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Cabinet / Cabinet Committee Document

The tollowmng document, which was enclosed on this file, has been
removed and destroyed. Such documents are the responsibility of the
Cabinet Office. When released they are available in the appropriate
CAB (CABINET OFFICE) CLASSES.

Reference: CC (86) 8th Conclusions, Minute 6

Date: 27 February 1986

Signed o : .'F ,jll {fh_f’-*’i. 1}]{ . A

PREM Records Team




Published Papers

The following published paper(s) enclosed on this file have been
removed and destroved. Copies may be found elsewhere in The
MNational Archives.

Cmnd. 9756: The Reform of Personal Taxation
HMSO, March 1986 [ ISBN 0 10 1975600]

Signedm%mﬁ(; Date 2% ( _1\9? 20/5

PREM Records Team
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Treasury Chambers. Parhament Street. SWIF S3AG

David Norgrove Esg
Frivate Becretary

10 Downing Street

Whitehall

LONDON SW1 18 March 1587
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GREEN PAPER ON THE REFORM OF PERSOHAL TAXATION

The Financial Secretary has asked me to send you a copy of the
speaking note he intends to use in his wind-up speech in the
Budget Debate this evening.

I am copying this note, with attachment, to the Priwvate Secretaries
af the Lord Prezident, the Chanceller of the Duchy of Lancaster
and the Secretary of 3tate for Social Services.

k?rufj,

JEREMY HEYWOOD
Privalbte Secreblary




Last vyear on Budget dav, my Bt Hon FPriend published
g Green PFaper on the EReform of Personal Taxation.
The Government invited comments from organisations;
representative bodies and members of the public
on the ideas discussed in the Green Paper. I have
te tall the House that the response +to the' Green
Faper has been disappeintingly thin. Although the
majerity of those who responded to the Government's
invitation axprassed themselves in Favour of
transferable allowances, the Government does not
vet feael that there iz sufficient support to take
a decision now to go ahead with so far-reaching

a4 raform.

Heverthelass the Government considers it important

both that the tax svystem szhould give women a fair

deal; and that the tax penalties on marriage should

be removed. Me will therefora ba considering the
mattar further and will be exploring whether there
iz any satisfactory haliway house to the ‘approach

in the Green Paper.




CONFIDENTIAL

. Dor7zi

PS/PRIME MIMISTER
PS/CHANCELLOR OF THE EXCHEQUER
cc PS/Becretary of
State for Employment
Mr Dworkin, DEm
Mr O Sallwood, DEm
Mr J Calder, 1R

Mr J Hibbert, CSO
Mr D Flaxen, CEO
W Mr T Griffin, CSO

TAX AND PRICE INDEX

You will have already seen the briefing provided by the Secretary
of State for Employment about the implementation of improvements
to the Retail Prices Index in the index for February, to be
released on Friday 20 March. These improvements stem from
recommandations made by the RPT Advizory Committee,

You will wish to be aware that the Tax and Price Index to be
released on the same day is to be re-referenced with January 1987
taken as 100, in line with the RPI. Otherwise the TPI is largely
unaffected by the recommendations on the RPI made by the Advisory
Committee. The only change follows from the RPI now measuring
houeing costs gross of housing benefity; the income base for the
TPI will now include that part of housing benafit received by
taxpayere. This will have a negligible impact on the index.

o e

M J ERRITT

Division IIT
Central Statistical Office

12 March 1987

CONFIDENTIAL
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18 July 1986

David Morgrove Bsg
10 Downing Street
LONDON SWl
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BOARD OF INLAND REVENDE'S ANNUAL REPORT:
AND TAXFAYER"S CHARTER

The Prime Minister and the #hancellor discusgsed Ehe drafe
Taxpaver's Charter on 11 Ju?ﬁ. The Chanecellor agreed Eo gsee
what could be done to Wefk in the fourth of Peter Warry's
points {(about having regard to the size of busineasses). In
the event, we have also heen ahle to take some acecount of
Peter Warry's first point (that taxpayers should not be
reguired to pay more tax than is due). 1 attach a copy of the
Charter in its final form, with the two additions highlighted.,

As I mentioned to you and to Tim Flesher vyesterday, the
Charter will be launched with the publication of the Board of
Inland Rewvenue's 128th Annual Report (for the year ended 31
Decembar 1985). It is proposed to publish the Report
including the Charter on the morning of FPriday, 25 July. The
Report will he laid before Parliament, but does not reguire
any Statement in the House.
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TAXPAYER’S CHARTER
JULY 1986

You have imporiant rights and entitiements as a laxpayer. You are enlitled to expect that:

Help and Information

» the staff of the Inland Revenve and Customs and Excise will help you in every reasonable way to obtain
your rights and to understand and meet your obligations under the tax laws. So that they can do this,
the Inlanc Revenue and Customs and Excise are entitled to expect that you will give themn the full facts
they need to decide how much tax you should pay.

Courtesy and Consideralion

» the stalf of the Inland Revenue and Customs and Excise will at all times carry out their duties
courteously, considerately and promptly

Fairness

o you will have your tax liahility decided impartially and be required to pay only the amount of tax properly
due according to the law

» you will be trealed in the same way as other taxpayers in similar circumstances

o you will be presumed Lo have dealt with your tax aHEurs honestly, unless there is reason to believe
otherwise

Privacy and Confidentiality

« information about your tax afiairs whichis supplied to the Inland Revenue or Customs and Excise will
be treated in strict confidence and used only for purposes allowed by law

Cosls of Compliance

e the Inland Revenue and Customs and Excise will have ragard to the compliance costs of different
taxpayers {including the particular circumsta nces of smaller businesses). In ap plying their procedures,
they will recognise the need to keep to the minimum necessary the costs you incur in complying with
the law, subject to their duty to collect the tax that is due from you efficiently and economically.

Independent Appeal and Review

You may ask the Iniand Revenue or Customs and Excise to look again at your case, if you think your tax bill
is wrong or they have made a wrong decisian, or they have handled your tax affairs badly. Your case can
be reviewed by the head of the local office you are dealing with. I you are still not satisfied, you may take
the matter up with the Inland Revenue Regional Controller or the Collector of Customs and Excise, or with
their Headquarters. Beyond that, you have important rights to independent appeal.

For Inland Revenue taxes, you may appeal againstyour tax bill to anindependenttribunzl, 1z &4
Commissioners, and if necassary to the Courts.

For Customs and Excise taxes and duties, yeu may appeal against a VAT decision to the independant VAT
Tribunals; or inthe case of other taxes or duties directly to the Courts.

You may ask your Member of Parliament to take up your case with the office you are dealing with or with
Treasury Ministers. Your Member of Parfiament may alsp ask the independent Parliamentary
Commissioner for Administration (the Ombudsman) to review your case, if you think that the In la'nﬂ
Revenue or Customs and Excise have hancled your tax affairs im pmperﬁr

Board of Inland Revenue HM Customs and Excise







10 DOWNING STREET

11 July, 1986.

From the Private Secretary

TAXPRAYERS CHARTER

] The Prime Minister and the Chancellor today discussad
the draft taxpayers charter attached to your letter to me of
T July, and Peter Warry's minute to the Prime Minister of 9

July.

The Chanceller agreed to gee what could be done ko work
in the fourth of Peter Warry's points, to promise that the
Inland Revenue would have regard to the size of a business
when stipulating the administrative procedures necessary to
meet Revenue reguirements. The Chancellor argued that the

precise words suggested by Mr. Warry could not be used, but
suggasted that words along the lines "the Revenue will hawve
ragard to the compliance costs of different sizes of
business" might be acceptable. The words to be used would
need to be further considered.

The Prime Minister urged that the charter should be
expressed throughout in the clearest and simplest language
possible.

David Norgrove

Mrz. Racheal Lomax,
HM Treasury.
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PRIME MINISTER 10 July 1986

TAXPAYERS' CHARTER

The proposed Charter is already a useful improvement to the
taxpavers' rights, but it could be made still better 1f some
of the points below were also incorporated.

Never knowingly to demand more tax than is doe, save where
the taxpayer has failed to submit accounts. (This is
already implicit in the Charter's commitment to act within
the law, but it could be made explicit.) Particularly in
cases of suspected (but not proven) fraud, scme Inspectors
make large (often unwarranted) assessments in order to bring
the taxpaver to terms, This is fine if the taxpayer is on
the fiddle; but is a terrifving and expensive ordeal if the
taxpayer is innocent.

Normally not to apply retrospectively new policies or new

interpretations of the law to the taxpayer's disadvantage.

This has besn a major cause of complaint in the past: for
axample the créche benefits case, where practices which had
previously been tolerated appeared suddenly to become
retrospectively taxable.

A de minimis rule whereby the Revenue would not pursue tax
liabilities where the burden of assessing and collecting
them was disproportionate to the amount invelved. The
Revenue already operate such a rule unofficially.
Hevertheless, some padantic Inspectors still pursue trivial
cases, perhaps causing graat worry to those (often elderly
widows) ill-equipped to deal with them. A&As policy, the
Revenus also pursue minor taxable benefits (eg subsidised
cantean meals) which can involve a guite disproportionata
amount of work on the part of employers. Tha worst
gituation, however, is inpnocent taxpavers suspected of
fraud: once the Revenue's main case collapses, they often

parsue all sorts of trivial issues to secure some recaovery -




however gmall - in order to maintain their statistiecal

success rate.

A dea minimis rule could, howaver, result in two taxpayers
with similar incomes paying different amounts of tax becausge
of the different ways in which it was collacted. [One
getting the advantage of the de minimis rule and the othar

aokt. )

Have regard to the size of a business when stipulating the
administrative procedures necessary to meet Revenue
requirements. Many small businessmen are reguired by the
Revenue to itemise in detail all their expense claims (who,
what, where, when). In larger companies, provided they have
a proper expense authorisation procedure; expenses are
accepted by the Revenue on the nod. Whilst many small
businesses do abuse expenses, asking for detailed
information does not necessarily prevent abuse, and
certainly puts a disproportionate burden on innocent small
businessas compared to large cnes.

Provide some independent form of appeal against breaches of
the Taxpayers' Charter. (Appeal Commissioners can hear
disputes about tax assessment but not about tax
administration which is the substance of the Charter.)
Unfortunately the Revenue, like most organisations, is
anwilling to admit to mistakes, and appeals up the line are
not always satisfactory. Appeal to one's MP, who can then

take the matter up either with the Revenue or pass it on to

the Ombudsman, 15 a bigger hammer than necessary Lo crack
this particelar nut. Extending the powers of Ethe
Independent Appeal Commissioners also to conslider breaches
of the Taxpayers' Charter would be one way of providing a
simple independent route.

FETER WARRY




10 DOWNING STREET

From the Private Secretary 9 July 1986

TAXPAYERS"' CHARTER

Rachel Lomax wrote to me on 7 July anclosing a draft
taxpayess' charter., Peter Warry has suggested some
additiona to this and I am, with his agreement, sending you
a copy of his minute to the Prime Minister. We agreed that
the quickest way of taking this forward would be for the
Prime Minister and the Chancellor of the Exthequer to
discues the Charter at their bilateral on Friday.

DAVID NORGROVE

Tony Buczys, Esg.,
H M Treasury




FRIME MINISTER 9 July 1986

TAXPAYERS ' CHARTER

This Charter is a usaful addition to the taxpayer's
"administrative™ right to have his tax affairs dealt with

genaibly and fairly. If enforced, it should be much harder

for individual lnspectors to harass the innocent btaxpayer.

But enforcement is the problem: whilst one can appeal to
independent appeal commissioners over matters of tax law,

appeal over tax administration (the substance of the Charter)

is only up through the Revenue or to one's MP. Unleas (say)
the commissioners' powers are extended also to review

administration, the Charter cannot be fully effective.

On detail, the Revenue could also give commitments in the

Charber:

never knowingly to demand more tax than is due, save

e — —

——

where the taxpayer has failed to submit accounts (this is

= e =

already implicit in the Charter, but could be made

explicit):

normally not to apply retrospectively new policies or
~LORpECELY
—
new interpretations of the law to the taxpayers'
—

. i —
disadvantage.

