
DEPARTMENT OF INDUSTRY 
ASH D O W N H O U S E v<>~ 123 VICTORIA S T R E E T . 

L O N D O N SW1E 6R.B 
T E L E P H O N E D I R E C T L I N E 01-212 3301 

S W I T C I l b O A R D 01-212 7676 
So:Jo:i:y of Srjta for Irtfustry 

T h e R t Hon S i r G e o f f r e y Howe QC MP 

C h a n c e l l o r o f t h e E x c h e q u e r 


A. fg H a y 1979 
5 TOTAL COPIES 
4 /C 6 
1 i SOS ' COPY N«. 

I t may he h e l p f u l t o y o u , a s y o u c o n s i a e r t h e c e LLCIVUi o f y o u r 


B u d g e t , t o h a v e a n o t e o f t h e i n d u s t r i a l p r x o : .es a: I s e e 


t h e m . 


I t is c l e a r t h a t s u b s t a n t i a l m e a s u r e s a r e n e e d e d s i m p l y t o c u t 

PSBR b a c k t o a n a c c e p t a b l e l e v e l i n 1979/80 - e s p e c i a l l y a s we 

a r c s t a r t i n g some way i n t o t h e f i n a n c i a l y e a r , a n d a s some o f 

o u r own f i r s t d e c i s i o n s w i l l i n c r e a s e p u b l i c e x p e n d i t u r e . 


H o w e v e r , I b e l i e v e m o s t strongly that we must, i n a d d i t i o n t o 

t h i s , make a d r a m a t i c b e g i n n i n g to our programme of c u t t i n g i n c o m e 

t a x . T h i s b e l i e f i s f o u n d e d o n the v i e w that only a m a j o r i n i t i a l 

p a c k a g e , t h a t w i l l t a k e p e o p l e ' s b r e a t h away'by i t s v e r y b o l d n e s s , 

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

t h e w h o l e o f o u r s t r a t e g y d e p e n d s . 


M o r e o v e r , t o u n d e r t a k e t h e s e two t a s k s - b o t h o f w h i c h h a v e t o 

b e d o n e i n t h e l i f e t i m e o f t h i s P a r l i a m e n t - w i l l i n v o l v e m a j o r 

s u r g e r y : we n e e d t o g e t t h a t s t a r t e d now, i n a s u b s t a n t i a l way, 

w i t h t h e i m p e t u s o f t h e e l e c t i o n s t i l  l s t r o n g a n d b a c k e d b y a b o l d 

s e t o f i n c o m e t a x c u t s t h a t a r e s e e n a s p a r t a n d p a r c e l o f t h e 

same p r o c e s s . 


I t h i n k t h e s c a l e o f w h a t I h a v e i n m i n d may b e a g o o d d e a l more 

t h a n t h e p u b l i c a n d t h e p r e s s a r e e x p e c t i n g : I r e g a r d t h a t a s 

a n a d v a n t a g e . I f I i l l u s t r a t e a y s u g g e s t i o n s w i t h n u m b e r s , y o u 

w i l 1 I know a p p r e c i a t e t h a t t h e f i g u r i n g a n d t h e d e t a i l s a r e v e r y 

c r u d e . 


I s t a r t f r o m t h e p r o p o s i t i o n t h a t v:e must c u t t h e t a r g e t g r o w t h 
£M3 f r o m t h e p r e s e n t 8 t o 123B" f o r 1979/80 down t o 7 t o 11%, a n d 
a n n o u n c e o u r i n t e n t i o n t o s e t s u b s e q u e n t a n n u a l t a r g e t s p r o g r e s s i v e 
l o w e r t h a n t h a t ; a n d t h a t c o n s i s t e n t w i t h t h a t a o p . r o a c h , we s h o u l d 
a i m f o r a PSBR i n 1979/80 o f no more t h a n £ 8 b i l l i o n . T a k i n g 
a c c o u n t o f demand e f f e c t s a n d o f f s e t t i n g i n c r e a s e s i n p u b l i c 
e x p e n d i t u r e , I i m a g i n e y o u w i l l n e e d t o b e l o o k i n g f o r r e v e n u e , 
d i s p o s a l s o r p u b l i c e x p e n d i t u r e s a v i n g s o f a t l e a s t £2J b i l l i o n , 
s i n p l y t o m e et t h a t o b j e c t i v e . 



i 
^ J t i addition, I b e l i e v e we need  t o implement in t h i s B u d got  a t 

•• trst the f o l l o w i n g  on income tax cuts: 

a b o l i s h a l l rates a b o v e 60% 
r e d u c e the b a s i c fate by ~yo 
increase r rsonal allowances by aborit C150 
(in edditi n  t o bhe Rooker V?ise a 'mints')
bo make a significant contribution bo cackling
bhe "p6vcrby g a p " 
increase the width  o f t h e higher rate bands ­
say by £1000 f o r t h e "basic rate band and £500 
f o r e a c h subsequent band. 

