struggled to understand what is required of him, the small

businessman affected by legislation that does not recognise his special problems

can be more severely affected than his larger counterpart, thus:

General

a Legislation requiring record-keeping can strike at the proprietor's dislike
ofy and (very often, since this is not what he is in business for) inability

to cope with paperwork.

Specific Legislation

b Employment legislation has been a particular cause of complaint not only on
account of its complexity but also as a result of the rigidity it is
said to impose on the employment practices of small businesses employing
only a few people in a close relationship with their employer.
Similarly, some Health and Safety requirements impose burdens and especially
costs that may be more appropriate to the large unit thatn the small.

Planning legislation generates complaints on two scores. The first, which

is not unique to small firms but hits then particularly hard, is the delay

in obtaining decisions on planning applications. This complaint is of course
directed at local authorities but can create severe difficulties for the small
business whaqesuccess can depend on rapid adaptation to change. The second
complaint conerns the planning restrictions on (for example) non—confrming
but 'unobtrusive' use of residential ‘schemes. There is pressure for a more
flexible approach in recognition of the fact than many small businesses are
and need to be situated close to the communities they serve and cannot always
be as tidily disposed into industrial estates.

What Can be done?

4 In recognising and tackling the special problems of small firms it is

@1
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important to beware of the danger of creating two classes of business; the one
affected by and the other exempt from major areas of regulation. If we go too
far along this route we can create unacceptable penalties for those who cross
the line dividing small from large, inhibit the very developments we want and,
indeed, create a body of phoney small firms established for regulation evasion
purposes alone. However, that is not to say that exemptions and modifications i
the interests of small firms are to be ruled out, and in most cases cited in
paragraph 3 above action (sometimes as part of a larger operation not confined
to small firms) is already in train. Thus:

a Disclosure and Record Keeping. Implementation of the EEC Directive in
_ Company Accountancy and Disclosure will make it possible to establish

a new class of 'proprietary company' which should be helpful to smaller
businesses as they will be required to disclose less information than
at present; and the forthcoming consultation document will reflect this.
The most common complaint concerns record-keeping necessitated by the
Government's need for statistical information and for taxation purposes;
see below.

Employment Legislation. The qualifying period for complaints of unfair
dismissal is being extended, as is the notification period for redundancies

of under 100 people. Other possibilities — the exemption, for example,

of firms in the first two years after they start to trade = are being explored.
These are helpful, but on the other hand the current proposal to make

employers responsible for sick pay will pose problems for small firms and is
the subject of further discussion.

Planning Legislation. The problems of balance between conflicting interests
is clearly important. However, the Department of the Environment are

now considering changes in the planning machinery — the elimination of
overlapping functions and of minor cases and changes designed to accelerate
appeals procedures = which are pointing very much in the right direction.

What more needs to be done?

5 It is the explicit function of the Department of Industry's Small Firms
Division to scrutinise new legislation for its effects on small firms. The sheer
volume of legislation makes this a fairly tall order, however, and (again, without
wishing to create a second class category of industry) responsible Departments
themselves should be invited to bear in mind the special needs and problems of small
firms and to accommodate legislation to these as far as possible.

6 Nevertheless, new legislation will affect small firms, and guides to industry
should either include special special sections drawing particular attention to

those parts that affect small firms or should be supplemented by 'small firms editioms?,
booklet series. Although it is a truism, comprehensibility of requirements and :

the avoidance of unnecessary ones are the key here as elsewhere. - -

INFORMATION (FORM FILLING)

T In July last year the previous Administration initiated reviews of all
Government statistical surveys and administrative forms with the aim of reducing
the burden they impose on industry, particularly small firms. The results were
disappointing = only a few forms were eliminated and certain administrative

S
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procedures simplified. In general Departments managed to identify the range of their
forms which affected small firms but claimed there was little scope for making
significant reductions within the confines of statutory requirements and Departmental
policy. Before further action could be considered by Ministers the Election intervened
and the exercise was in effect aborted.

8 The following options for futher action have now been suggested to ministers:-—

a To set up independent Civil Service machinery to scrutinise all Departmental
VVKD forms; and perhaps reipforce its credibility by appointing someone from
_—~ outside to head it;

To renew last year's review and require Parliamentary Secretaries of all
Departments concerned to report results at the end of 6 months;

PJ’ To appoint outside consultants to work with Civil Servants on reviews of
‘Departmental forms,

Ot e Option (C) has in effect already been adopted by the Department of Trade.

A team consisting of 4 outside consultants and one DOT official will shortly begin
work on DOT forms and a report is expected in the Autumn. We shall regard this
exercise as a pilot scheme and decide later in the year whether or not to recommend
a.similar approach to other Departmental reviews. :

10 Sir Derek Rayner proposeg§ to mount in the Autumn a visual demonstration
p//Sf the burden imposed on industry by governmental requests for statistical and
administrative information. This might prompt further action on the issue.

STATISTICAL SURVEYS
11 Statistical inquiries account for only a small proportion of Government forms

directed to businesses. The Government Statistical Service (GSS) endeavours to
ensure that no greater burden is placed on businesses by statistical inquiries than
is necessary in order to provide the information required. Particular attention

is paid to small firms by eliminating them from surveys where possible and otherwise
by simplyfying questionnaire design and introducing sampling where this would produce
reasonable accurate results.

12 In addition to the continuing efforts of sponsoring Departments to reduce
burdens, the Survey Control Unit of the CSO assesses each proposal for a new survey
or for any change to an existing regular survey involving businesses with the aim
of ensuring that the survey is efficiently designed, that the information could not
be obtained from other sources and that the sample is no larger than is strictly
necessary for the information required. The Unit pays particular attention to any
burden on small firms.