—

—
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More controversially, the Revenue could agree to:

a de minimis rule, whereby they would not pursue tax
e ag——

liabilities where the burden of assessing and collecting

them was disproportionate to the amount invelved {(this

is directed at the niggling pursuit of minor taxable
bhensfits, bat in general application it can present

problema of fairness as between two simlilar taxpayers)j

have regard to the size of a business when stipulating

R
the adminlstrative procedures pecessary ©to meat Hevanue |

P =

requirements (ie proportionately to place no greater
=)
administrative burden on small companies than large

anes).

Even in its present form, the Charter is a significant
advance on present practice, but the Chancellor could be

prassed to conceds some of the points above.

g
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PETER WARRY
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TAXPAYERS " CHARTER

The Prime Minister and the Chancellor agreed last vyear that +the
Policy UOnit proposal for /a taxpayers' charter shoud be considered
separately from any further wark on implementation of the Keith
Report (your letter of A0 Hovember].

The FPrime Minister will wish to =sse the attached draft Charter
which, he proposes, should be issusd jointly by the Inland Revenue
and by Customs and Excise. The Chancellor feels that it will be
reasonably well received not least in so far as it spells out the
rights aof appeal which taxpayers have. Hot all taxpavers may bDa
aware of these at presant.

It is not sasy to Jjudge the right moment to publish the charter.
From a number of points of view = the effect in the medlia, on the
public generally, and on the staff of the two Departments - it
is important toc present the charter peositively and in a suitable
context. But the Chancelleor believes tThe timing 15 new right,
particularly given the headway which has been made iIn tackling
the worst of the backlog of work 1n Inland Revenue local offices
and the Department's excellent progress on the computerisation
of FAYE. The Chancellor therefore proposes that the Charter should
be issued to coincide with the publication of the Inland Revenue's
Annual Report later this month, in which it would feature.

The Chancellor would be grateful to know 1f the Prime Minister

is content to proceed i1an thils way.
A
. LS et
Ilr.r'

fﬂ-wi

RACHEL LOMAX
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@ enver s charrer

You have 1important rights and entitlements as a taxpaver. Yo
are entitled to expect that:

Help and Information

the staff of the Inland Revenue and Customs and EBExcizse will
help you in every reasaonable way to obtain your rights and
to understand and meet wour cbligations under the tax laws.
Eo that they ecan do this, the Inland Revenue and Customs and
Excise are entitled to expect that vyou will give them the
full facte they need to decide how much tax yveu should pay.

Courtesy and Consideration

the staff of the Inland Revenue and Customs and Excise will
at all times ecarry out their duties courteocusly, considerately
and promptly.

Fairness

you will have your tax liability decided impartially,; according
to the law.

you will be treated in the same way as other taxpavers in
gimilar circumstances.

you will be presumed to have dealt with wvour tax affairs
honestly, unless there is reason to believe otherwise.

. infoermation about your tax affairs which 4is supplied to the

Inland Revenue or Customs and Bxcise will be treated in strict
confidence and used only for purposes allowed by law.

Costs of Compliance

= the Inland Revenue and Customs and Excise will recognise the
nesd for the costs you incur ih complying with the law to
be kept to a minimum, subject to thelr duty to collect the
tax that 1s due from you efficiently and econcmically.

Independent Appeal and Review

You may ask the Inland Revenue or Customs and Excise to look again
at yvour case, if you think wyour tax bill is wrong or they have
made a wrong decisicn, or they have handled your tax affairs badly.
Your case can be reviewaed at a higher level in the office vou are
dealing with. In the ecase of the Inland Revenue; this normally
means the District Inspector of the Collector in Charge; in the
case of a Customs and Excise VAT office, the Assistant Callector
in <harge. If vou are still not satisfied; vou may take the matter
up with the Inland Revenue BRegional Controller or the Collecter
of Customs and Excise; or with the Inland Revenue or Customs and
Excise Headguarters. Beyond that, wou have important rights to
independent appeal.




For Inland Revenue taxes, vYou may appeal against wyour tax bill
to ‘an independent tribunal, the appeal Commissioners; i1f wou think
the decisicn of the Inspector or Collector is wrong:; and vou may
appeal; if necessgary, to the Courts 1f wvou think that the law has
been applied wrongly.

For Customs and Excise taxes and duties, you may appeal against
g VAT decision to the independent VAT Tribunals; or in the case
of other taxes or duties directly to the Courts.

You may ask your Member of Parliament to take up ¥your case with
the office wyou are dealing with or with Treasury Ministers: Your
Member of Parliament may alse ask the independent FParliamentary
Commissioner for Administration (the Ombudsman) to review your
case, if wvou think that the Inland ERevenue or Customs and Excize
have handled your tax affairs improperly.

Eaard of Inland Revenus HM Customs and Excise
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I should be grateful if you could substitute the attached copy
of tha Charter for the one attached to Rachel Lomax's letter
vesterday.

O lger

CHARTER

As Rachel said, the aim is to issue it to coincide with the

publication of the Revenue's Annual Report. It would therefore
be very helpful to have the Prime Minister's approval this week.

}LHJ; erel

-LML
—
A W KUCZYS




10 DOWNING STREET

From the Private Secrelary
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“ONFIDENTIAL

F 02118 From: J B UNWIN
19 Juns 1986

MR WJICKS

REFORM OF PERSONAL TAXATION

We had a brief word yesterday about the timing of legislation. My

recollection was that the 1987 Finance Bill haddefinitely bheen
raulad out.

s A check on the minutes confirms this., Cabinet decided on
Z7 February (CC{86)8th Conclusions item 6) that there could not
"be any guestion of legislation on the lines of the Green Paper
until after the next general election”.

3a An informal check at the Treasury suggests that no one at
present is sesking to rush the fences.

J B ONWIN

Cabinet Office
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David Morgrove Esg
Private Secretiry
10 Downing Straet
London SWIA 2ZARK 19th Juns 1986
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The Chancellor's eve was caught by this article
which appeared in the June issue of de Eoete
and Bevan's Exchange Eate Monitor.

Y
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BACHEL LOMAX
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de Zoete & Bevan

2B Finsbury Cireus London ECIWN TEE
Telephane: O1-588 4141
Talex: REA221 and BRIT

e Zoete & Bevan [Far East]
Bla Mew Hanry Howse
#0 lea House Street Hong Kong
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Thatcher prepared to let pound collapse

In a Commons statement this week the Prime
Minister rejected EMS membership again. This
time though she gave the reason.

The January *85 sterling crisis forced the
authorities to abandon the old policy of
benign neglect of sterling. But recently a
bias towards lower interest rates & a lower
exchange rate seems to be re-emerging.

We rate the £ as high risk now that interest
rates have fallen too far to offset the
negatives of oil, a likely outflow of excess
money & politics (see page 4). The statement
warns of a return to "benign neglect®. The
government will not step in if the L slides,

A GOVERNMENT WEALTH WARNING
"When you get speculation
against sterling there are
two ways if you have joined
to deal with it, using up
precious reserves, which can
only be done to a limited
axtent,or by sharply putting
up interest rates.

[t denies the option of
taking the strain on the
exchange rate. |1 do not
think it is right to deny us
that option. "

- ~

RATES fo s st SHORT = TERM
TECHNICAL VIEW

12 June'86 T _ TARGET
DATLY TOPIC COMMENT, PAGES 16B0;50

[.45 T 1.55 The § is still holding its long
1.55 term downward trend against the
3.3¢ T 3.720 DM & the £. Fundamentals also
3.45 imply another downward Tleg far
748 T 748 the § - probably the last. I
760 A discount rate cut could trig-
2,76 T 2.10 ger that fall.
2.85 e Our short-term targets are the
371 I 3.6 last § Jows at $1.55, DM2.15
3.85 and Yenl60.
0.0 T 10.30 £/ DM failed at 130day average
IE.A0 . & resistance around DM3.42.
CIRA 2320 2270 T 2240 Target: DM3.32 and then DM3.20.
F 2360 Aus § is testing supports at
cANF 2.1 2.04 T ¢.20 ASZ.22 against the £ & USY6EC,

i 2.20 We may be seeing the final sell

AUSY  2.22 y  ex1b T 230 of f on the Aus§ which could hit

230 AS2.30 B USSE5c before turning.

o A

5% 1.5250
oM 3.37
YEN 253.7
SWFR  2.79
Fi 3.80

FRER 10,75

b P e W o [ = P = P e S P e = B e =l e = I S e = ]

MH / MARK BRETT / CAROLINE LEVINSON. Weekly, 1986 Issue 22. 12th June 1986




10 DOWNING STREET
LONDOMN SWIA ZAA
From the Private Secretary 16 June 1986

The Prime Minister's eye was caught
by this article which appeared in the June
iggue of Good Housekeeping.

David HNorgrove

Mrs Rachel Lomax
HM Treasury.
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- PMarparet Stone takes a good look at the Governmert's latest Green Paper — more

SBAND & WIFE TAXES

like waving a red rag at working wives?

'

&=

#Dina of the longest running sagEs on
the family finance scene is tho taxs-
tion of husband and wife. [t looks &8
ihough this “soap’ hias siaried el

anothar new sares, but | hawe & |

fealing that tor many woman 1ha nex
ferw eplsodes will be as ursatsfactony
BE wils the Dynasty wedding mess-
acre in the TV retings

At the huab of the tax debale i3
eauality between man and women
For oo long, women have besn
treated as their husband's chatters, at
beast irthe eyvas of the exman. i isthe
hushand's msponsibility to fill in the

S0 b return, and itis anly in recent years

that the Inland Aevanui has, whan &
query erose, deigned to eddress
coreanondance 10 8 manfed wiorking
§ woman
P Tra 1973 change in the ndéswhich
parmitied high aarning couples each
ic be faxed s separete individups,

agch in receipt of & single person's |

glicwance, helpad couples whase
incomas jolnthy exceed £25,361 (1ax
yar 1885-86), But that was a tax
saving device, nat a matter of equality
batwean husband end wite, and
anyway did kimle 10 halp fower-
garning famifies. Further refosms
ware drafted, Thay promise 1o be
guite incandsany.

Light the Green Paper

Timed to coincice with this year's
Budget — and heavily criticised in
advance — the Chanpellor's Gresn
Faper (The Reform ol Personal Taxa-
ticn} proposes 1o sbolish the married
man's tax allowance and indroduwecs
indepandsnt taxation fos hoth par-
ners, Them would be single. ellow-
ances for all, with husbands and
weives shlata tramsier any unused part
of their sllowances to sach Othes
Beaning that all couples would get
o allowances whather both part-
ners work, of just ang, (At present,
orly working wives are antitled o i
weife's earned incoms relied.)

Imv future, suggesied Mr Lawsan,
hushands should have the benefit of
pavice the single persan’s sllowante
serhen thairwines gve L &ob 1o skan
a family — belated recognition, o
sets, of the unpeid vital wiork that
women do in ibe homa, Hut tax
exparls and women's Tights groups
ware guick 1o spot flaws, the key
complaint Being that the long-
pwaitad tax ‘raforms’ would penal e

= R TRE

p-garrnar couples and wind up | are only one and half times the single

discriminating against working
weamen instead

I1 is glready being celleg & charter
fior gty -at- home wives - wives who
ohoose o0 10 work 83 distinet from
wioman who, becauss of domestic
responsibilities such as looking after
chibdren, canned 0o oot 1o work. 1Lis
also bownd 1o upsel mary Woking
wives becguse of the implied dis-
missal of rheir contribution 1o the
farmily's and 1he countng's SCOnGY.
B fext wonins returming o weork alter
g pariad of absence. the implications
are disturbing: their entire Income
immediately will be tevad a1 205 -
mara, i the hushand is in a highes Tax
hracket, which hawrill ba if his wacable
income exceeds £16, 200,

Uinder tha Lawson schame, housa-
halds with @ husband and wife both
working would losa, wheress families
with just one earner would gain. |T15
emall consalation to know thet the
Government will introduce the re-
form vary gredually, sllowing & long
rransitional period, during which
permionel allovwanoas willl be raisad to
the polnt whers bwo allowances
maten the two-acd-a-half  aflow:
ancas which dual-earmes families get
today. Meantime, hore's how 11ings
ctand for the 13E6-BE 1ax vear, and
allowances proposed for 158687
(i fimlics]

Single— both working.

bAan F2.2058 (2.535)
Wioran E2.206 [2.335)
b grriecd — both working

Hushand £3.455 (2655]
Wifa's sarned

income allowance £Z.706 (2335}
Married - bath working and joint
income owver £25,361.