The c o s t  o f t h e s e m e a s u r e s , together with the <.- ed bo c u b the 

PSBR, m u s t o d d u p  t o something like£5£- bil l ion in 979/80, to  b e 

raised  b y o t h e r means. My suggestions bo meeb bhis r e q u i r e m e n t 

are as follows: 


something o v e r £2£ b i l l i o n from public e x p e n d i t u r e 
c u t s and d i s p o s a l s t a k e n t o g e t h e r . I b e l i e v e that more 
can be c o n e  on each  o f t h e s e t h a n  i s currently
suggested, a n d I am s u r e that we must approach the 
question  o f disposals in particular with bhe utmost 
vigour. V/e c a n tcake o u r contribution in the Department 
of Industry's f i e l d , bub bhe l i o n ' s share must come 
f r o m the sale of s substantial p a r t of the BP shareholding. 
A standardised rate  o f VAT of 15$ 
R e v a l o r i s a t i o n  o f the s p e c i f i c d u t i e s ( a p a r b f r o m 
h e a v y o i l d u t y a n d p e r h a p s derv) by the e f f e c t  o f 
i n f l a t i o n s i n c e t h e 1 9 7 8 Budget. I do not f a v o u r 
i n c r e a s i n g t h e h e a v y f u e l o i l d u t y  i n ] i n e with 
i n f l a t i o n : o u r d u t y  i s a l r e a d y v i r t u a l l y t h e h i g h e s t 
i n E u r o p e , a n d I s e e  n o p o i n t  i n making o u r contribution 
t o g l o b a l e ? i e r g y c o n s e r v a t i o n  i na f o r m w h i c h b u r d e n s 
o u r i n d u s t r i a l c o s t s . I w o u l d a l s o f a v o u r r e v e r s i n g
t h e p r e s e n t b i a s a g a i n s t d e r v , a n d a d e c l a r a t i o n t h a t 
we i n t e n d  t o maintain a b i a s in its f a v o u r in future 
o n g r o u n d s  o f its relative energy efficiency. 
Double the yield on betting a n d gaming (though inevitably
l e s s  o n t h e p o o l s and more on o t h e r forms  o f g a m b l i n g ) . 
A 50/.' s u r c h a r g e on ACT f o r two y e a r s , w h i c h w o u l d g i v e 
a d d i t i o n a l r e v e n u e in y e a r 1 (1979/80), r e v e r s e d i n 
y e a r 3 (1931/2). I am most c o n s c i u u j b h a t d e s p i t e , o r 

p e r h a p s b e c a u s e ,  o f t h e precedent f o r d o i n g t h i s  i n 
1974, s u c h a s t e p w o u l d  b e h e a r t i l y d i s l i k e d by i n d u s t r y
e s p e c i a l l y  a t a t i m e  o f p r e s s u r e on company f i n a n c e , 

a n d t h a t  i t r u n s c o u n t e r  t o o u r g e n e r a l p o l i c i e s . I 

w o u l d p r o p o s e , h o w e v e r , b h a t  i t s h o u l d  b e p r e s e n t e d 