13 For the purpose of the review initiated under the previous administration

small firms were taken to be those with fewer than 200 employees. For each inquiry,
the sponsoring Department considered whether it should be dropped or reduced in
frequency, whether the sample size could be reduced and whether questions could be
eliminated and forms simplified. The review is now nearing completion and the Director
of the CSO is preparing a report for submission to Ministers in September. The

review seems likely to achieve a reduction in the number of forms sent to small firms
(as defined above) of about 12 per cent.

G
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14 Two exercises are in hand which are also likely to affect the amount of data
collected for statistical purposes from businesses. These are the Lord President's
exercise, investigating options for achieving staff cuts by reducing or eliminating
Departmental functions and Sir Derek Rayner's investigation of the statistical
services of DIT. '

TAXATION AND TAX COLLECTION

115) Collection of PAYE and National Insurance contributions is a perannial
complaint of small firms. This is frequently expressed by suggestions that the firms
should be paid some form of compensation for the work it does on behalf of HMG .
Recognition of the cash flow benefit from holding money that does not belong to them is
uncommon and many small firms are not sufficiently sophisticated in their accounting
methods to take account of it. 1In all but the smallest concerns a cost will be
involved, i.e. a book keeper will be engaged to look after this aspect. The other

ved is the size of the employers' contribution for National Insurance
and here the surcharges have been particularly resented.

16 Despite the considerable effort devoted to explanation/%raining in the
early days, the introduction of VAT has caused the greatest number of complaints
about the tax system. Those who sell zero-rated goods complain about the free

loan to HMG, and this is echoed by certain people engaged in highly seasonal trades.
All complain about the volume of paperwork involved and although a single rate of
tax does simplify matters, most small firms are too concerned about the effect of
which the 15% rate will have on their sales to derive much comfort from this
particular Budget change.

A7 Capital Gains Tax and Capital Transfer Tax are seen as complicated in themselves,
and :inhibiting factors in transferring a business to the next generation. The
difficulties involved and the inter-relationship of the 2 taxes have made it difficult
for the small man to comprehend. Both the incidence and the complexity of these

taxes are therefore seen by small business as inhibiting their desire to expand

and develop.
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INTRCDUCTION.

Small Businesses in London rightly draws attention to the importance of small

firms in London. The Association represents some 25,000 independent businesses,
with approximately 5,000 in the Greater London area. It therefore has a

considerable interest in the attitudes and policies of the GLC to our sector.

The bulk of the material in Small Businesses in London deals with the effects

of national policies. So, indeed, the focus of the major representative bodies

and most commentators has been on the national stage.

The Council has done a valuable service in reminding us all of the importance

of local government policies.

Our members, of course, do not need reminding - the results of those policies
are literally on their doorsteps - and in their balance books. As arbiters
of planning policy, rates policy, and as providers of premises and services,
local govermment hags perhaps a more immediate impact on most small businesses

than national government.

For these reasons, the London and Southern Home Counties Regional Council of

the AIB welcomes the opportunity to comment on the discussion paper. It makes

many suggestions for areas where the GLC could make a positive contribution to

the well-being of our sector.

Although we welcome the fact that the GLC is looking at what it can do, we

believe that it should limit its view to local government matters. We do not
encourage the move of local authorities into the venture capital supply market
or into the provision of services, such as information and counselling, which

are adequately provided elsewhere. Nor are we seeking local government advocacy

v anagl
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of our cause to national government. Nonetheless, that leaves a huge field

for constructive action.

Should the GLC wish to discuss any of these recommendations, we would be

delighted to assist. Further, we extend an invitation to officers and members

of the Council to visit our members' firms, to see how local government policy

works "on the ground."

ERNEST A. NAPTIN

Chairman,

London and Southern Home Counties,
Association of Independent Businesses.




PREFACE.

In developing policies concerning smaller businesses it is essential to
understand how cities come to prosper. New trades and industries are almost
always begun by small businesses run by entrepreneurs with foresight and
initiative. If these trades and industries have an expanding market the
businesses concerned will not only grow, they will also stimulate growth in
related businesses supplying services and manufactures to themselves. This in
turn is likely to attract to the same area entrepreneurs seeking to compete
with the original businesses. What is more the climate which is seen to be

favourable to small expanding businesses will attract others in unrelated trades.

Such developments are not planned, but happen. They happen in a general area
which is geographically suited to trade and in a particular locality which
allows for the development of new businesses. (Academic examination of this
process is available. Recent work has been summarised in the study "Small

Pirms in Cities," Graham Bannock, Shell, 1978.).

There seems to be no reason for believing that London has ceased to be an ares
favourable to trade. The following comments will help, we hope, to make London
a city which will be revitalised in the only real way, by allowing for the
creation of new businesses, and with them the expanding commercial and industrial

activities of the next generation.




RECOMMENDATTONS :

1. The basis of planning policy should be organic growth, rather than

bulldozer re-development.
Greater use should be made of old premises - subdividing where necessary.

Zoning restrictions should be minimised and based on the criteria of

actual disturbance, not on zoning by classification.

Small business start-ups are often in the individual's home or garage.

This should be recognised and allowed for where possible.

"Reactive planning" is more relevant to London's needs than "creative" or

"visionary" planning. Planning decisions must be made more quickly.

Local authorities ahould be discouraged from building up and retaining

large "land-banks." Surplus or unused should be sold.
Local government should be discouraged from trying to finance business.

The Department of Industry already provides a very helpful Information
and Counselling Service. We see no need for local authority initiatives

in this area.

In providing land and premises for small businesses, local authorities
should be aware of their frequent preference (for sound financial reasons)

of freehold.

Direct labour departme