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TAX RELIEF ON NI CONTRIBUTIONS PAID BY THr SELF-EMPLOYED

—
There is one other matter, quite gevarate from the 1982 uprating of socizal
security benefita, to which I should draw your attention while you are
considering your Budget proposals., This is tha poesibility of giving tax
relief on that proportion of the national insurance coniridutions paid by
gelf-employed people which corresponda to the employer's share of the Class 1
contribution about which Hugh Rossi wrote to you last autum. In your reply
to Hugh of 23 December you said that you were not convinced that introducing
this measure of tax relief should be regarded as a high priority.

I should like to reinforce the case that Hugh put fo you and fo 20k you to
reconsider the matier. T think thal there are powerful politiszl avrguments,
as well as ‘those which the organisations representing self-cmployed psople
have put to us, for making the change. You will obviously not wsnt me to
rapeat everything that Bugh said when he wrote to you, but perhzess T might
answer one of the chief points which you raised in your reply.

You regtad vour case mainly on the arpgument that, because self-envloyed people
are, unlike embployers, paying coniributions to get benefits for themselves,
those contributions are in the nature of a personal, rather than a buginess,
expense, 1 think, howaver, thait the exisitence of Class 4 contribuitions would
make it hard to canvinee the self-emvloyed lobby of this. I aporecizte, of
courag, that Class 4 contributions go to finance benefits collectively; but the
feet vemaing that a pelf-employed man at the upper profits limit will be paying
£648 in 1982/3, compared with £195 for a man with Class 2 liability only, but
will have nothing more in tarms of banefit eatitlemant to show for it. This

is in direet contrast with an emvloyee, all of whone Class 1 contribukions can
be said to "work" for him by giving additional pension rights on earnings abova
the lover limit, This means that while primary Class 1 contributions are
undoubtedly a personal expense, the analogy breake down for self-emnloyed people
whan we come to Clapmgs 4, So I think that it would be possible to defend tax
relief on o proportiocn of tha gelf-employed contributions without opening the
door to a spate of rival claims.

I see two major political attractions in giving relief. The first, and more obvious,

one is that our xeview of the self-employed ond national insurance is coming to
an end, At present there seema little prospect of our being sable to offer any

concession either in the way in which gelf-employed contributbions are ealeulated or in
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the range of benefits open te self-employed people. As you will know, we
conducted the review to honour a Manifesto pledg~, and expectations were
inevitably raised., A tax concession on the lines suggested by a number of
organisationa during the review would be seen as a poaitive response and
meet widespread criticisms that the review was a mere formality.

The second argument concerns Clause 22 of the Social Security and Housing
Benefits Bill, which makes statutory sick pay (SSP) earnings for the purposes
of contribution liability. As you know, an amendment put down in Committee
by our own backbenchers and carried with Opposition support relieves the
employer of his liabilitly to pay contributions on SSP: +this would result

in huge administrative problems and a loss of £65 million in revenue. The
main reagson for their amendment advanced by our supporters was to help small
tueinesges. However, Hugh Rossi pointed out repeatedly that it would not
achieve this: all employers would benefit, and large ones in proportion to
the pize of their payroll. We hope. to restore the original Clause at Report
Stage, but this may be difficult if we do not have adequate sweetners for our
own sids. While I take your point that tax relief on contributicns for
sel{-employed people would not necessarily create new businesses, it would
undoubtedly provide a stimulus beamed more directly than the S5SP concession

at small businessmen, and distributed more evenly among them irrespective of
the gize of their work force. If you were ahble to aznnounce this small measure
of tax relief in your Budget statement, I believe that it could tip the scales
in our favour at Report Stage, which will follow shortly afterwards.

I very much hope that you will feel able to reconsider the auestion of tax

relief in the light of what I have said, I am copying this letter the
Prime Minister, Patrick Jenkin and to Sir Robert Armsirong.
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