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It may be helpful to you, as you consider the
'Budget, to have a note of the industrial prioritic
them.

It is clear that substantial measures are needed simply to cut

SBR back to an acrepbable level in 1979/80 - c:pbclqlly as we
are derLWHP some way in to the financial year, and as some of
our own first decisions will increase public expenditure.

However, I believe most strongly that we wmust, in addition to
this, make a dramabic beginning to our programsne of cutting income
tax. This belief is founded on the view that only a major initial
package, that will take pcople's breath away by its very boldness,
will stand a chance of waking a rcal change in attituvdes on which
the whole of our strategy depends.

Moreover, to undertake these two tasks - both of which have to

be donc in the lifetime of this Parliament - will involve major
surgery: we need to get that started now, in a substantial way,
with the impetus of the election still strong and backed by a bold
set of income tax cuts that are secen as part and parcel of the
same process.

I think the scale of what I have in wind may be a good deal more
than the public and the press are C}DCLtlﬂg I regard that as

an advantage. If I illustrate wy suggestions with nuwbers, you
will I know appreciate that the figuring and the details are very
crude.

I start from the proposition that we wmust cut the target grewth

£143 from the present 8 to 12% for 1979/80 down to 7 to 11%, and
announce our intention to set sutceouent annual targels progressively
lower than that; and that consisitent with that approach, we should
aim for a PSBR in 1979/80 of rno more than £8 billion. Taking
account of demand effects and ffsetting increases in public
expenditure, I imagine you wi n“ed to be looking for revenue,
disposals or public expenditu savings of at least £2% billion,
simply to meet that obdfctvv'.
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Phese measures taken together would, I am told, have an RPI effect

of nearly €% before taking into account the beneficial effects of

the Tighter monetary contraj and I am told they might have a demand
effect cquivalent to a 3% reduction in GDP. If these effects are
likely they could prove Too repercussive for our general purposes,
and my Department is seriously concerned that we might be forced to
back—track later in the year. On this I have uwo comments to make:
first, it would obviously be better to substitute for part of those
tax inercases which have the most RPI and demand impaclt other methods
of raising revemme which have less RPI and demand consequences. 1

am not competent to judge whether say £500-£700m could be shifted
off the VAT increcase, for instance, on to a number of individually
smaller wmethods raising z revenue with less demand
and RPI effeccts. ench means the RPT effect might be liwited to
%% or 4% and the demand effect to oo/ If such means could be found
I would prefer to use them in sddition to a VAT incrcase which could
then be limited to 123%. I am guite sure, knowing you, that you will
have long ago initiated the search for 21l such means.

Secondly, I am not sure that in cstimating the demand effects
conventional forecasting methods sufficiently allow for the stimulus
of income tax cuts on the scale envisaged.

I believe we should also make a start in reducing capital taxation,
and phasing out the investment income surcharge both of which would
be relatively cheap. These are included for convenience - though
they are by no means wholly small firms measurcs - in the attached
annex about small firms taxation.

Finally, I hope you will feel able to include a group of measures Lo
help small firms. I know you will be under pressure to limit the
legislative content of the Budget, given the time available before
the Finance Bill must be introduced. David Mitchell has prepared
some proposals, which will be familiar to John Biffen from his tine
as spokesman on small firms ma ters. I have suggested in the annex
to this letter a number of steps which could be taken at once with
minimal legislative content - changing rates, thresholds etc - and

at limited cost; and a list of further matters to be considered for
carly action thereafter. I should like to propose that you also
include in your statement a reaffirmation of the neced to reduce the
tax burden on small firms, and an undertaking to review the field
thoroughly in the cowing wonths including the best way of securing
"tax neutrality" for direct eguity investiment in small firms. We
might then invite officials of the interested departments to undertake
such a review, taking into account at the same time the recent Vilson
Committee report and the representations being made by various bodies
about it, to which we shall have to respond in due course.

I shall be happy to discuss these sugeestions with you if that would
be helpful. In view of the importanze of the subject, I am copying
this letter to the Prime Minister.
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ANl eX.vension of the Rl CrCh duz 1LYfS Whnilca 1nterest on

lezns taken out before 1874, for the puvchuse of
and direct invesiment where the individuzl spends

than 757 of his time on the zffairs of the tusiness,

can continue teo qualily from April 1G8C, pending =

review of policy on interest relief generally.

An incresse in the capiial iransf r tax threshold, to,

say, £50,000, the startine roint of each taxsble band

and the annual exerption, % say, 45,000,

An incresase in the VAT reg-.stration limit to the maximum
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eernitted under the E2C rectave, £11,500.
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vii A reduction in the rate of developmesno A Soiey
! x £

sgy, 50 per cont, making clear that there will be no

Turther dowrwerd movenent.

chensive VAT »eldi

Tie writing-
from stock r

unircorporais

x) A commitment to review the conditions
issue of V14 certificzizs to sub-contraciors
construction industry.

xi) No further relaxation of the thresholds for apportion-

ment of the income of a close company without

consultation.

B. Proposals for furtler consideration

2 i) The introduction of tzx reliefs for equity investiaert

in small companies.
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