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PRIME MINISTER 


F o l l o w i n g our d i s c u s s i o n a week ago I have now more 


or l e s s s e t t l e d the main budget p r o p o s a l s and I thought 


i t would be h e l p f u l to l e t you have a summary of them 


t h i s weekend. For o p e r a t i o n a l reasons i t was ne c e s s a r y 


to s e t t l e the i n d i r e c t t a x changes by l a s t n i g h t and, 


s u b j e c t t o the comments below, I hope i  t w i l l not be 


necessary t o make any f u r t h e r s i g n i f i c a n t changes i n the 


package. 


2. I have framed the p r o p o s a l s i n the l i g h t o f the updated 


N a t i o n a l Income F o r e c a s t which became a v a i l a b l e t h i s week. 


I am s e n d i n g a copy o f t h i s t o you under a s e p a r a t e 


c o v e r i n g note. The f o r e c a s t w i l l  , however, need to be 


r e v i s e d over the weekend t o take account of the l a t e s t 


i n f o r m a t i o n both on the economy and on the package i t s e l f . 


I f , as i s p o s s i b l e , t h i s l eads to some upward r e v i s i o n t o the 


f o r e c a s t o f the PSBR, I s h a l l need to c o n s i d e r some 


adjustment t o the income t a x p r o p o s a l s . I hope t h i s w i l l 


not be n e c e s s a r y ; but I s h a l l want t o s e t t l e t h i s by Monday 


e v e n i n g i  f we are t o be a b l e t o meet the t i m e t a b l e f o r 


p r o d u c i n g the necessary Budget documentation. 


3, The main c o n s t i t u e n t s o f the package may be summarised 


as f o l l o w s : -


D i r e c t t a x : I am p l a n n i n g t o do a l i t t l e more 


on the t h r e s h o l d s than was i n c l u d e d i n the "minimum" 


package i n my minute to you o f 23 May. T h i s w i l l 


g i v e the package a b e t t e r b alance and i n p a r t i c u l a r 
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h e l p those lower down the income s c a l e . More 


s p e c i f i c a l l y , the main income t a x r e d u c t i o n s proposed 

are : ­

-	 a 3p cut i n the b a s i c r a t e t o 30 per cent 

-	 a cut i n the top r a t e t o 60 per cent on t a x a b l e 


income over £25,000, w i t h a f i r s t h i g h e r r a t e 


band o f £2,000 at 40 per cent s t a r t i n g at £10,000; 

-	 i n c r e a s e s i n the s i n g l e and m a r r i e d allowances of 


£180 and £280 r e s p e c t i v e l y over the 1978-79 


l e v e l s - double the i n c r e a s e s under i n d e x a t i o n 

p r o v i s i o n s o f the c a r e t a k e r Finance A c t . 


The t o t a l c o s t o f these changes i n 1979-80, 

t o g e t h e r w i t h r e l a t e d i n c r e a s e s i n the age all o w a n c e s 

and o t h e r l e s s c o s t l y improvements (eg on investment 


incomes), i s e s t i m a t e d at about £3.6 b i l l i o n (£4.5 

b i l l i o n i n a f u l l y e a r ) . I am a l s o p r o p o s i n g some 


s m a l l e r changes i n c o r p o r a t e t a x a t i o n (eg on s t o c k 


r e l i e f and to he l p s m a l l companies). The base 


r a t e and s t r u c t u r e o f c o r p o r a t i o n tax w i l l , however, 


remain unchanged. 


I n d i r e c t t a x : As we agreed l a s t week, VAT w i l l be 


i n c r e a s e d to a u n i f i e d r a t e o f 15 per cent and I am 


p r o p o s i n g i n c r e a s e s i n the duty on p e t r o l and derv 

o f 7p a g a l l o n (a duty i n c r e a s e o f about 23 per 


cent on p e t r o l and 20 per cent on d e r v ) . The d u t i e s 
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on a l c o h o l and tobacco w i l l remain unchanged, as 


we a l s o agreed. These i n c r e a s e s w i l l y i e l d 


about £2.3 b i l l i o n t h i s y e a r (£4.1 b i l l i o n i n a 
f u l l year) and have an impact e f f e c t o f about 


3 3/4 per cent t o the RPI. 


P u b l i c e x p e n d i t u r e : S u b j e c t to the developments 

at E Committee t h i s morning o f which you are 


aware, the package w i l l be as agreed by C a b i n e t , 


i n c l u d i n g the r e d u c t i o n s i n s p e c i f i c progammes 


and s a l e s o f a s s e t s t h a t we d i s c u s s e d y e s t e r d a y . 