Hushand £2.208 (2336
Wide £2.205 (2335)
M arried —wile not working.
Husband £3455 (3.685)
Wife il

Married = hushand not working:
Huskand il

Wile £3.465 (3.658)
s wite's earmad

income alowance £2:206 {2,.355)

The cruciel confrast at the moment
g betwesn the ordinary working
couple who Detwesn tham at the
marent hove terg and kalf timas The
ordinary single person’s allowance,
and the nousehold in which the wife
doesn't work, where the allowances

person’s allowance Claarhy, the fa
treatrment of theoe twe sets of mamied
pouplas 5 unbalanced compared
with the 'nomm’ of the téx rastment
fior sirgla man and woman

Attemprs al refirm =3
Cebala and discugsion on M 10
redress this imbalance began back in
what almcst gualifies as "the good old
days' whan Jim Callaghan was Frime
Minister and Danis Healy his Chan-
callor of the Excheguer. The Consar-
watives inheritad the l2sue, and when
Sir Genifrey Howe was Chancellor,
the first important. Green: Paper on
the texation on husbands and wives
weas published

The prevalling impession, then
was thet Sir Geoffrey fevoured in
dividhiazl taxation for hushands and
sriark g wives, BUTThEL money seved
on the abolition of the married man's
parsonal allowance snould b diver-
1ed to bonost child allowances ingiesd
of being given to the non-working
wife 1o fransfer back 1o her husband
Bui the Jobby in favour of giving an
gxtras Tillip whare it is most needed
the child benafit - instead of paying
wormen 1o stay at home, Sems 10
have lost ground to the mara general-
st campaigners in favour of the
farnily”, ard & women's fight net 1o
wik ouiside the hiome.

Full implementation of the
proposed hew systam — assUming it
gurvives without modification the
pant-up eniegonism and any pos-
sible chonge in Governmant = will
certainly not be untll 1he  Inlend
Revanue i fully computerised ai the
end of the decade. [t is amezing thal
so raamy of our fax relurng are nol
yat held on computer; but by the
end of this decade, we should have
push-button rather than pen-
pushing tex officers

Other Green Paper poinis: invest-
ment incoeme fwill De 1he respon-
gibality of tho recipient; momngags
intarest tax refief {currently available
i mach of two single parsens Iving
tagethaer) probabby will e rpchucad 1o
£30.000 per residence; capital gaina
1ax 1o be charged separately. 100

And a further change afoost for the
working woman, of coursa, is the
latest Govarnmen proposal to el hes
carry 0a wiorking rignt up 10 the mabe
retiremanm age if she wishes
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PERSONAL EQUITY PLANS

Proposals on how
the scheme will work

A PROSPECTUS FOR POTENTIAL PLAN MANAGERS

Board of Inland Fevenue
Moy 1986




INTRODOCTION

The purpose of this prospectus is to indicate, for people
interested in becoming plan managers, the proposed shape of the
Parsonal Egquity Plan Scheme announced by the Chancellor of the
Exchequer in his recent Budget Statement. It does not represent
the Government's final views. These will be set out in due course,
in the light of further consultations.

The scheme provides a new fiscal incentive for share purchase in
British companies by ordinary people. The main criteria to be
satisfied will be as follows:

Qualifying investment will be confined to ordinary shares in
UK-incorporated companies quoted on The Stock Exchange.

There must be a plear link between the investor and his cr her
shares - so that investors may attend company AGMs, exercise
voting righte, receive company informaticn and benefit from
shareholders privileges,

?ividenﬂs on investment must he ascribed to individual
investors.

Limits on holding assets in liguid form in plans.

Charges by plan managers must be transparent.

Special arrangements will, however, be made to allow investment, up
to a low limit, in investment and unit trusts.

The prinecipal features of the scheme will be:

Shares may be registered in owner's name or in the name of a
plan manager's nominee company but in either case, certificate
to title to be held by plan manager

A maximum investment of £2,400 a vear.

Tax relief to be given on build-up of investment (ie no
capital gaine tax and no income tax on reinvested dividends)
subject enly to the investment being retained within the plan
for a short qualifying pariocd of between 12 and 24 moaths,

Once the gualifying period has ended, investments may be
realised at any time without loss of relief,.




PART II : HOW THE TAX RELIEFS WILL WORK

Qualifying period

Tax relief will become unconditional once a plan has been
maintained for a minimum gualifying period. Interest rolled up on
instalments made before the first shares are acdguired will be free
of tax if subsequently used to buy gqualifying shares, A plan made
in one calendar year must be kept throughout the whole of the
following calendar year.

Thus, shares acguired by an investor between 1 January and

31 December 1987 wounld qualify for tax relief provided no
withdrawal from the plan was made hefore 1 January 1989,

Portfolio management

Investors (or plan managers, on their behalf) will be able to
switch investments from one gualifying share to another without any
CGT liability (or allowable loss) provided the proceeds are
reinvested within four weeks. If the four-week rule is bBreken
during the gualifying period, the plan will be wvoid: if broken
after the qualifying period, the shares disposed of will be
regarded as withdrawn from the plan (but tax relief up to the date
of dispogsal will not be lost).

The proceeds of any disposal may be reinvested. So if, for
example, a £2,400 plan has grown to £4,800, that amount can be
reinvested. The same will apply if the plan has declined in value:
if the value has halved, the permitted reinvestment will be £1,200.

Transfers from one plan manager to another will not be prohibited.

Treatment of dividends

Distribotions from gqualifying shares will be exempt from tax only
if reinvested., Companies will pay them under the normal ACT rules
to plan managers, who will then claim payment of the tax credit
from the Inlard Revenue and hold the dividend and ecredit within the
plan until used to buy gualifving shares.

If the investor chooses instead to receive the dividend income, it
will be taxed in the normal way.

Sstock dividend options will be treated in the same way as
reinvested dividends.

Fremature withdrawals

If, during the qualifying paricd, any shares in a plan are
withdrawn, the plan will come to an end. The investor will be
iliable to CGT on any gain arising from the start of the plan. By
the same token, any loss will be allowable.

Any dividend paid to the investor (rather than reinvested) during
this period will be treated as a withdrawal - so that the plan will
be closed. The investor will be taxed in the normal way, and any
tax credit previously claimed by the plan manager (because tha
original intention was to reinvest dividends) will be repaid to the
Ravenue.

Withdrawals after end of minimam holding period

Withdrawals from a plan after the gnalifying period may be by way
of cash or shares. But if the shares are retained outside the
plan, thelr acquisition cost for CGT will be their market value at
the point of withdrawal.

Part withdrawals will be permitted, but plans cannot be
aubsequently topped up.

Once the gualifying period has been passed, all plans may be
combined to keep down management eXpenses.

Death of investor

In general, plans will not be transferable. But on the death of an
investor, the plan will be treated for CGT purposes as if it had
been acquired by perscnal representatives at market value.




PART ITT : HOW THE PLANS WILL BE ADMINISTERED

Who may act as plan managers?

Flan managers must be registered with the Inland Revenue. They
must be authorised, under the Prevention of Fraud (Investments) Act
1958, to carry on the business of dealing in securities (and in due
course autherised to carry on investment business under the
Finaneial Services Bill), Currently those eligible to act as plan
managers are:

= members of The Stock Exchange

-~ members of recognised associations of dealers in securities
(ag NASDIM)

- other firms licensed or exempted by DTI
The definition of "authorised institution' could inelude an

emplover if he satisfied the other econditions and was registered by
the Inland Revenue as a plan manager.

Role of plan managers

Managers may act either as agent on the instructions of the
investor, or on a discretionary management bagis. They will be
required to operate within the normal regqulatory rules. Where the
institutions concerned are not aunthorised or exempt under the
Banking Act, arrangements will be needed to segregate cash held on
bahalf of investors.

Charges
It will be for plan managers (and their investors) to arrange how

charges are to be dealt with. But all the manager's charges and
other remuneration from clients' business should be explicit,

Supervision

A plan manager's registration would have to be withdrawn if he loat
anthorisation under the Financial Services legislation or if the
rules of the scheme are broken - ag if he knowingly allowed
investors to exceed the £2400 limit. In such cireumstances, plans
would be transferred to another manager.

Audits of plan managers will be carried out from time to time by
the Inland Revenue to ensure that the scheme is being ocperated
correctly.

Inland Revenue information reguirements

Plan managers will be required to keep records in a prescribed form
for supervisory purposes, including:

on

1

a full list of investors in computer form

a full record of share transactions (eq number and price of
shares bought and sold) throughout the life of the plan

B full record of the amount of dividends and interest
earmarked for reinvestment (and so entitled to attract the
basic rate tax credit).

premature withdrawal, a plan manager will hawve to:

compute the chargeable gain [or allowable lass);

determine the basic rate tax foregone on the dividends
earmarked far reinvestment:

within a month, pass this information on to the Revenue; and

deduct the tax credit from the disposal proceeds paid to the
investor and repay it to the Revenue,










CONFIDENTIAL

PRIME MINISTER
GREEN PAPER ON PERSOMAL TAXATION

Mr. Powler's office believe that he will not press his
_—
argumente atdpgbinﬂt tomorrow. They think he iz likely to
gtate his position and then hope that other colleagues will
| e F—
gupport him. They also say that he would be much reassured to
be told that no legislation is in prospect for this

—
Parliament. -

e —

The Chancellor's paper saysi

"none of the ideas in this Green Paper are for this

-

— s,
Parliament".
R ]

I have pointed this out to his office and asked that the

Chancellor should ncnfirm-¥hat he will not be proposing

e

legislation for this Parliament .

The Chancellor is also prepared in the last resort to consider

including reference to child tax allowances in the Green
Paper, and he has thought about some words which could be
nsad. But he would be deeply unhappy to have to bring them
in. Hevertheless; if a wrangle is developing in Cabinet, you
could invite the Chancellor and Mr. Powler to try to agrees

some words. =

r
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{DAVID NORGROVE)
26 February 1986
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CONFIDENTIAL

PRIME MIRISTER

GREEN PAPER ON PERSOMAL TAXATION

I am in favour of publishing the Green Paper on Fersonal Taxation
clrculated under cover of C{B&)7 so that we can see what the
public responee is to the Chancellor's proposals, but I am opposed

———e
te legislation in this Parliament to introduce the changes.

In presenting these proposals we should be clear that, if they
were to be implemented, there would be a very substantial price

taqg indeed - up to E5 billion &8 yesr. 1t would pre—-empt resources
that could go to reducing taxation in other ways. And it would

add to the pressures to cghtain public spending in areas like

health care. ot

I have yet to be convinced that what we are going to achiewve through
the Chancellor's proposals will be worth the high price - or that
the public generally will think that it would be money well spent.
it will be evident that the extra resources are nnt béilng targeted
in a discriminating wav. In particular, althﬂugh most one-garner
working couples do have children, over a million without children
would &lso gain — mostly by £10 or more & weak. Indead, on averago
one—carner couples without children will gain more (E17.58 a woel)
than those with children (ET10.75). And over 7 milligﬁbzznqle
people would benefit - on average by £3.44 a week.

There 15 no doubt about the importance which our own supporters

attach to helping families with children. It was very evident in
_—q

the response in the House to my statement on Monday on the uprating

of social security benefits. There was a clear welcome for the

uprating of child benafits in line with pricas — and pressure to

raestore the 35p deducted from last November's uprating.

——

1
CONFIDENTIAL




E.R.

As you know, against this background I have seen considerable politieal

CONFIDENTIAL

.advahtagc in acknowledging in the Green Paper that there is an approach

which combines a smaller transferable zllowance with a new Pamily Tax
Allowance, available to all families with children whether the wife was
at home -or at work. If the Family Tax Allowance was st at, say, ET50
it would be possible to meet almost all the Green Paper's stated
ckhijectives to a greater extent than with transferable allowances alone.
Az I polinted ocut 1o my minute of 11 February, for the same total cost,

around 1.4 million more families with children would gain

than under transferable allowances alone;

the numbers in the poverty and unemployment traps would
also be reduced by even more, thus further strengthening
work incentives;

there would be a bigger reduction in "churning® compared
with transferable allowances alone. The number in this
pesition would be reduced to 200,000;

childless couples where both couples were working would

be net losers, but the losses would generally be very

small (under EZ2 a week) and would affect families on

average earnings.

would

A combined reform on these lines show/that we were committed not only
to removing discrimination in the tax systems but alsoc to targeting
available resources whare possible on famllies with chilildren. This
would fit waell both with our general support for families and with
our planned improvements in help for low=income familles through the
soclial gecurity system. Above all by showing that we had not
pverlookaed the particunlar needs of families with c¢hildren, i1t would
avald handing a wvery powerful weapon to our opponents.