o p e n l y a n d h o n e s t l y  a s a one y e a r emergency m e a s u r e  t o 
make p o s s i b l e steps on i n c o m e t a x bhat w i l l h a v e a most 
r e i n v i g o r a t i n g e f f e c t  o n I n d u s b r y a n d t h e economy. 
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T h e s e m e a s u r e s t a k e n t o g e t h e r would, I am t o l d , h a v e a n RPI e f f e c t 
o f nearly 6% b e f o r e taking i n t o a c c o u n t t h e " b e n e f i c i a l e f f e c t s o f 
t h e tighter m o n e t a r y c o n t r o l ; e n d I am t o l d t h e y m i g h t h a v e a demand 
e f f e c t e q u i v a l e n t t o a 3% r e d u c t i o n  i n GDP. I f t h e s e e f f e c t s a r e 
l i k e l y t h e y c o u l d p r o v e t o o r e p e r c u s s . i v e f o r our general r / u r p o s e s , 
a n d my D e p a r t m e n t  i s s e r i o u s l y c o n c e r n e d t h a t we m i g h t b e f o r c e d t o 
b a c k - t r a c ) : l a t e r  i n t h e y e a r . On t h i s I h a v e two comments t o make: 
f i r s t , i t would o b v i o u s l y b e b e t t e r t o substitute f o r p a r t o f t h o s e 
t a x i n c r e a s e s w h i c h h a v e t h e n e s t R P I a n d demand i m p a c t o t h e r methods 
o f r a i s i n g r e v e n u e w h i c h h a v e l e s s R P I a n d demand c o n s e q u e n c e s . I 
am n o t c o m p e t e n t t o j u d g e whether s a y £500-£700m c o u l d b e s h i f t e d 
o f f t h e VAT i n c r e a s e , f o r i n s t a n c e , on t o a number o f i n d i v i d u a l l y 
smaller m e t h o d s o f r a i s i n g t h a t amount o f r e v e n u e w i t h l e s s demand 
and R P I eff e c t s . B y such means t h e R P I e f f e c t m i g h t b e l i m i t e d t o 
'ifo o r H-% a n d t h e demand e f f e c t t o ?%. I f such means c o u l d b e f o u n d 
I w o u l d p r e f e r t o u s e them i n a d d i t i o n to a VAT i n c r e a s e w h i c h c o u l d 

t h e n b e l i m i t e d t o 12-}?.'. I am q u i t e s u r e , k n o w i n g y o u , t h a t y o u w i l l 

h a v e l o n g a g o i n i t i a t e d t h e s e a r c h f o r a l l s u c h means. 


S e c o n d l y , I am n o t s u r e t h a t  i n e s t i m a t i n g t h e demand e f f e c t s 

c o n v e n t i o n a l f o r e c a s t i n g m e t h o d s s u f f i c i e n t l y a l l o w f o r t h e s t i m u l u s 

o f i n c o m e t a x c u t s o n t h e s c a l e e n v i s a g e d . 


I b e l i e v e we s h o u l d a l s o make a s t a r t i n r e d u c i n g c a p i t a l t a x a t i o n , 

a n d p h a s i n g o u t t h e i n v e s t m e n t i n c o m e s u r c h a r g e , b o t h of w h i c h w o u l d 

be r e l a t i v e l y c h e a p . T h e s e a r e i n c l u d e d f o r c o n v e n i e n c e - t h o u g h 

t h e y a r e b y n o means w h o l l y s m a l l f i r m s m e a s u r e s - i n t h e a t t a c h e d 

a n n e x a b o u t s m a l l f i r m s t a x a t i o n . 


F i n a l l y , I h o p e y o u w i l l f e e l a b l e t o i n c l u d e a g r o u p o f m e a s u r e s t o 

h e l p s m a l l f i r m s . I know y o u w i l l b e u n d e r p r e s s u r e t o l i m i t t h e 

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

t h e F i n a n c e B i l l m u s t b e i n t r o d u c e d . D a v i d M i t c h e l l h a s p r e p a r e d 

some p r o p o s a l s , w h i c h w i l l b e f a m i l i a r t o J o h n B i f f e n f r o m h i s t i m e 

as s p o k e s m a n on s m a l l f i r m s m a t t e r s . I h a v e s u g g e s t e d  i n t h e a n n e x 

t o t h i s l e t t e r a n u m b e r o f s t e p s w h i c h c o u l d b e t a k e n a t o n c e w i t h 

m i n i m a l l e g i s l a t i v e c o n t e n t - c h a n g i n g r a t e s , t h r e s h o l d s e t c - a n d 

a t l i m i t e d c o s t ; a n d a l i s t o f f u r t h e r m a t t e r s t o b e c o n s i d e r e d f o r 

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

. i n c l u d e  i n y o u r s t a t e m e n t a r e a f f i r m a t i o n o f t h e n e e d t o r e d u c e t h e 

t a x b u r d e n o n s m a l l f i r m s , a n d a n u n d e r t a k i n g t o r e v i e w t h e f i e l d 

t h o r o u g h l y  i n t h e c o m i n g m o n t h s i n c l u d i n g t h e b e s t way o f s e c u r i n g 

