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1 be & critical one for industry, and particularly ]\L
sector. T think it will also be important < 4
tionship between ourselves as a Government and
ently I have found considerable support in 7'()'
es and a willingpess to accept sacrifices
wing mood of resentuent thatl
ortionately; and growing cr sn that),
Teducing inflaticn, they are not yet
for the restoration of industrial growth and

15 tput fell, perticularly
ty at home was further sgueenad, end
eness suffered a further deterioration.

to a large extent to de-stocking,
an end this year. But great uncertzinty

tment, and T
‘that cutput will rize
could vwe%i decline
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9 The third objective, stimulation of enterprise, has always
peen‘fundamental to our strategy. We must continue to SUppor
it vigorously.

10 I would hope that the position oun the monetary front wor
engble you to consider a further reduction in MIR. A educt
in interest rates would bring direct financial help to ing
and would also help indirectly by the stimulus to activity
should bring.

11 However, I believe there is a strong case
than this. I fully support, as you know,
existing Medium Term financial Strateg; t I vel
think in terms of a switch of resources in favour of

sector at the expense of the personal sector, which
Telabively werto o et

12 I wish I could think that, despite the a
of 16 Janvary, you could make it one of your
take direct action to influence the value of st
acknowledge that the rise in sterling has do
inflation. But there is no doubt that the t
been faced with great difficulty in ad
rise. Tt would be highly desirabl

over the year as a whole could be a shad
bé ideal.

Measures to Improve Company Tigquidity

13 I believe the principal measures should be ai
dndustry's costs. Certain measures are already

a) FEnergy Prices. These are being
mdditiou, I understan
have concluded that my proposals for
Tebating the Heavy Fuel 0il Duty would be an e
way, of providing relief to industry. If you a
this, I hope you would agree to prov. an equiva
measure of relief to high load factor electricity u g

' ‘WHose competitive disadvantages I described in my letten

- to David Howell of 27 November 1980.

Btiock Relief. Your consultative proposals would
‘%E?%E’a—relief to industry, at least in the
10rt te I believe certain aspects of your
particularly the credi®t restriction
single index) are causing widespread
I hope you will consider carefully the
u_peceive. Subject to this, I
e able to institute a permanent
ace of the present tewporary arrangements.

for going furt:
i of
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5

In the past, I know you have thought that a reduction
s of the NIS would benefit too many companies who

did not really need help. While tt may have be
true in 1979 or even 1980, I think it is a propos
| that must be seriously re-examined today.

Less than 8% of the benefit of any 1 woul
to 0il companies, banks and fin i
(and, so far as banks are conce
you may be considering special
that only a third wouid go to
construction, distribution and
now all in serious difficulty =
be seea as deserving. In any case,
prices and output should accrue
sector is the immediate ben

G go

I should perhaps add that I do
Teduction of the NIS (effective
Belective Employment Tax). I u
addition to political and analyti
it ywould take time to implement, a
numbers of new staff.

Another previous worry about the
reduction would feed through into v
this risk has now lessened. An a
Budget could not significantly a
round. In any case the labour
especially in manufacturing, ti
Year should leak much less than it
1979 or 1980.

I should like to thimk we could sbolish th
was a '"erisis" tax introduced by Lab

considered way. If this is im?ossl le,
should go for a reduction of 13 points.

a
m

¢) Industrial Rates

1 The very substantial and rapid increases in rates
L that have occurred in recent years have placed a
. considerable and uncontrollable burden on industrial
- LI costs. 1 welcome your willingness to explore this

area, and I am very willing that Department of Industry
[} s should participate in the exercise Jou propose
15 January letter.

sed Industry Investment Programmes

queeze on the nationalised industry investment
grammes (especially, in my own field, British
tions) has caused great difficulty for

e industry. It is vital that wo should find

/a way ...
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COSt contracts more frequently. Steps are also in
hand to publicize our support measures. L

would increase our total support costs bu do
necessary if industrial R&D is not to decline furthe

| ¢)  Departmental "Wedge"

There are strong arguments for rebuild
"Wedge" for future industrial

this Wedge has stood at over &
it stands at about £5 million
as the Laker Airways deal have
Wedge to under £3 million. Buc

I} with little scope to cover year-
1 opportunities and imperatives whic
[ Stimulus to Enterprise

16 Subject tc the consultative process, 1 very muc
be able to implement a scheme on the lines of c
for tax relief on equity investment in star
pilot loan guarantee scheme will be in a

of preparation for you to announce it in t

17 In addition to these, I attach impor
I growth of Small Firms Investment Clubs.
the FASE group are now examining the tax
to seeing the result of their work well

18 My letter of 19 December 1980 contained
to belp new and expanding businesses. I i
all of them, but I would single out par
the taxation of share options. I think this
considerable boost to the expanding, innov
where risks may be high and enterprise need

‘Housing

nally, I should like to return to the theme of my lefter to
on housing of 31 December. A revival of housebuilding has i
> past led industry out of recession and could on this ocea

‘8 much needed stimulus. I hope you will consider &
€ measures in this direction.

t that we should be thinking of an "industrial
1981/82 totalling at least £1 billion. This would
on tio the benefit to industry from any reduction in
and in addition to the bemefits of the new stock
e measures To encourage enterprise (the
Buarantee schemes). [y order of priorities

A8B0 R
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Benefit to Industry
1981/82

£n  approx
a 13 point reduction in NIS 800
b Assistance to maintain P\

discretionary expenditurg_’ 25!
¢) Abolition of Heavy Fuel Cil,
Duty o measure TO give

equivalent relief 85
d) Abolition of RDG Deferment 100
£1 billion
21 If you are ungble to accept my recommendation for a
significant reduction in NIS, I urge you to consider what other

way can be found fo improve corporate liguidity to an egual
extent. One possibility might be allowances exceeding 100% for
capital investment and R&D; but I consider a change in NIS far
preferable.

Finane the P ze

22 A switch of resources on the scale I suggest will clearly
require a substantial increase in the_burden on the personal
sector. In deciding how to impose this burden, Ope you will
Bear in mind the importance of limiting the adverse effect on
industry (either through the dampening of demand or through
pressure for higher wage settlements, for example). I think we
must consider “he whole Budget this year from this point of view.

23 I am copying this letter to the Prime Minister, the Secretaries
of State for Employment, the Environment, Scotland, Wales, the
Sociel Services and Trade, and to Sir Robert Armstrong.

Yoy Ji.;.u.u)»ul
KEITH JOSEFH
(approved by the Secretary

of State and signed in
his absence
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