I am copving this only to the Chancellor, the cChief Whip and to
Sir Robert Armetrong but T shall want ngke some of these points in

Cabinet tomorrow.

2
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ARG /B T2

FRIME MINISTER

Greon Paper on Personal Taxation

LS A C{R6)7
EACKGROUND

The Chancellor of the Excheguer announced in last wvear's budget state-
ment his. intention to 1ssue. o LGreenm Paper Mlater ) ' on the
reform of personal Income tax. He made 1t clear that the Green Paper
would favour a system of transferable allowances (TA) between husband
and wife; and that it would also discuss a range of further options
that would be available by 1989, when the computerisation of PAYE had
been completed, such as non-cumulation and closer integration between
the tax-and benefit systens. There 13 therefore wide anticipation of
the contents of the Green Paper, which the Chancellor of the Excheguer

proposes should be published with the Budpet.

i Part 1 of the draft discusses the case for a reform in personal
allowances, and how a TA system might work; Part Il discusses the morec
detailed implications for other allowances and taxes; and Part 1Tl
discusses the tax syvstem in the longer term, with particular reference
to the relationship between taxes and benefits and the case for closer

integration of national insurance contributions and income tax. The

present draft has been settled following discussion in thre¢ meetings

of an ad hoc Group of Ministers under your chairmanship. At those

meetings a pood deal of disguiet was expressed ati-

the effect on the markets of an apparent commitment to a
£5 billion "give away' Iin the esrly 1990s, which could
preempt the scope for other fiscal changes for several

¥YERAdTS &

the contrast bhetween the Chancellor's '"no loser" proposals,

-

and the social security reform (with some 2.5 million cash

Iosers), which could make the task of petting the current

1
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spcial security Bill through the House more difficults

doubts as to the politicsal appeal of the reform in view

of its treatment of professional women as apposed to mon-
K1

woTking wives, and the disincentive to the latter to

=
Tesume work.
7 As a tesult, extensive changes have been made to the

draft to meet these points. in particular:-

the draft is now very much greener. 1t is made clear that
the reform would only be introduced as and when resources
permitted, and that if necessary it could be phased in

over a number of ¥Years ':E!g to ensure that no revenue 1oss
occurred beyond what would have been required for statutory
revalorisation of persenal allowances). The Group alseo
agreed that there could be no question of legislatisn

before the next election:

the presentation of the distributional effects (in the tables
attached te Annex 4) is now consistent with the social
security presentation. There are two sets of tables: the
first shows the effects of introducing the change in one
year on a no cash losers basis [on this assumption the real
effects would be the same as the cash effects); the second
shows the real effects of phasing in the change over a
peried leng enough to ensurc that there was no loss of
revenue beycond what would have heen reguired for indexation
of allowances. The text makes it clear, however, that the
second presentation is "an extreme one' and that a move to
TA should be seen as part of the process of tax reduction,
in line with the Government's declared objective of reducing

the total burden of taxation.
MAIN ISSUES
Given the endorsement of the text by your Group, and the improve-

2
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ments to its contents and presentation, it should not be necessary
{subject te the peint at (iii) helow) teo uss the draft at length
in Cabinet. Discussion might, however, focus on some of the following

i1asues;:-

(i)} Extent of Commitment: The potential c¢ost of this reform,
depending on a number of factors such as inflation, the basic
income tax rate, and the phasing in period, is considerable,
The table im chapter 3.7, for example, shows that a two year
transition at 2.5 per cent inflation could cost some X4 hillion
at 1985%-86 prices. Some Ministers may be reluctant to allow
the Chancellor to pre-empt amounts of this kind for a tax
reform that is unlikely to be universally popular - the more
so in view of the pressures on thelr own expenditure programmes.,
If such arpuments are mounted, it will be necessary to
reinforce the point that publication of the Green Paper does
not imply any Government commitment either on sSubstance or
timing; and that, more specifically, it is not the intention
to legislate before the next election. You may also wish to
remind the Cabinet of the Government's commitment to reducing
the bhurden of income tax, of which public expenditure restraint
——
MisSt remaln a prier conditlion;

(ii) Political Appeal: 4t may salsc be argued that there is

likely to be little political advantage in the reform. The
changes will be unpopular with those who consider themselves

disadvantaged (eg professional women and wives wishing to

résume work), whereas nmo credit will be gained from those who
—

can expect to be better off. It would therefore be unwise
to move into the next election with such an implied commit-

ment, however green, round the Government's meck. Against

this it can be argupd that the present porsonal allowances
system is widely agreed to he indefensible and unfair; and
that there is likely to be considerasble support for arrange-
ments that respect privacy as between husband and wife, are
better attuned to the life cycle of families, and would make

3
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future increases in allowances more cost effective in terms
of taking people out of the poverty and unemployment traps.
Given the widespread expsctations, not to publish the Creen

Paper would alsoc be difficult to explaing

(i1} Distributional Implications and effects on Families:

Although the reform is primrily justified as an overdue
structural change in the tax system, the Chanceller alse
claims substantial social and distributional advantages for
it. For example, depending on the duration of the phasing, it
will take substantial numbers out of the poverty and unemploy-
ment traps; reduce the number of families entitled to Family
Credit and Housing Benefit and of those liable hothto pay tax
and receive social security benefits; and concentrate the
gains on families with oenly one spouse working (both with and
without children). It may he argued, however, that, such
chjectives could be achieved more cozst-effectively by more

.
i

specific "targetting" on the relevant groups, particularly
families, whether through the tax or the social security
systems. This has been the burden of the Social Services
Spcretary's criticism of the proposal, and 1 understand that

he proposes to repeat hlis views 1n a further minute to you
(with 1limited circulation) this evening. This is likely to
renew the proposal for a Family Tax Allowance (FTA)} which would
still be consistent with the main structural reform. Compared
to the Chancellor's TA system, an FTA of 1750 would concentrate
the benefits on families with children (some 1.4 million more
Families with children would gain) and have a larger impact on
the poverty and unemployment traps and on the numbers caught

in both the tax and benefits net. Tt would thus reinforce the
Government's policy towards families and perhaps help te
mitigate some of the criticism of the recent child bhenefit
uprating. ©On the other hand, there would be cerrespending
losers - some 2.5 million (thoupgh mestly less than iZ

a week) among childless couples where both partners are

working; and it would add a fresh complication to the

4
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tax system a3t a time when the Government's aim is to simplify
it, It might also bhe criticised as reversing the policy

that support for children should be concentrated in the

spcial security bhenefit system and not duplicated in the tax
system, although both approaches have coexisted without serious

problems for many years.

If"the Social Services Secretary 311ll wishes o press thas
option, you will wish to seek views on whether it should he
displaved in the Green Paper. he Chancellor of the Exchequer
will argue that it would be wrong to mention just one alternative,
and that it would in any case undesirably reopen the whole

issue of child support. There might, however, be some advantage
in &t least including a brief reference to the possibility

af an FTA in the text in order to gthow that the Government had
not overlooked the option and was still concerned about
families. The possibility will certainly he raised by
commentators whéen the Green Paper is published. In the time
dgvailable it would not be possible to work the option up in
detail. But a few sentences would suffice and could quickly

be provided and I understand from the Treasury that such a
limited change could be incorporated in the text in time for

publ ication.

G Subject to any discussion on the above issues, particularly (1id),
vou mav be able to reach agreement fairly quickly that the Chancellor
should be authorised to publish the draft CGreen Paper on Budget Dav
subject to anvy detailed drafting amendments and te revision of the
figures to take account of the taxation measures to be announced in
this year's Budget.

HANDLING

5. You will wish to invite the Chancellor of the Exchequer to

introduce his r dand the Secial Services

Secretary, as the Minister

most closely a ted by 1t,-to comment:. You may then wish to invite

-

3
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comments only from those Minis tho have any points of substance

to make.
CONCLUSIONS

T You will wish to invite the Cabinet to decide whether the
Chancellor should be authorised to publish the Green Paper, subject

to detailed drafting amendments and updating of fipures to take

account of the Budpet, on Budget Day.

DA

ROBERT ARMSTRONG

26 February 19856

Labanet (Office
G
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ME HDRﬂﬁDvE 1 26 February 1986

FPERSONAL TAX GREEM PAFPER

At the last meeting on the Green Paper, Norman Fowler asked
the Chancellor to add a paragraph on a Pamily Tax Allowance.
A Family Tax Allowance iz not a stupid idea. Buk the
Chancallor threatened that he would rather not have a Green
Paper at all than have one including the offending paragraph.
Bo the meeting wenk against Norman Fowler, and he will now be

raisging the issue at Cabinet tomorrow.

The problem now is to avoid an acrimonious dispute. The

Chancellor can win tomorrow, but at a double cost:

The DHSS are likely to brief the press against the
Chancellor, and thus weaken the impact of his Green Paper

on Budget day.

Floating the idea of a Family Tax Allowance may make 1t
easier to hold Powler to politically difficult cuts in

the real value of Child Benefit.

Would the Chancellor therefore be prepared to consider some
even more innocucus form of words which might just say that
JIrthere are, of course, othar ways of changing the tax system
which would particularly help families. If the main argument
for fully transferrable allowances is thought to be
distributional, then these other options - such as a Family

Tax Allowance = would merit farther consideration.

Qo WY NeEka

DAVID WILLETTS




10 DOWNING STREET

From the Privaie Secretary 19 February 19B6

INCOME TAX: RATES VERSUS THRESHOLDS

The Prime Minister has seen and noted the Chancellor's
minute of 18 February. This was touched on at the bilateral
today, and the Chancellor pointed to the help which had been
given to psople at the top and bottom of the income
distribution. The Prime Minister offered no comment.

David Morgrove

Mrz. Rachel Lomax,
H.M. Treasary.




SECRET

I'reasory Chambers, Parbhament Street, SWIP HAG

T [

PRIME MINISTER

INCOME TAX: RATES VERSUS THRESHOLDS

I thought you put up an excellent show on Panorama last night.
But it is unfortunate that your remarks on taxation have been
misinterpreted by some in the press as indicating vour support
for channelling any available scope for tax reductions into
raising tax thresholds rather than reducing the basic rate of
tax. We have discussed this before and, as you know, my own
view is that the ¢case for ralsing threshoclds has been
considerably over sold. Indeed I zee a skrong case for making
a reduction in the basic rate cur next priority, as and when
we can prudently ﬁffur& to reduce the burden of income tax.

Press comment has gone well beyond what you actuoally said.

You polnted ocut that the Government had done pretty well by
the peaople in the top half of the income distribution, and it
was right to reward success, adding "but I don't think the
Government should take money for the top half due to the
bottom half. I feel that we owe gquite a debt to people in the
bottom half. We have taken in my view tooc high a proportion of

their income in tax."“

In practice, of course, we have done a great deal for those
right at the bottom of the income scale, as well as for those
at the very top. Tax thresholds have been raised by 20 per
cent in real terms since 1979. In the 1%85 Budget we
introduced reduced National Insurance contribution rates for
the lowest paid so that the combined marginal rate for those
earning less than £60 a week is now 35 per cent and, for those
earning less than £100 a week, 37 per cent, rather than the
full 39 per cent that applies to those around average
earnings.




The true plcture is that while we have done a great deal [or

those both at the top and the bottom, we have not done enough

for those in the middle; the burden of tax and Watlonal

Insurance contributions for those on average earnings is still
higher than it was in 1978=T9 (29 per cent as against 27.B per
cent}. This affects very large numbers of people, including
Ethe unmarried nurse you guoted on £140 a week who still pays
E40 a week in tax.

In fact, even in static terma, the nurse wonld be helpad more
by a redoction in the basgic rate than an increase in tax

allowances costing the same amount. The same would be true of

any single person or working wife earning more than about E120
a2 week; the egquivalent "crossover point® for a married man iIs
also below average esarnings at about E180 a week.