" t a x n e u t r a l i t y " f o r d i r e c t e q u i t y i n v e s t m e n t  i n s m a l l f i r m s . We 

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

s u c h a r e v i e w , t a k i n g i n t o a c c o u n t a t t h e same t i m e t h e r e c e n t W i l s o n 

C o m m i t t e e r e p o r t a n d t h e r e p r e s e n t a t i o n s b e i n g made b y v a r i o u s b o d i e s 

a b o u t i t , t o w h i c h we s h a l l h a v e t o r e s p o n d  i n d u e c o u r s e . 


 s h a l l b e h a p p y t o d i s c u s s t h e s e s u g g e s t i o n s w i t h y o u i f t h a t w o u l d 
b e h e l p f u l . In v i e w o f t h e importance o f t h e s u b j e c t , I am c o p y i n g 
t h i s l e t t e r t o t h e P r i m e M i n i s t e r . 

I



r SHALL RISKS FHOPOSALS ' -

A. Pponohols for the Bridget 


1 3.) A significant rase in trie low.-r -i*icJ upper limits for 


t h e small companies rate of COJ porai j or- tax and for 

marginal relief to :;ay, £300,000 and £150,000. • 

Si) An extension of the period over which first year 

' allowances can "be carried back from 3 years t o 5 years. 

i i i ) A commitraent t o phase o u t the icvestaer.it in cone 


surcharge o v e r a period of 2/3 years. 


iv) An extension o f the period during which interest on 

loans taken o u t before 197^, for t h e purchase of sheres 

and direct investment where the individual s p e n d s l e s s 

t h a n 75/* o f h i s t i m e on t h e a f f a i r s o f the b u s i n e s s , 

car: continue t o qualify f r o m A p r i l 1 9 8 0 , pending a 

r e v i e w of p o l i c y on i n t e r e s t r e l i e f g e n e r a l l y . 

v ) An increase i n the capital transfer tax threshold, t o , 
s a y , £^0,00J, the starting p o i n t o f e a c h taxable b a n d 

an d t r i e a n n u a l exemption, to, s a y . £ 5 , 0 0 0 . 

v i ) An i n c r e a s e  i n t h e VAT r e g i s t r a t i o n limit to t h e maximum 

permitted u n d e r t h e SEC d i r e c t i v e , £11 ,500 . 

* / V l l J 
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v i i ) A r e d u c t i o n i n t h e r a t e o f d e v e l o p m e u u i C u . . i.o, 

S a y , 50 p e r c e n t , m a k i n g c l e a r t h a t t h e r e w i l l he no 

• f u r t h e r d ownward movement. • 

v i i i  ) The i n t r o d u c t i o n o f c o m p r e h e n s i v e VAT r e l i e f f o r h a a 


d e b t s . 


i x ) The w r i t i n g - o f f o f deferred t a x l a b i l i t i e s a r i s i n g 


f r o m s t o c k r e l i e f , b u t a t a f a s t e r r a t e f o r 


u n i n c o r p o r a t e d b u s i n e s s e s . 


x ) A c o m m i t m e n t t o r e v i e w t h e c o n d i t i o n s a t t a c h e d t o t h e 


i s s u e o f '/!'', c e r t i f i c a t e s t o s u b - c o n t r a c t o r s i n t h e 


c o n s t r u c t ] o n i n d u s t r y . 


x i ) No f u r t h e r r e l a x a t i o n o f t h e t h r e s h o l d s f o r a p p o r t i o n 


meat o f t h e i n c o m e o f a c l o s e company w i t h o u t 


c o n s u l t a t i o n . 


B. P r o p o s a l s f o r f u r t h e r c o n r : d e r a t 3 on 

2 i  ) The i n t r o d u c t i o n o f tax r e l i e f s f o r e q u i t y investment 


i n s m a l l c o m p a n i e s . 


- ?. - / i i ) 
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AftNEX 

a i ) A reduction of" the restrict! one on the amount 

self-employed individuels can set aside-for p e n s i o n 


arrangements a n d deduct f o r tax purposes. 


i i ) An examination of v.*ays in which the capital transfer 


tax burden c a n be reduced further to enable successful 


small f i r m s to be passed intact -to the n e x t generation. 


i v ) Further changes to t h e C a p i t a l G a i n s T a x Code to e n s u r e 

i t adequately ta.V.es account of inflation. 

v ) A general examination o f t h e effect o f the p r e s e n t 


corporation tax system on small companies. 


15 May 1979 
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