The o u t l o o k f o r p r i c e s f o l l o w i n g the Budget w i l l mean 


t h a t the cash l i m i t s squeeze w i l l be somewhat 


g r e a t e r than c o l l e a g u e s have so f a r been l e d t o 


expect: the C h i e f S e c r e t a r y and I are c o n s i d e r i n g 

the i m p l i c a t i o n s o f t h i s . The e f f e c t o f the 


i n c r e a s e i n p r e s c r i p t i o n charges t o 4 5 p , and of 

a d d i t i o n a l p r i c e i n c r e a s e s by the n a t i o n a l i s e d 


i n d u s t r i e s due t o the package, w i l l be t o add 

about 0.3 per cent to the RPI by the middle o f next 


year by which time i  t s h o u l d once a g a i n be on a 


downward p a t h . In my Budget statement I s h a l l 


g i v e some account o f a l l the main e x p e n d i t u r e 


c u t s j I am sure the House w i l l expect t h i s . 


4. There are two o t h e r t ax measures I should mention. 
F i r s t , t h e r e i s g e n e r a l agreement t h a t the pr e s e n t r a t e o f 
Development Land Tax i s too h i g h and i s r e d u c i n g the supply 
o f development l a n d and a c t i n g as a brake on the b u i l d i n g 
and c o n s t r u c t i o n i n d u s t r i e s . I am t h e r e f o r e p r o p o s i n g t o 
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t o reduce the r a t e t o 60 per cent and t o r a i s e the exemption 


t o £50,000. T h i s s h o u l d a s s i s t the r e l e a s e of development 

l a n d and l i g h t e n the burden o f t a x . Second, we have i n h e r i t e d 


our p r e d e c e s s o r ' s d e c i s i o n t o i n c r e a s e p e t r o l e u m revenue 


t a x from 1st January. With some m o d i f i c a t i o n s I__propose to 

implement t h i s . I t seems r i g h t i n pres e n t c i r c u m s t a n c e s , 


when we are s e e k i n g to reduce the burden of d i r e c t t a x a t i o n , 


t o l o o k t o the North Sea f o r a l a r g e r revenue c o n t r i b u t i o n . 


5. I hope t h a t t h i s c o m b i n a t i o n o f measures w i l l enable me to 

p u b l i s h i n the I n d u s t r y Act f o r e c a s t , which w i l l be c o n t a i n e d 


i n the F i n a n c i a l Statement and Budget R e p o r t , a PSBR f o r e c a s t 


f o r t h i s year of £8J b i l l i o n . T h is w i l l be w i t h i n our PSBR 

t a r g e t . But i f any s u b s t a n t i a l upward r e v i s i o n proves 


n e c e s s a r y , I s h a l l , as i n d i c a t e d above, c o n s i d e r an o f f s e t t i n g 


r e v i s i o n to the income t a x p r o p o s a l s . But even i f t h i s does 


prove n e c e s s a r y , the i n c r e a s e s i n the t h r e s h o l d s s h o u l d s t i l l 


be very s u b s t a n t i a l . 


(G.H. ) 


1 June, 1979 
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From the Private Secretary 4 J u n e 1979 

The P r i m e M i n i s t e r was g r a t e f u l f o r t h e 

C h a n c e l l o r ' s minute o f 1 J u n e i n w h i c h he s e t 

o u t h i s m a i n B u d g e t p r o p o s a l s . T h i s  i s t o 

c o n f i r m t h a t s h e i s c o n t e n t w i t h them. 


The P r i m e M i n i s t e r h a s a l s o c o n s i d e r e d 

t h e C h a n c e l l o r ' s m i n u t e o f 1 J u n e c o n c e r n i n g 

VAT on p e t r o l . She i s c o n t e n t t o a c c e p t t h e 

C h a n c e l l o r ' s j u d g e m e n t on t h i s m a t t e r , t h o u g h 

s h e h a s n o t e d t h a t he i n t e n d s t o i n s t r u c t 

o f f i c i a l s t o g i v e i t more d e t a i l e d c o n s i d e r a t i o n 

a f t e r t h e B u d g e t f c r p o s s i b l e a c t i o n e i t h e r 

n e x t y e a r o r , i f t h e e n e r g y s u p p l y s i t u a t i o n 

s h o u l d s e r i o u s l y d e t e r i o r a t e , l a t e r t h i s y e a r . 


The P r i m e M i n i s t e r was a l s o g r a t e f u l f o r 

t h e C h a n c e l l o r ' s n o t e , and t h e a c c o m p a n y i n g 

p a p e r s by o f f i c i a l s . , on t h e f o r e c a s t . 


LT. P. EANKESTER 

Tony B a t t i s h i l l . E s q . , 

HM T r e a s u r y . 
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