But it is not the static position that matters most. What is
of critical importance to incentives is the marginal rate of
tax. Again, this is something we have reduced significantly
both for those at the top - through changes in the higher
rates — and at the bottom - through taking some people out of
tax altogether and by introducing reduced rateszs of emplovees
NICE. For the great majority in the middle, however,; there
has been little change. The combined marginal rate when we
took office was 39} per cent (33 per cent income tax plus
64 pé: cent emplovees NICs); today - nearly 7 years later - it
T;_Etill 49 per cent (30 per cent income tax plus 9 per cent
emploves H'I_C's;l_.__

It seeme clear to me therefore that our top priority must be
to reduce the basic rate of tax, as and when we have the scope
to afford it - which is not of course this year. As a result
of what we have done so far, our tax thresholds, as a per cent
of average earnings, are not low by international standards -

they are eclose to the international average, and actually




higher than 1n Germany and the US5. It 1= interesting that
Fresident Reagan believes that thresholds should not be set
too high, 20 as to give as many people as possible an interest
in lower marginal tax rates. That iz why he has concentrated
his tax reform proposals on reduclng tax rates. Much the same
reasoning led us to argue that everyone should make some
contribution to local taxation.

What is unusual about the UK tax system 18 our initial rate of
tax, which iz among the highest in the O0ECD; our rate of
30 per cent compares with 22 per cent in West Germany, 15 pear
cent in Japan, and only 11 per cent in the US. And, under our
present syctem, the starting rate can only be reduced by
lowering the basic rate of tax.

While there is of course merit in raising tax thresholds, the
case for doing so has been greatly exaggerated and a sense of
proportion is badly needed. As David Howell recently pointed
out, only a minority of those taken out of tax by threshold
increases are "needy®™; about 20 per cent are married men, and

the remainder are Jjuveniles, pensioners and working wives.

g - o ——————
Horman Fowler's Social Security reforms will further weaken

the case for raising Ethresholds ags a8 way of improving
incentives [Eor the lowest paid. Once means tested benefits
are calculated on & net income basis, tax reducticns will be
cffset in part by reduction in benefits., This will be egually
true of cuts in tax rates and increases in allowances. What
thiz means is that the choice between ratesz and thresholds
should turn on their effect on the majority, not on those at
the bottom of the income scale, who will be helped by the
Social Security reforms.

I appreciate that some people are concerned that reductions in
the basic rate of tax would give disproportionate benefits to
the rich. But that does not follow at all. The tax burden on
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the rich is largely determined by the satructure of higher

raten. This, if we pee fit, can alwavys be changed

independently of any change in the basic rate to limit the

gaine to thoss at the top.

All in all, I believe we have reached a point where we have
already done a great deal of what needed +o be done on
thresholds. Our next prioarity should be to reduce Ehe basic
rate. Once we have made a significant reduction there, it
will be time to lock again at thresholds.

If you agree with this, it is important that we start to alter
the climate of opinion in this direction. As I said earlier,
this might be best achieved by pointing out how much we have
dene not merely for those at the top, but alsoc for those at the
bottom - and also perhaps by stressing the importance of
marginal rates of tax. A cut in the basic rate would reduce
marginal rates for 14 million working taxpayers - 95 per cent
of the total. The basic rate is also the marginal rate for the
vast majority of unincorporated businesses and for the self
amployed. And while incorporated businesses have seen
corporation tax on their profits reduced from 52 per cent to
35 per cent [and 30 per cent for amall companies)
unincorporated businesses have had no reduction at all in
their marginal tax rate on profits s=ince the 1979 Budget. At
the least, we must make it clear that the Government's aim is
to make progress on both fronts as and when we prudently can -
both by raising threshelds, and by cutting the basic rate.

Ni:l.
18 February 1986




10 DOWNING STREET

From the Private Secretary 17 February 1986

INCOME TAX: DIFFEREHNTIATION BY
FAMILY CIRCUMSTANCES

The Prime Minister was grateful for your

letter of 14 Pebruary and for the note by
the Inland Revenue about the way the income
tax system has taken account of family circumstances

over the years.

(David Norgrowve)

A.W. Euczys, E=g..
H.M. Treasury.
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14 February 19386

David Norgrove Esq
10 powning Street
LONDON SWl

3;}2.:3: lihﬂ ..—:i

INCOME TAX: DIFFERENTIATION BY FAMILY CIRCUMSTANCES

I attach a short note by the Inland Revenue about the way the income
tax system has taken account of family circumstances, since its
first introduction 1in 1799. As you requested, I alsn enclose
coples of the Reports of the two Royal Commissions on Income Tax
this century. The Revenue would be grateful for their return in
due gourse,

W)’(ME; e
“Towa
—

— )
A W KUCZY¥S
Private Secretary




INCOME TAX: DIFFERENTIATION BY FAMILY CIRCUMSTANCES

Income Tax

8 [ A form ©f income ‘tax was first introduced by Pitt
in 1799, The provisions were recast and extended in
1805-1806 but repealed in 1816. They were then reintroduced
—
in 1342,
——
2a The ways in which income tax has taken account of
tamily circumstances have varied, since iks first

introduction in 1799,

Basic System

3. The income tax introduced in 1799 made the husband
——

accountable for returning his wife's incoma. But the
— g

incomes of husband and wife were not aggregated for tax

purposes, and the wife could have her own set of reliefs.

4. Since 1805, however, a married woman's incocme has
e

been “"deemed" to be her husband's for tax purposes. Subject

to the wife's earnings wewlection introduced 4in 1971; tax

has always been charged on the joint income.

Personal Allowances

3. From 1805 to 1894, the joint income of A married
couple was taxed in exactly the same way as the income
of a single person - there were no special exemptions

or reliefs to reflect marriage.

b. In 1894, a separate relief was introduced Tor a wife's
o oty

earnings up to a certain limit.

P—

T There was no special allowance for a married man

until 1918, when a very small allowance was introduced.




The married man's allowance itself was introduced in 1920,
with about the same lead in percentage terms owver the

single allowance that it has today.

8. The wife's earned income allowance was introduced
in {EEE. For much of the inter-war period, the married
man's allowance and wife's earned income allowance together
amountsd to roughly double the single person's allowance.
The wife's earned income allowance was increased to the

game level as the single allowance in 1942.
Children

9. Children's income has never been aggregated with
that of their parents,; except for the period 1969%-72,

when investment income was aggregated.

10. Child tax allowances were given in 179%, but were

withdrawn when the provisions were recast in 1805 and
did not reappear until 1910. They remained a featura
of tha system until 1979, when child benefit replaced
them. It was recognicsed at the time that a tax~free child
banafit, which had been a part of the tax credit proposals,
served o reflect the reduced taxable capacity of people
with children, and thus subsumed that function of child
tax allowancesz.
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GREEN PAPER ON PERSONAL TAXATIOHN

The Chancellor may want to delay the Cabinet discussions

on the Gresn Paper from 20 February to 27 February becausa:

(i)

e —— e iy

the Foreign Sacretary will be with The Quesn in
Hepal on 20 Fabryary. The Chancellor belisves
his sapport will help the Cabinet discussionsj}

Mr. Fowler may circulate his own paper. The axtra
week might enable the Treasury to accommodate his

ga——=

views into their draft and avoid the nead For his
e ——— e
PERpEeC}

the Cabinet on 27 Pebruary is likely to take the
legislative programmes for 1986/87 and 1987 /88,

This will help fill the Ag@né;_zzd aveid too much
discussion of the Green Paper, (It will not be easy
to find extra items for the 20 Pabruary Cabinet
without making it appear that the Agenda is being

delibarately packed.)

Do you agree that the Chancellor of the Excheguer should

have the discretion, 1f he so chooses tomorrow, to delay the

circulation of his draft Green Paper until the following

waekend with a view to Cabinet discussion on 27 February?

\1 H-\-‘-‘L
L~ |

N (.U

NIGEL WICES

13 February 1986

cCc: Mr. Btark, Cabinet 0Office.




Reform of Personal Taxation

Note of a third meetii

}J

&

AT ¢ SuTBer

F iy

LE

at 10 Downing Street on
Wednesday 12Z2th February

o 1986 at 9.00am

PRESENT

At Hon Margaret Thatcher MP

Prime Minister

kt Hon
LoTd

Whitelaw
aof *the Council

Viscount
President

it Hon Normarn Fowloar MP
seCcretdry of State far

Social Services

nt Hon Lord Young of Graffham
secretary of State for
Employment.

Et Hen John Moore., MP

Financial Secretary,
H M Treasury.

SECRETARIAT

Mr J

Mr A J Wiggins

B Unwin

Rt Hom MNigel Lawson MP
Chancellor of the Exchequer

Bt Hon Norman Tebbit MP
Chancellor of the Duchy of
Lancaster

Rt Hon John Wakeham MP
Parliamentary Secretary,
H M Treasury

Mr Antony Newton MP
Minister of State,
Department of Health and
soclal Security
(Minister for Social Securitwvil,

The Meeting had before it a minute of 10 Pebruary froem the

LChancellor of the Exchequer to the Prime Minister, covering a

revised draft of the proposed Green Paper on the Reform of

Fersonal Taxdation. The Group also

a¢f 11 February to the Prime Minister
Etate

for Social Services and from

the Chancellor of

considered further minutes
from the Secretary of
the

Exchequer, covering the pessibility of mentioning in the

Green Paper the introduction of a system of Family Tax Allowances

(FTAs) aleng side Transferable Allowances (TAs) for married

couples. 1

SECRET
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2, +HE CHANCELLOR OF THL EXCHEQUER said that the Group

had asked him, at their previous meeting on 29 January, to

make three important changes to the draft: o make the whole
presentation much "greemer', to mect the concern that there
should be no specific Government commitment to large scale

net tax reductions in the context of the introduction of

TAs, and to present the <Jistributicnal affects on the introduction
of TAs in a way consistent with the presentation af the
comparable affects of the changes in social security te be
effected by the Bill currently before Parliament. With the

sole exception of the possible mention of FTAs, he had reached
agreement with the Secretary of State for Social Services an

all the outstanding points, so that the present draftr could be
regarded broadly as an agreed document. There remained some
minor outstanding points on Annex 4, but there should be no
difficulty in settling these at officisl level. It wonld be
essential to complete the text quickly, in order to make

possible publication on Budget day. So far as FTAs were
concerned, he rested on the arguments im his minute of 11 February;
there was not time to undertake a full znalysis of these possibil-
ities, and a mere mention of them would reopen the whole guestion
of the provision of family support and the future of Child
Benefit, It would be a mistake te move back to a situation in
which there were separate systems of tax azllowances and social
security bemefits applicable to children; if the Government
concluded that present arrangements for family support were
inadequate, it would be better to build on the existing Child

benefit System and the new Family Credit arrangements.

8 THE SECRETARY OF STATE FOR SOCIAL SERVICES confirmed his
agreement with the Chancellor of the Exchequer on all issues
apatt from FTAs. He was satisfied with the presentation of the
distributional affects of the change to TAs, noting that there
was no question of early legislation to implement the changes,
and nmo commitment to the changes being put into effect on any
particular timescale. He supported the objective of achieving
a more equitable tax system, but doubted whether it was possible
to leave aside completely the wider aspects of tax changes. He

was not proposing any sort of Government commitment to the

Y
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introduction of FTAs; but the Government would need ta be
able to show that they had considered how available resources
{in this case the available fiscal adjustment) could be used
to best effect, and on that basis the possibility of introducing
FTAs deserved a mentien. His Department had prepared an
1llustration of the affects of introducing an FTA of £750
alongside a move to TAs for married couples. Because personal
allowances had to be reduced somewhat to make room for FTAs
within the same overall cash cost, there would be some
relatively small cash losers among two-earner couples; but
compared with the Chancellor's proposals, 14 million twe-
earner families with children would gain, there would he
further reductions in the numbers caught in the poverty and
unemployment traps, and the extent of 'churaing' would be
réduced by a third. Nothing would be lest through menticning
this possibility; indeed, commentators would particularly
notice its omission.

4. In discussion of FTAs, the following further peints were

mades :

La) such a mention would detract from the general theme

of the Green Paper, which was greater eguity in the tax
system, and justice for married women. The fact that there
would be 2§ million cash losers under the Social Services
Secretary's illustration would undermine support for the move
to TAs, l'he family support lobby would not he satisfied
with FTAs: they wanted big increases in Child Benefit
unambiguously paid to the mother, and not reaching the

family through the father's wage packet. It would be hetter

to leave the social security system to meet the Government's
objectives in terms of family support.

