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I BUDGET THEMES

1 To reduce inclation and iaprove the prospect Zor sustainable jobs

e e TSI

- MTFS covers 5 years of full Parliazent, lays foundation

for long-run strategy of recovery. PSBR 1984-85
£7% billion.

- Tax changes inprove workings of the econoay with accent
on jobs.

- Substantial tax cuts for 1985-86 already announced.
More to come if public spending is restricted and
srowth is sustained.

- Proposals reinforce "winning coabination™ of falling
inflation, rising output, rising iavestzent in 1984
and beyond.

~

and siznlifry the tax systez

£ax refor=; NIS abolished.
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- Shows we o4 Durd Bogtantialle apd Carcy
out some Tuch 2ec : e Zir= gontrol
of spending.

Three closely related sets ol =3’or cranzges in S3x;
(in a3 neutral 1934-c> ocuczet ZJr=in< 2 T2.Cr Srogranae

a) Cozpany taxes
- Corporation tax rates sreatly reduced, zllowances

cut back and stock reliel enced. Cash flow
advantase to business in 1984-35 ané big advantage
in 1985-86.

NIS abolished: big advantage to business.

VAT on imports payable earlier: cash f{low disad-
vantage to inporting businesses this year. But
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only one-jear el_ec outs home producers

on fairer basis vis-a-vis co=petition in EC.
b) Savings and Invest—ment
- Investaent income surcharse atolished.

Life assurance preniuz reliel abolished (new
policies).

Builcding societies and banks treated zore equally:
"conposite rate" tax on banikt interest.

- Stazp duty halved.
c) Personal Tax

- Ziforts ccrncentrated on tax thresholds - up 12% per
cent,wor=. over £ zer weelz t0 typical couple.

Hisher Tirasholcs 4y by indsxation - no —ore.

VAT extenced £o : vay Zood and building

obiecsives.

T 3~
doe =2

¥eo =aing Qr

particular zessures %2i:en ca the: 2 5 =o8iz significance
can only be appreciated znZ shculi cnlwr 3e ud-ed as part
o a coherent prosrzmi:e

ThE suy of 18 indivie

ITI SUMMARY OF MAIN PxOPOSALS
1 TFinancial I'raczeworlz

a) lMediuz-ter= rinancial Strats—
1988-89. Declinins zz2th Zor
also Zfor PSBR as per cent GO7.

llonetary targets Zor 1334-85 are <-10 per ceat growth
at an annual rate for broad zoney (&£13) and 4-8 per
cent for narrow zomey (il0). Targets to apply over
period of 14 =months beginning nid-February, 1984.

¢) PSBR for 1984-85 is about £7% billion (2% per cent of

GDP).
D




Individual lleasures

a)

c)

Income T2X

L Sigsle person's allowance and zarried 2an's
allowance raised by 12 per cent, -—ore than

double indexation.

Higher rate thresholds and age allovances
indexed in line with inflation.

Investment income surcharge avolished.

Relief on life assurance oreciums to be with-
drawn on new policies taken out after Budget day.

Reliefs on foreizn earnings and foreigm
ezolunents reduced or withdrawm.

Svecific duties
Duty on table wine reduced oy 13p a oottle, and

duty on beer increased oy 2p a pint; coaplies
with European Court o Justice ruling.

dripks raised in 1i wisn infl

—t——— -

TSTYIng atounis. o duties on alcoholic
-
.

ioa, but
substantial di in relative tax
increases between <crinzs (only 10D on spirits).
Duty on cigarettes
ificreasse on rige

Other svecilic Zuties

with inflation.
VAT

VAT base widened 5y withcdrawing zero rating irox

——Z

alterations to duildiag z2nd Zot tzle-away food.

(No change in VAT rate). ZZIZect on IPI about
0.1 per cent only.

- VAT on inports to be char-ed earlier Deferred

S - -

accounting abolished. Payment arrangenents

brought into line witx Custoas cuty (and other
EC countries) froa 1 October 1984.

Staop Duty

- On share transfers and transfers of land and
buildiggs, rate reduced from 2 per ceat to.1

per cent.
3=




d) Composite Rate on Banks
- Extension of 'composite rate' tax treatuent of
building society deposits to bank deposits.
Ioplementation in 1985-86.

e) Corporation Tax
i) Rates
- Main rate reduced froa 52 per cent to 50 per
cent. Applies to corporate income for FY 1983.

- Further reductions in main rate thereafter as
follows = to 45 per cent Zor FY 1984 incoze;
to 40 per cent for FY 1985 income; to 35 per
cent for FY 1986 inco=e: all in this year's
Finance Bill.

- 'Small companies rate' of corporation tax to be
recduced Irom 38 per cent to 30 per cent from
April 198&4.

Allowances

Stock relief aboliszer for account periods_after
flarca 13.

