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You asked how much we would have t o i n c r e a s e income 


t a x o r VAT i n the absence o f the p u b l i c e x p e n d i t u r e " c u t s " 


f o r 1980/81. ( 


The " c u t s " on t h e p l a n s i n h e r i t e d from L a b o u r come t o 
about £4 b i l l i o n . (The p r e c i s e amount w i l l depend upon 
f i n a l d e c i s i o n s on gas and e l e c t r i c i t y p r i c i n g : t h e t o t a l 
w i l l p r o b a b l y end u d £2-300 m i l l i o n s h o r t o f £4 b i l l i o n . ) 

The £4 b i l l i o n i s at "1979 Survey P r i c e s " - i . e . 

November 1978 p r i c e s . A f t e r a l l o w i n g f o r i n f l a t i o n ' etween 

then and 1980, the a l t e r n a t i v e o f t a x i n c r e a s e s works out 


as f o l l o w s : 


-	 There would have t o be a 9p i n c r e a s e on the b a s i c 


income t a x r a t e , o r 


-	 VAT would have t o be i n c r e a s e d t o 26 p e r c e n t . 


The a d d i t i o n a l revenue _rom a VAT i n c r e a s e i n t h e f i r r 
y e a r i s c o n s i d e r a b l y l e s s t h a n i n a t\IX, y e a r . T h j . e x p i a i r i 
p a r t l y why i t has t o be so l a r g e . ( I f _>ne c o u l d have a 
F i n a n c e B i l l i n J a n u a r y w i t h a VAT i n c r e a s e t h e n , then r.he 
n e c e s s a r y i n c r e a s e t o o f f s e t £-i o i l l i o n o f e x p e n d i t u r e wo«. i 
be 8 p e r c e n t r a t h e r than 11 ; e r c e n t . 

The T r e a s u r y are d o i n g some f u r t h e r work on t h e s e 


f i g u r e s f o r the C h a n c e l l o r ' s and the C h i e f S e c r e t a r y ' s use 


a t t h e i r P r e s s C o n f e r e n c e a f t e r the p u b l i c a t i o n o f t h e 


P u b l i c E x p e n d i t u r e White Paper. They w i l l , f o r example, 


r e f i n e them f u r t h e r t o show what would have t o be t h e VAT 


i n c r e a s e t o keep t h e money s u p p l y on t a r g e t . To s a t i s f y 


t h i s o b j e c t i v e , t h e VAT i n c r e a s e would have t o be even h i g h e r 


t h a n shown above. T h i s i s because - pound f o r pound - a 


/ r e d u c t i o n 




r e d u c t i o n i n p u b l i c e x p e n d i t u r e i s b e t t e r f o r t h e money 


s u p p l y t h a n a VAT i n c r e a s e . The r e a s o n f o r t h i s i s t h a t 


p u b l i c e x p e n d i t u r e r e d u c t i o n s have a more d e p r e s s i n g e f f e c t 


on a c t i v i t y , and VAT i n c r e a s e s - by r a i s i n g p r i c e s - t o some 


e x t e n t i n c r e a s e t h e demand f o r money. 


I am s u r e you w i l l not want t o get i n t o t h i s k i n d o f 
r e f i n e m e n t . However, i  t would be a good t h i n g i  f you were to 
use the same a r i t h m e t i c as T r e a s u r y M i n i s t e r s . I f p o s s i b l e , 
t h e r e f o r e , i t would be b e s t t o keep o f f t h i s k i n d o f c o m p a r i ­
son u n t i l t h e C h a n c e l l o r and Mr. B i f f e n have c o n s i d e r e d t h e 
c a l c u l a t i o n s t h e m s e l v e s . S i n c e t h e White Paper showin-; the 
£4 b i l l i o n " c u t s " w i ] . l not be p u b l i s h e d u n t i l n e x t week, 
you w i l l p r o b a b l y want t o a v o i d any r e f e r e n c e ( e x p l i c i t o r 
i m p l i c i t ) t o the £4 b i l l i o n . U n t i l t h e n , anyway. 
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