(k] Under the arrangements proposed by the Chancellor,
childless one-earner couples gained relatively more than
one-earner couples with children; over one million childless
couples gained more than 5§11 a week., Insistence that

family support was the job of social security benefits

P |
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would draw attention to the fact that by the time of

the Budget there would have been two successive announcements
of social security benefit upratings in the course of which
Child Benefit had been frozen in money terms, and it was
unlikely that there would be resources in the socisal

security programme for any significant increase in Child
Benefit even in April 1988. In view of this it was
essential that at the least the first sentence of paragraph
3.17 should be ¢ut out of the text.

The following further points were made in discussion:

(c) it remained doubtful whether the change to TAs would
have substantial political appeal. Two-garner couples
would be bound to realise that they would be bearing a
larger share of the burden of taxation, and that they might
well face real losses, Frofeszional women would see them-

selves as disadvantaged in relation te non-working wives,

many of whom were childless. Against this it was argued
that the position of individuals should be considered over
their whole life-cycle; most families moved at some point
from having two incomes to having only one, and then

reverted to twe incomes again as children grew up. The

large majority of non-working wives were cither looking after
children or dependent relatives, or were already over 50,

(d) The change to TAs would not have any substantial
impact on the problem of incentives. Even the £20 a weeck
subsidy under the Job Start Scheme to encourage people to
accept work at less than $80 a week was proving inadequate.
Ministers would need to tackle the incentives problenm
separately; it was arguable that a mistake had been made
when all benefits had been put onto a flat-rate basis, and
the wage stop abolished - the maintenance of incentives
required benefit levels to be earnings-related. The Green
Paper should be seen as directed essentially towards equity
in taxation; it did not constitute an effective Government
response to the problem of incentives. It was, however,
4
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polnted oput that a system providing FTAs as well as
TAs would be¢ significantly more effective in reducing
the extent of the incentives problem than the Chancellor's

proposals.

G, b PRIME MINISTER, summing up the discussion, said that
the Group endorsed the publication of the Green Paper hroadly
on the lines proposed by the Chanceller of the Exchequer,
eémphasising that there was at this stage no question of any
Lovernment commitment either on substance or on timing.

[he Green Paper should not, however, sav that the Government
reparded family support as entirely a matter for the Social
Security system, and paragraph 3.17 should be amended
accordingly. In view of the importance of the issues raised
by the Green Paper, the Chancellor of the Exchegquer should

Ll LT

thdrpflone circulate the full text fcruﬂégﬂuééﬁgu by the Cabinet

= 1N -
on 20 February. it?‘ = STET

The Group -

I Took note with approval of the Prime Minister's

sumning up of their discussion.

. [nvited the Chincellor of the Excheguer to
circulate the full text of the draft Green Papetr to

the Labinet for disewssten on 20 February.
[’
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PRIME MINISTER

GREEN PAPER ON PERSONAL TAXATION: FAMILY TAX ALLOWANCE

I have seen Norman Fowler's minute of 11 February proposing
that a new system of family tax allowances should be grafted

on to the existing proposal for Eransterable allowances.
__._|_._,_.—-—'— —

I am afraid that T cannot accept this last minute suggestion,

which would amount to nothing less than a fundamental
transformation of the logic and nature of the Green Paper.
our principal aim in the Green Paper i3 to coutline a better
structure of income tax, which would achieve a number of
objectives. As it happens, traneferable allowances would
benetlt families with children, because the great majority of

I R

nnn-wnrklng wivee are looking after chilﬂ:en But that is not

md—#‘““_‘_‘—'_‘—'_‘—hﬂ_“_H—-—\-—'—
its main purpose, which is to egualise the t:Fathnt af one and

two earner couples,

The guestion of whether it is right to help families with
children any further raises afresh the whdle iZoue—ef child
support. FGIIE;TEE__EEE;Ehgh discugsion, the Govefnment
decided that the right answer was to retain® the existing
system of child benefit and augment it by a new family credit:
this wae set out in Norman's Green and White papers, and is
now in the process of enactment. If we are now to make the
somewhat damaging admission that we believe this to be
inadegquate, the right approach must be to build on that
;Eructﬁ¥€ﬂ nnt to change - and complicate - the tax system,
whose purpose is not that of a surrogate social security

syetem.
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Morecver, Horman's proposal would greatly exacerbate the
distributional problem=. This can be seen by the fact that,
on the basis on which the existing proposals would produce no
cash losers, Norman's proposal would mean some 23 million cash
logers; some of them on low incomes.

Then there is the guestion; to which I have already alluded,
of the relationship between the proposed [amily tax allowance
and child benefit. We have been here before. Abolition of
child benefit is5 not on politiecally; but the bureaucratic
nonsense of having dual arrangements for child tax allowances
and cash family allowances was one of the reasons we supported

the introduction of child benefit in the Eirst place.

And even if we were; notwithstanding khe complicaticons, to
have family tax allowances as well as child benefit, to whom

would we give the allowance? Giving it to the father would

reopen the "pay packet versus purse" argument. It would be

widely seen as a retrograde step, especially if introduced in
the context of a move towards greater independence for married
women. This problem is already rearing its head over the new
family credit: we do not want to stir it up further.

The staffing implications of parallel arrangements for famlily
tax allowance and child benefit payments would be horrendous.
Payment of the latter already involves a large number of DHSS
clerks. &t present, it would not be technically possible for
DHSS to communicate aotomatically with Revenue to provide a
basie for giving Eamily tax allowances. Developments in both
Departments should make this possible some time in the cocourse
of the 19%0s, Dbut not 1n 1990 or 199l. Pending such
developments, pavment of family tax allowances would involwve a
very substantial number of extra clerks in the Revenue.
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Finally, it would be distinctly odd just to mention this one

variant in the Green Paper. Why not mention cther wvarianks
such as mandatory separate taxation? But if we did introduce
these other options we should be wvirtwally reproducing the
1980 Green Paper. People might find this curious, to say the
least. The point about this Green Paper Is that it takes
account of reactions to the earlier one and, having considered
those reactions, puts forward a positive proposal in some
detall, ag a possible alternative to the status guo.

I am copying this minute to Willie Whitelaw, Norman Fowler,
Norman Tebbit, David Young, John Wakeham, John Moore, Tony

Newton and 5ir Robert Armstrong.

N.L.
11 February 1986
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PRIME MINISTER

Tf-’“‘

REFORM OF PERSONAL TAXATION

The Chancellor's Green Paper is certalnly now rather greaner,

though its tone still creates a strong presumption in favour

of making the changa. e —

A A Ak A
I suggest you concentrate on Chapter 3, but you will alsoc want
to look at paragraphs 5.13 - 5.16 about mortgage interast

relief. | =

Within Chapter 3, paragraphs 3.5 = 3.9 are most important, and
e —— . — =
probably the most important in the whole Greean Paper.

-

I have suggested one small change on paragraph 3.5,

e —
—
-
-

I remain concerned about the way the costs are presented in

paragraph 3.6 and in the table. The assumption made in both -

placea ia that all of the money from indexation would he
devoted to paying for the move to transfaerable allewances.

“The figures in the table show the amount which is left over,
after using up the money from indexation, which is needed to

finance the transfer. Or, to put it in another way, the

figures show the amount of fiscal adjustment which is needad

after the money from indexation has been used up. That is why

the apparent costs in the table fall as the rate of inflation

——

——

rises .,
_I—'_._-_._

But it seems entirely unrealistic to agsume that over a

five-year transition period with inflation at 5% a year, the

Rreal valua of tha marrisd man's aliﬁwance would not be

increased at all, which I believe is what the table-?;plies_

—

To place so much emphasis on using up the money for

indexation is surely not a good way of winning a constituency

for tax cuts, (The séntence marked X in paragraph 3.8 is

surely disingenuous: it refers to holding allowances unchanged
iy
SECRET B




in cash terms over a pariod of a year or more, while the table

illustrates a position in which al1nwance§_;nﬂ1ﬁ he held

—

unchanged for five years.)

T ——

An alternative presentation would be to include a table which
took only the first line from sach of the three sections of
the table. The regult would be to show how tha cost variad
with the basic rate of incoma tax and the length of tha
trangition period. This table is shown on tha shaeat attached.
In effect, this would be a table showlng tha cost of
introducing transferable allowances financed entirely out of
the fiscal adjustment, with no reduction in the real value of
allowances, (When inflation is zero, indexation iz of courze
alao zera.)

The text would then refer to the pﬂss1bility of using money

from not fully indexing the alluwancea if there were a

w1despread accaptance that a more :apLd move to fully
tranaferable allowances was desirable. The amounts of money

which could be gained by less than full 1nﬂexatinn at various

rates Gf inflation could be shown if the Chanﬂﬁllﬂr wished,
but the presumption would be that the cost of introducing
transferable allowances would be found in the first place from
the fiscal adijustment,

My only other suggeation is that the first sentance of

paragaph 3.23 should not state so firmly that the
——

"Government's pricgrity is to reduce the tax burden on

one-earner couples". (S5tated this way it looks like a

priority with or without transferable allowances.! This
is not stated in Chapter 2, and it may be better to say:

"Chapter 2 explains why it is important to reduce the
tax burden on one-earner couples.”




I have mentioned these points to Mr. Tebbit's Office.

MowoFbutdr_
Dw(;:, (sl

]

(7 o

11 February, 19B6.




CONFIDENTIAL

Phasing in Transferable Allowances
Avarage annual cost

Period of Transition Bagie rate of income tax

Two Yaars

Three vears

Five years

CONFIDENTIAL
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PRIME MINISTER

Green Paper on rDTEDng}

Meeting of Minlisters at 9 am on §

BACKGROUND

At the last meeting of the Group on 29 January the Chancellor of the

Exchegquer was asked to recﬂnqiﬁﬁ“ in consultation with the Social

Services Secretary, the GIESﬁﬂtﬂulﬂn of the economi¢ and distributional

oo
gri

ccts of the proposed change to transferable allowances, and to
submit 2 revised text of the cemplete Green Paper for consideration at
tomerrow's meeting. Particulary concerns expressed at the discussien

WEITE .=

the importance of reconciling the presentation with that

of the social security changes, so as not to add to the

A
i — . ce==

problems faced by the Social Services Secretary in steering

them through the House;

continuing concern alsoc about the resction of the financial

markets to the apparent commitment to a very large tax
"rlve away' s

i The text has now been extensively revised following discussions
between the Treasury, Inland Revenue, DHSS and the Cabinet Office, and,
subject to the one major outstanding point discussed im nwfﬂur“rhﬂ 5

to 10 below, has mow largely bDeen agreed betheeq the Chancellor and
Mr Fowler. They have, for example, resolved their differences on the
presentation of the relationship between the tax and henefit systems

in Part III of the draft, and on the treatment of the Additional

Porsonal Allowance (APA) in Chapter 4 of part LI (Chapter 4.16 now

exhibits the DHSS favoured alternative of linking entitlement to the
receipt of one parent benefit (OPB) rather than replacing it by OFB).
However, the most impoertant changes are to Chapter 3, which sets out

T —
—
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@ of transferable E]]DHHPEES, and I suggest you

on this Chanter.

Chapter 3: Transferable Allowances

o This Chapter has been recast to meet the objectiens that it put
excessive weight on the distributional rather than the "equity' case
for the reform, did not in any case come cleoan on the distributional

effects, and went dangerously close to committing the Oovernment to a
§5 billion give away in 1990 or there abouts, which would preempt any

other major tax or expenditure reforms. Thusi-

the chapter has been re-ordered so that the husband and
wife "equity" case is stated before the distributional

arguments;

although the text (Chapter 3.3)] states that the Coveéernment
would aim-te make the change in such a way that no one

suffered a loss in cash terms, Chapter 3.6 onwards makes
it very ¢lear that the change could be phased in over a
period and that decisions on iIntroduction could only he

taken nearer the time "in the light of economic citcum-

stances at the time and in particular the scope for tax

reductions'

the presentation of the distributional implications

consistent with that of the Soclal Security Reform.

4 show two pole cases. The first (tables 1 Lunﬁ] PFiVES

the effect of making the change in one wear. There are

no losers, and the real gains are the same as the cash gains,
The second (tahles 4 and 5) shows the real effects of
phasing in the transferahle allowances over time and

financing this by using the indexatrion allecation- (ie &

revenue neutral option). The Government could mnet, there-

fore, fairly be accused of not showing a full range of
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possibilities, but paragraph 6 of Annex 4 apgain makes 1t

clear that in practice the revenue neutral option is an

extreme one and that the Government would not intend to

ke in the business of increasing the real burden of

taxation;

there is now no reference to the likely date of legislation
{you will recall that at the last meeting you opposed the
then propeosal to use the 1987 Finance Bill which would be
likely to put the scheme on the statute book before the

next electlion) .

