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PRIME MINISTER 


VAT ON PETROL 


J 


At our d i s c u s s i o n on 24th May you asked me t o examine ways, 


of i n c r e a s i n g the revenue p^.id on the purchase o f p e t r o l 

f o r b u s i n e s s use, by f o r example r e p l a c i n g the VAT element 

w i t h a h i g h e r r a t e o f s p e c i f i c duty. I f i n d t h e r e are 

g r e a t d i f f i c u l t i e s i n a c h i e v i n g what you want i n t h i s way 

but t h a t e f f e c t i v e l y the same r e s u l t can be secured by 

i n t r o d u c i n g a " b l o c k i n g " p r o v i s i o n to prevent the d e d u c t i o n 

of VAT on p e t r o l f o r b u s i n e s s use. Any such p r o v i s i o n 


c o u l d n o t , i n t h i s c o n t e x t , extend to VAT on d i e s e l road 


f u e l (derv) because of i t s importance f o r i n d u s t r i a l 


c o s t s . 


2. I t would be t e c h n i c a l l y p o s s i b l e t o i n t r o d u c e a 
" b l o c k i n g " p r o v i s i o n as a Budget measure, to take e f f e c t 
(by Order) on Monday l 8 t h June t o g e t h e r w i t h the VAT 
i n c r e a s e to 15 per cent . I t would have to cover a l l 
p e t r o l used by b u s i n e s s e s : t h e r e c o u l d be no halfway 
house - f o r example, we c o u l d not b l o c k VAT d e d u c t i o n 
o n l y i n r e s p e c t o f the Budget i n c r e a s e from 12J per cent to 15 
per c e n t . There might be some d i f f i c u l t i e s w i t h the EEC, 
but these c o u l d p r o b a b l y be surmounted. The e f f e c t o f the 
measure would be to r a i s e a d d i t i o n a l revenue o f about 
£250 m i l l i o n i n a f u l l y ear and £125 m i l l i o n i n 1979/80. 
The RPI would i n c r e a s e by about 0.2 per cent over time 
and t o t a l UK p e t r o l consumption might be reduced by up to 
2 per cent a year i n the l o n g r u n . 

4. However, t h e r e would be a number o f d i s a d v a n t a g e s : -
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( i )	 The revenue g a i n from the p r o p o s a l would be 


r e f l e c t e d i n an a d d i t i o n t o b u s i n e s s c o s t s . 


T h i s would not b~e l i m i t e d to e x p e n d i t u r e 

on p e t r o l f o r c a r s , but would extend to 

o t h e r b u s i n e s s e x p e n d i t u r e on p e t r o l 
f o r example, d e l i v e r y vans and t a x i s 


(which amount to about o n e - t h i r d o f a l  l 

" b u s i n e s s use" o f p e t r o l ) . The e f f e c t would 


be very s e l e c t i v e and would no doubt 


g i v e r i s e t o many not unreasonable c o m p l a i n t s . 


We s h a l l be adding t o b u s i n e s s c o s t s through 


the 7p e x c i s e duty i n c r e a s e s f o r p e t r o l and 

derv and through the e x t r a VAT on new cars 


(the s u b j e c t of an e x i s t i n g b l o c k i n g O r d e r ) . 


I do not t h i n k i t would be r i g h t to do more 


at t h i s stage - n e c e s s a r i l y i n a very random f a s h i o n . 


( i i )	 By a l t e r i n g the balance of t a x a t i o n between 


p e t r o l and d e r v , the measure c o u l d have a 


p o t e n t i a l l y s e r i o u s e f f e c t on the UK c a r market. 


As you know, the o u t l o o k f o r our c a r m a n u f a c t u r i n g 


i n d u s t r y i s a l r e a d y poor, and we ought not t o 


r i s k f u r t h e r damage by s t r a i n i n g the 

t r a d i t i o n a l l o y a l t y o f the company c a r market 


to B r i t i s h m a n u f a c t u r e r s . At p r e s e n t , 

v i r t u a l l y no d i e s e l c a r s are manufactured 


i n the UK, but output has been i n c r e a s i n g 


e l s e w h e r e , e s p e c i a l l y i n France and Germany. 
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I am s a t i s f i e d t h a t a s e l e c t i v e ( p e t r o l o n l y ) 


i n c r e a s e o f t h i s k i n d c o u l d i n d u c e a s i g n i f i c a n t 


s w i t c h t o d i e s e l c a r s , w i t h a c o n s e q u e n t 


i n c r e a s e i n t h e volume o f i m p o r t s . 


( i i i )	 C r i t i c i s m c o u l d a l s o be l e v e l l e d a t us on t h e 

g r o u n d s t h a t t h e move was much t o o much o f a 


l e a p i n t h e d a r k . We o f t e n s p o k e o u t i n 


O p p o s i t i o n a g a i n s t i l l - c o n s i d e r e d p r o p o s a l s 


b r o u g h t f o r w a r d i n a h u r r y . I w o u l d n o t 

l i k e us t o be t a r r e d w i t h t h e same b r u s h . 


(The b l o c k i n g O r d e r on c a r s , t o w h i c h I have 


r e f e r r e d a b o v e , was p a r t o f t h e o r i g i n a l 


s t r u c t u r e o f VAT w h i c h was t h e s u b j e c t o f 


w i d e s p r e a d c o n s u l t a t i o n o v e r a l o n g p e r i o d . ) 


5. T h e s e d i s a d v a n t a g e s seem t o me c o n s i d e r a b l y t o 
o u t w e i g h t h e r e v e n u e and e n e r g y c o n s e r v a t i o n a t t r a c t i o n s 
o f t h e p r o p o s a l . I have t h e r e f o r e d e c i d e d n o t t o 
i n c l u d e t h e p r o p o s a l i n my f o r t h c o m i n g B u d g e t . N e v e r t h e 
l e s s , we must c l e a r l y e x p e c t t h e e n e r g y s u p p l y s i t u a t i o n 
t o r e m a i n t i g h t f o r some t i m e t o come, and t h e r e 
c o u l d w e l l be a c a s e i n t h e l o n g e r t e r m f o r a b l o c k i n g 
O r d e r ( q u i t e p o s s i b l y a p p l y i n g t o D e r v as w e l l as t o 
p e t r o l ) . I p r o p o s e t h e r e f o r e t o i n s t r u c t o f f i c i a l s t o 
g i v p _ j _ t _ i j p t . a i 1 pri c u a n a i  d a r a J J o n a f f c a r fcha B u d g e t ^ f o 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 

(G.H. )

J u n e , 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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