4. In genersl. therefore, I think the Chanceller can fairly clainm to
have gone a leng way to meet the concerng expressed by the Group - in
particular by the Social Services Secreotary and yourself - in the
previous discussions, and unless other Ministers 3till have problems,
vou may be able to conclude fairly quickly that the revised text 1is
acceptable. This is, however, subject to the one important cutstanding

issue discussed in Mr Fowler's minute to you of today's date.
OUTSTANDING TSS8UE: FAMILY TAX ALLOWANCE (FTA)

B Although this issue has been extensively discussed between both
Ministers and officigls, the Chancellor's covering minute of 10 February
avoids any reference to it. It has therefore been left to Mr Fowler

to raise it in his minute of today. In brief, DHSS have consistently
argued that the Government would be criticised 1f they failed at least
to acknowledge in the Greem Paper that, in contemplating such a major
chanpge, they had considered {and had had good reason to Teject)
alternative options for securing the same objectives. More specifically,
they argue that there is a good case for considering a family tax
allowance (FTA) which could he combined with transferable allowances

but target the bemefits more specifically at families with children

(a Government policy priority).

Mr Fowler therefore proposes in his minute to yvou that, for the
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same- £5.3 billion cost as the Chancellor's "'‘ne leosers" option, there

might be:-

& single transferable zllowance of £3,700 (instead of
£2,2830);

a FIA pt 57a0.

The advantages claimed for this are summaris¢éd in Mr Fowler's minute.
Noarly 1-5 million motre families with children would gain (mestly in

the L2- 55 category); there would be beneficial effects on the poverty
and unemployment traps, and on the numbers c;ught in both the tax and
benefit nets; and the numbers in receipt of family credit would also
be Tedoced.

T As he hints in the second paragraph of his minute, the Social
sorvices Secretary is also concerned about the contrest between the
Chanceller's proposals as they aflect families and the interim uprating
statement he 15 due to make on 24 or 25 February, which will take
effect from July prier to the first April uprating next year under tle
NEW uprating timetable. So far as child benefit is concerned, the
uprating is likely to include either no increase, or an increase of
L0p at most. The issue will need to be decided when the relevant Rl[

i ——

fipure (covering price movements between May 1985 and January IESﬁ]

o AR a e 5
15 E?HllﬂblE next week. 11 the figure 1is more than 1%, Mr Fowler may

wish to arpgue that this would justify a rounded up increase of 101D,

e,
on the basis that he would find from another source the expenditure
savings on child benefit to which he is committed. But in either
case, the Government's ELSEE;E_fSD ﬁ__?nulﬁr ;Euld argue)] would not
sit easily with Green Paper propesals which ignore the possibility of
directing further help to families in a manner consistent with their

= - N
main objectives.

B. The main arguments againstthe Social Secretary's proposal (which
I understand the Chancellor is 1ikely to rehearse in a further minute

to you later today) are:

4
SECRET
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while admittedly benefitting families, there would be

some 2.5 million cash leszerz [thouph mostly less than

C— - - <5 .
{2 a week] mainly among childless couples where both

partners are working; ———

_— 5

e —
to introduce a FTA would add a new complication te the tax
structure at a time when the Covernment's aim is to simplify
it. It would also appear to reverse the pelicy accepted
since the introduction of child benefit that support for
children should be conmcentrated in the =sacial security

benefit system and mot duplicated in the tax system;

a number of alternative options were displaved inthe 1980

——

Green Paper. The time has come to concentrate in this
new Green Paper on a single preferred option which the
Government clearly favour (cenversely, it might leook odd

only to display one alternative);

under present and foreseeable arrangements (at least until
sometime into the 1590s) a FTA would present serious
pperational problems, requiring many additional staff:

it would he impossible to work out this option fully and
praperly for a Green Paper to be published with the

hudget.

q. You will want to seek the Group's views on whether this option
should be displayed. There is little doubt that it will be canvassed
when ThE Gfeen Paper 1s published, and the Government will heasked
whether they have considered it. Although not mentioning this
particular variant, the recent (6 February)Financial Times article by

. - -‘_-__—r— -_I——I_, T — (= i
Michael Prowse discussed a number of alternativegs to the Chancellor's

e —d : =
{expected) proposals and put emphasis on the need to help families.

‘-_“—l.
On the basiz of the work done by DHSS economists (thoupgh we have not
vet seen the detailed figures), the FTA option alse appears to have
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considerable attractions. So far as married couples are concerned,
e ——— —

it would achieve the Chancellor's equality and privacy objectives; and

it would at the same time target help more effectively on families.

It 15 true that time 15 short to work the options out properly; but
the Treasury must take some responsibility for this as a result of

their failure to consult DHSS more theroupghly at an earlier stage inm

preparing the Green Paper. Inclusion of this option would alse add
to the "greenncess" of the Green Paper, and prepare the ground for
movVing i;mihiﬁ direction if the consultation process elicited strong
suppert for tilting the reform more in the direction of families with
children. On the other hand, the Government would be faced with &

problem of cash losers among (mainly) childless couples; an FTA would

—_—

not sit happily with child benefit; and it can be argued that, having
——— g

canvassed a wide range of possibilities in 1980 (though not this

gspecific one), the time has now come for the Government to focus on

g single preferred option and not muddy the waters further,

10. On balance, I think there is a case for at least acknowledging
the option in the Green Faper. The Chancellor uf-TﬂE_Eiuhuquu;“TE,
hDJEfE?: stffnylymabpnscd to it and it would not be necessary to
display it as fully as Mr Fowler suggests. A possible compromise, if
the Group support Mr Fowler, would be to include in the text at most

the draft paragraph attached to Mr Fowler's minute but without adding

to Annex 4 the detailed exemplification he sugpests. A compromise of
this kind would meet the Treasury objections that there is not time to

woTx out the option 1n detail in time for publication with the Budget;
but it should meet Mr Fowler's point hy showing that the possihility
had not been overlooked; and (hopefully) enable an agreed text to he

i RSy
takEn o Cabinet.

NEXT STEPS

11. The Chancellor of the Exchequer proposes that, if the draft is
agreed tomorrow, he should circulate it te the Cabinet., You will neo
doubt want the Cabinet to have an opportunity of discussing it. That
i3 clearly not pessible this week (nor very sensible givem the likely
tenor of the pre-Budpget macro-economic discussioemn). 1 suggest,

b
SECRET
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therefere, that, subject to the discussion tomorrow, vou invite the
Chancellor to cirgulate the draft to Cabinet for consideration on

20 February. ﬂltﬁnugh time would be very sheort, this sheuld still
enable the Treasury, assuming Cabinet approval, to get the Green Paper
out on Budget Day [a real difficulty for the Treasury is that the
Figures in the present draft will need to be revised to take account

of the Chancellor's Budget tax preoposals).
HAKDLING

12. You will wish to invite the Chancellor of the Exchegquer to

introduce the revised text, and the Seocial Services Secretary to comment

on it and teo explain his proposal for including a family tax allewance

pption. You will then wish to seek the views of the other members of
the Group, starting with the Lord President, on whether the text is
now generally acceptable to them.

CONCLUSTONS

13. You will want the Group to decide:-

(i] whether the draft Green Paper is now broadly acceptable
for publication with the Budget;

(ii) specificelly, whether it should inc¢lude a reference

to a family tax allowance option, and if so in what form;

{iii) subject to decisions on the above, to invite the
Chancellor of the Exchequer to circulate the full Tevised

text for consideration by the Cabinet om Z0 Februsry.

e

J B UNWIN

11 'February 1980

Cahinet Office

SECRET
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Prime Minister

REFCEM OF PERSOHNAL TAXATION

Migel Lawson and I have held further discussions on the Green Paper on
personal taxation and have resolved most of the detailed guestions

which were outstanding after the last meeting of your Ministerial Group.
There is, however, one important general issue which I thought it right
to raise in advance of tomorrow's meeting: whether we should recognige
in the Paper the possibility of combining trapnsferable allowances - the
Paper's main proposal - w il gmilx_igx_fllmwanca. The latter would
be specifically aimed at families with children: the necessary
information would be provided through compuler links between the Revenue
and my Department.

Transferable allowances clearly have major attractions. But, taken
on their ewn, their distributional results appear to be in conflict
with much of what we have said about focussing more clearly on the
needs of families with chi en. HNot only did the propeosals produce
over a million substantial Jainers amongst couples without children
where the wife'is not working, but such couples gain more than cou
with children where the wife is not working. Critics will inevital
seize on this, especially in view of the controversy about our recent
decision in last November's uprating to reduce the value of child

benefit. We shall certainly be asked whether other options have been
considered and why we have rejected them.

Sur further analysis suggests a positive way through this might be to
illustrate a reformed system based, as Nigel proposes, on single
transferable allowances bul with an element of the relief going in the
form of a family tax allowance, payable to families with children {or
even more widely to [amilies looking after disabled relatives). We

have modelled the effect of a scheme applying to families with children.
This would combine smaller transferable allowance than Nigel's

proposal with a family tax allowance of £750. PFor the same cost as
Higel's "no cash loser" option, this approach would meet almost all the
Green Faper's stated objectives to a greater degree than the transferable
allowance proposal alone. Compared to transferable allowances alone:

= around 1.4 million more families with ehildren would gain,

650,000 0f them By more than E5: =
R T
most of the new gainers would be in the E2 - ES category;

the numbers caught in the poverty trap would fall even more
markedly - there would be 40 per cent fewer (180,000) with
marginal rates of over B0 per cent;

the impact of the unemployment trap would be reduced by
rather morea;

*churning” would be reduced by much more. ©Only 200,000
families would be left paying tax and receiving income-related
benefit.
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Under transferable allowances alone, the figure would be

%9, 000;

- thare would be 30,000 fewer families in receipt of family
cradit.

Against these clear advantages; I recognise that this option would
also entail some losers. These would be overwhelmingly childless
couples where both partners are working; most of the losses would
be vary small (less than £2 a week), and would affect families on
ahove avarage earnlrgs In a phased programme of change it may

be possgible to reduce this problem still further.

[n summary, transferable allowances with a family tax allowance
produce results which are in many important respects more
attractive than transferable allowances alone, and which can

be presented as more consistent with the Government's overall
social objectives.

I suggest therefors that such an option is mentioned and
illustrated in the Grean Paper. T attach a draft paragraph
which might be added after para 3.31.

I am copying this to Willie Whitelaw, Nigel Lawson, Norman Tebbit,
David Young, John Wakeham; John Moore and ta 5ir Robert Armstrong.

CONFIDENT.LAL




3.312 The introduction of transferable allowances would not rule

out further changes to the tax structure, designed to meet specific
soclal or econocmic objectives. If, for instance; 1t was desired ko
provide more directly targetted help to families with children, it
would be possikble at a given revenua cogt, to combine a slightly

lower level of transferable allowance with a family flat allowance

pavable gpecifically to families responsible for children (or other

depandents sSuch as aged relatives). Targetting avallable: relief in
thiz manner would mean additicnal help for such families, whether or
not the wife was working, but could provide relatively less help to
single people or families with non-working wives who were not caring
for children. Such a combination would also reduce further the
number of familiez in the poverty and unemployvment traps. The

effects of such an illustrative package, are discussed in Annex 4.
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I'reasury Chambers, Parkament Sweet, SWIP 3AG

LY=L M)

PRIME MINISTER

REFORM OF PERSONAL TAXATION

At your meeting on 29 January you invited me, in consultatioen with
Norman Fowler, to reconsider the presentation of the economic and
distributional effects of the change to transferable allowances and
to submit a revised text of the complete Green Paper taking into
account the points that were made at the Group's first two
meetings.

In the light of these and of my discussions with Morman, 1 now
attach a substantially revised text. The distribational analysis
discussed at your last meeting appears in Annex 4, and shows both
the real and cash effects of moving to transferable allowances.

Worman and Tony are content with this presentation, which follows
closely that used in the Social Security White Paper.

As vou will see, the text is much greener than the earlier draft,

and the difficult guestion of costing the change has been
approached by illustrating the effects of phasing=-in the new system
over transitional perlods of differing lengths against a range of
agsumptions for inflation and the basic rate of tax. On other
izsues, we are in full agreement on the treatment of single parents

fin Chapter 4) and on the longer term issues raised in Part 3 of
the Green Paper.

The Green Paper is necessarily, I am afraid, rather bulky. You and
colleagues will probably wish to concentrate particularly on

Chapter 3, which outlines the case for a system of transferable
e —

e

allowances. This presentation has changed substantially since the

last version you saw, and I think it now meets the points made on

that earlier version by yourself and other members of the Group.
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I am sure that T need hardly say that the timetable for processing
thies Green Paper is now extremely tight. I very much hope that we
can reach agreement on the new text at your meeting on 12 February.
I would then propose to circulate the draft to Cabinet in the form
agreed at that meeting. The figures in Annex 4 still require some
further checking, and all the figures in the final published
version will of course need toc be amended to allow for any income
tax changes in the Budget.

I am copying this to Willie Whitelaw, Norman Fowler, Norman Tebbit,
David Young, John Wakeham, John Moore and Tony Newton.

\ [

lx.Jf;-f,

N.L.
10 February 1986
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MEETING WITH MR POWLER: THE PROWEE ARTICLE

1. You have asked for gquick comments on the article

-]u ] J,u_ j

Michael Prowse in today's Financial Times.

= =

Genaral

——

2% In general, the line of criticism 1is familiar - from
parlier articles by tha Institute for Fiscal Studies, the
Equal Opportunities Commission and the Eurcpean Commission.

The pragmatists

]

4. Mr Prowse christens his first line of attack "pragmatic®.
Can we not remove the "sexist® element in the present

legislation, without producing so many losers?

5 Certainly, it would be possible to make cosmetic changes,
cleaning up the language in the Taxes Acts, without making

Chief Secretary Sir Lawrence Airey
Financial Secretary Mr Isaac
Minister of State Mr Lewis
Economic Secretary Mr Paintar
Sir P Middleton Mr Mace

Mr Cassell Mr Pinder
Mr Byatt Mr Eason
Mr Monger Mr Eudson
Mr G P Smith F3/1IR

Mr Cropper

Mr Scholar
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5 substantive change in the tax liabilities, This was an

el agted in S5ir Geoffrey Howe's Green Paper con taxakion
option flc i) 2

of husband and: wWiEe: ¥irtually everyonse* who responded

e = P AL

( though they differed i 35 the right sclution) agreed

has to tackle the married
consequence that the two-sarner cou
the eguivalent two single allowances. ANy

mistr seither cost money or produce losers.
=1 5 Y or p

of principle

g Mr Prowse then goes on to argue that a system of
mandatory separate taxation (MST), combined with increased
cash benefits for children and others, would provide a batter
tax regime than transferable allowances. He develops four

main argquments:
value for money
effect on low incomes
ef fact on incentives

the treatment of marriaga.

Value for money

8. This is the fFamiliar argument that the Chanceller would
he "throwing away money" by giving tax relief for "idle
wives": rhe rich stockbroker's wife who chooses to stay at
home For coffee mornings and golf. It would be better - and
more consistent with Mr Fowler's approach - te target relief

by confining cash benefits to these with children ete.

9. The main reply to this is given by the Iimportant

Chart 2.5 in the draft Green Faper (copy attached). This

ghowa :

*from the Conservative WMAC through to
Ehe TUC and EGC.
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Certainly, looking after children accounts for the

largest number of women not working - 83 per cent.

But thars are anothear 12 per DNt who AL

s

e | & nr
B [21ldL LW,

parmansntly unable to work, looking a
-
nd a Eurthner
no-one would res ¥ expect to enter the
market for the [irst ' or after a long absence
{Egr example, Mr Fowler's own White Paper reccgnises
that the widow's pension should be paid to someone
who is widowed over 45, or has drawn widowed
mother's allowance until she is over 43).

10. Thus, there are only 12 per cent of wives under 50, not
working or caring for children etc, or not disabled. 5o, if

you are not going to penalise the “deserving" cases at

paragraph 9 above, there is no enormous pot of gold to
redistribute to families with children. And some would say
that there are "deserving” cases even in this final 12 per
cant. FPor example, suppose that a girl is married to a coal
miner working in the Valleys. There is precious little work
for women at home. If she was singles, she could leave Wales
and look for work elsewhere. But do we expect her to leave

her husband in Wales? Or him to leave his job?

11. Underlying all this is the gquestion whether it is any
business of Government - or civil servants - to decide which

wives are "deserving® and which wives are "idle”.

12. Finally, there would be technical or administrative
problems under MST in stopping income splitting betWween
married couples (so az in effect to transfer income between

each other, rather than allowances]).

Effect on low income families

&
13. Mr Prowse says, correctly, that increases in tax

thresholds will do relatively little teo raise the net income

— e — r
3

i - . | N ¢ - e
e i Mt 6 Suky b | RO AL e &

3

LAk
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of poor famillies in the post-Fowler world, where family credit

ato are calculated by reference to net income after tax.

This is the familiar argument of poverty versus the

soverty trap Even on a cevenue neutral baslis, transferabls

3]l lowances would take 100,000 people out of the paverty trap:

an a "no losers" basis, they would take EFE,JSH pacple out

of the trap.

15. By contrast, in the post-Fowler world, increases in child
benefit would (as now) add to the net income of poor families
but would not help with the poverty trap.

16. On a revenue neutral basis, the Prowse approach
{mandatory separate taxation) would reduce the tax thresheld
for some 10 million married men of working age by some £1,250
a year. This would bring an additional % million families
into tax for the first time - most of these in the poverty

trap.

17. There would be similar unhappy consequences for the
elderly - with no cheap and easy way of compensating them.

Incentives

18. This 1is the familiar argument that transferable
allowances would be a disincentive for married women seeking

work.

19. Certainly, the change would remove the present gpecial
incentive for married women to go out to work. Virtually
everyone who responded to the Green Paper agreed that there
was no justification for the present arrangements - which are
more generous to a Z2-earner couple than those in any other

country.

20. You will already be wvery familiar with the argument here.
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Treatment of marriage

21. The final familiar argument i3 that it is wrong in
principle for the tax system to Tecognise marriages. We do
not propose to give transferable allowances betwepen brothsr
and sistar. S0 why ogive transferable allowances bebkwesn

hushband and wife?

22, It seems to me that there are three main Answers

line of argument.
23 . First, the Government believes in marriage.

24. Second, the argument breaks down when you try to apply
it in the real world, and to the capital taxes. For example,
it would be absurd to impose capital transfer tax if the
ownership of the family home is transferred from the husband's
name to the couple jointly. The tax system cannot completely
ignore the fact that marriage exists and affects how people
behave. And the old Estate Duty regime showed how much
injustice and hardship resulted, when tax was imposed on the
widow who wished to go on living in her old family home.

25. Finally, fer—these —reasens, no tax system in the
civilised world adopts Mr Prowse's approach of mandatory

separate taxation or tries to pretend that marriage does not

exist.

LA

A J G ISAAC




LOOKING AFTER CHILDREN
4CCOUNTS FOR THE LARGEST

NUMBER OF WOMEN
HOT WORKING - - B3X

CHART 2.5 : REASONS GIVEN BY MARAIED WOMEN FOR BEING
ECONDMICALLY INACTIVE
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For detalled Mlgures see Annexe O, Table

PERMANENTLY
UNABLE TOD WORK

LOOKING AFTER

RELATIVES - = 3%

KEEPING HOUSE

AGED UNDERA 50 — - 12%
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MEETING WITH ME FOWLERE: FAMILY TAX ALLOWANCE

| 5 ¥ou have asked for additional defensgive briefing on
Mr Fowler's proposals for a family tax allowance, combined

with transferable allowances.
2 The DHSS are proposing that, for the same E£35.3bn cost
as your "no real losers" basis; you should have

a single transferable allowance of E2,700 (instead
of £2.:.830);

a family tax allowance of £750.
In the time available, we have not been able to check their
arithmetic (it is probably of the right order of magnitade];

or to rework the figures on a "revenue neutral®™ basis.

ADVANTAGES

5 Mr Fowler will probably say that +this package would

combine two advantages:

Chief Secretary Sir Lawrence Airey
Financial Secretary Mr Iszsaac
Minister of Btate Mr Lewilis
Economic Secretary Mr Painter
Sir P Middleton Mr Mace

Mr Cazsell Mr Pinder
Mr Byatt Mr Eason
Mr Monger Mr Hudson
Mr G P Smith PS/IR

Mr Cropper
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giving independent treatment, equality and privacy
to husband and wife (eliminating tax penalties on
marriage] ;

targeting help more effectively on families with
children.

ARGUMENTS AGAINST

Distributional effects

4. Az the draft Green Paper acknowledges, anyone proposing
tax reform has to accept some distributional eaffects. But
Mr Powler's are much more severs than anything proposed in
the Green Paper.

For example, Mr Fowler's own arithmetic shows that; even

he spends £5.3bn on the change, he still leaves over

2 (of whom over % million lose more than
E2 a week).

B. hs I have said, we have not seen the "“revenue neutral®™
Figures. But they would seem likely to be pretty horrific.

Relationship between tax and benefit

T Public opinion is running strongly in Eavour of further
integration between tax and benefits. Both Mr Fowler's Green/
White Papers and your draft Green Paper, bow 1in this

direction.

8. support for children is perchaps the one area in which
integration has bean achieved in practice.

9. The Tax Credit Green Paper of 1972 sparked off a wvioclent
argument about how integration should be achieved.

Should support be given through the tax system, in
the father's pay packet?
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Or should it ba given by way of cash benafits to
the mother?

In the end, the Government bowed to the poverty and women's
lobbies, and agreed that support should be given to the
mother . That may, or may not, have been the right decision.
But the one point, on which everyone agreed, was that the
garlier regime - with a mixture of child tax allowances and

cash family allowances - was a bureaucratic nonsense.

10: To =et the clock back to the 19603 at this late stage -
after allthe words that have been spent on integration of tax
and benaefits - would rizk derizion.

Balance of the Greem Paper
11. At presant, the Green Paper (llke Mr Fowler's) Iocuses
on only one alternative to the present system rather than the
range of possibilities canvassed in 1980. This is an accepted

approach to consultation. But if we were to go beyond this,

a8 lot of people would find it odd if only one further option

ware canvassed, and if that were the new idea of a family tax
allowance, rather than the usual alternatives of partially
transferable allewances, or mandatory separate taxation with
higher cash benefits (Michael Prowse's IIT).

Dpaerations

12. In present circumstances, a child tax allowance or family
dllowance would be operationally absurd. DHSS employ an army
of eclerks to receive benefit claims from families and issue
cash order books to the mother. But there is no way in which
they can effectively communicate with our tax offices, in a
way that would enable us to award a family tax allowance on
the basis of DHSS information. Amazingly, the child benefit
records do not even use the standard national insurance
reference number (which we use for tax purposes and which DHSS
use for most other purposes). So, we should have to employ
a second army of clerks to receive tax claims from families
and award allowances to the father.
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13. As the Green Paper recognises in Chapter &, developments
in information technology (both here and in DHSS) should in
due course make it easier for DHSS to pass information to us,
in a form in which it can be directed reasonably cheaply and
affectively to tax offices. Certainly, our heope is that this
kind of facility should begin to emerge in the course of the
1990s. But not even the optimists expect to have this kind
of facility on stream in (say) 1990 or 1991.

(In this section I am talking only of what could be done:
paragraphs 7 to 9 above have discussed what should be done.)

EFFECTS ON THE GREEN PAPER TIMETABLE

14. If you decide that it is necessary to include a “family
tax allowance” option in the Green Paper, we should of coursea
provide a draft of text and figures accordingly. But I think
I have to say that, at this late stage, it would carry a
significant risk to the Budget timetable. I {and I think
Mr Cassell) are already conscious of how much work remains
to be done to bring the existing text and figures in line with
the new appreoach ladopted in the Prime Minister's Group) on
cost and phasing:; and then to bring all the figures and
commentary on to a 1986 Budget basis. Much of this work will
have to be done at the same time as the peak of last minute
work for the Budget itself. To work up and analyse a major
new wvariant, within the few days remaining, would put a
significant new strain on already-stretched resolurces. bl
might find ourselves slipping until after the Budget.
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