Canital allowances chzagsc¢ lor capital expendi-~

ture incurred after 3ucd:

allowances

industrial buildinz E 3 7 25 per cent
(to 75 zer cen 20 3 resoectlvely)
froa Budget iay. Tu-sher reductions from
March 1985 z2nd March 1335. Thaen replaced by
"writing dovn" allo

e

f) National Insurance Surcharze

- To be abolished froa October 19€4. (Currently 1
per cent).

g) North Sea taxation

- Repayzent of ACT to oil cozpanies with insufficien
CT liability as offset a2gzinst PRT to be
discontinued.

Tax treatzent of "farm-outs® to be revised (in
effect, closing tax lcop-hole).




III ECONOMIC SITUATION AND OUTLOOK
(For full details, see FSBR. Section %

1. Recent Developments
Since the Autumn Statement last Noveanber, indicatioms of
recovery at home and abroad have beconze firmer.

a) Overseas: In 1983 OECD output grew Dy 2 per ceat, world
trade by 1 per cent, averaZe price increases in
najor industrial countries fell below 5 per
cent, and unecployment grew little or fell.
Interest rates changed little. Confidence in
reccvery zrew as policies for reducing public
spending and borrowing and inflation strengthenec
foundations of sustainable recovery. Continuing
major uncertainties about US economy and interest
rates, however.

- GDP % per cent up in {irst three quarters of
1983, =manufacturing output zrowth picking up
during the year.

De=anc risins ssr-ongly, with estizated 1982-
23 zrowth rates ol 1z per cent Ior exports,
4 per cent Zor consuzer spending, 5 per
cent for investnent.

to Jaruary.
surplus reached &2 oillion.

Over the first 12 zonths of tarzet period
M within 1983 3udset's 7-11 per cent per
aanua rowsh range, I~I,I at the top.

Interest rates continued tkeir decline, with
3ank Base rates now at 8#=9 per cent
(lowest Zor 6 years) as against 10% per cent
a year ago.

Gross profits of non-North Sea industrial
and commercial cozpanies 25 per cent up in
1983 Q 1-3 over 1982 Q 1-3; and company
1iquidity caintaining in 1983 the substantia
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i:provement in liquidity begun in 1982,

Eaployed labour force (including seli-employed) up by
an estizated 85,000 between larch and Septeaber 1383;
services eaployzent up 200,000 1982 Q 4 to 1983 Q 3;
hours worked up, overtize increased, short-tine
reduced since 1983 Q 2.

Productivity in manufacturing continuing to rise at
very fast 5-6 per cent per Ian hour per year, for thirc
year running.

N.B. Also worth noticing that UK's net overseas assets
rose froz £10 billion in 1978 to £42 billion in 1982
(latest figure) - a very valuable counterpart to
depletion of North Sea oil and prucdent use of some of
the foreign exchange it has saved. Zarnings on UK's
overseas portiolio investzents rose Iroa £400 aillion in
1978 to alzost £2% billion in 1983.

Qusloolz Zor 1284 i firs*t hali of 1985

See Tzdles 3.8 anc T332 : colpact suzzary.)

v} feeemal o Wjienin~ gl : z 2 rrowth, rising
investment and -“21ling inllation set to
continue taroush 123~ and veyond, with world

trongly than in 1983.
nfir=ed.

») Overseas. Recovery in
worlé trade
exoected to
serious oil

-

¢) Industry Act Iore

- 3etween 1983 2nd 1 nt GDP and
consuzer spendin g - cent increase
iR manplactuninc, srowth in exports
6 per cent inc : i investuent, and
some stock >Suilding. No increase in public
spending plaaning total.

Current Account surplus of £2 billion in 1384.

Inflation at 4% per cent by 1984 Q 4, &4 per
cent by 1985 Q 2. N I prices are expected
to rise zore slowly than RPI in 1984-85 for
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second year running.

- Effect of Budget including indexation oI specific
duties is only to add about X per cent directly to
prices. (In longer terz inflation will be deterained

oy monetary conditions.)

- Investzent in non-North Sea industrial z2nd conmercial
coapanies to rise by 9 per cent.

d) Other indicators and surveys

- Outside forecasters, who doubted Treasury's optiaisz
on growth and inflation in 1983, have been revising
their projections upward and dovmward respectively.
More now project further falls in inflation; and
10st now concede 2-3 per cent GDP increasg¢ likely
in 1984.

February C3I trends inquiry sussests increased and

:n =anufacturing. CSO longer
ators have been rising,

¥ PS8, F53R AND NONETARY

(See also Section 2 oI 2, whie: = gut <ke strategy in
cetail.
T fiCh inilation alreacy e
the 1960s and a steady recovery unc vvay, <ae 1934 lTZS
sets out the policy Zrazewsrit Zor Iur<ther recuctions in
inflation and inter
recovery; and for the =on
their achieve=zent.

& MNMATR

2 Changes since last NMT-S
- Period covered extencded Dy three resars, %o cover full
five year life of this Parliazent <o 19338-39.

- Tarzet agzrezates redelined, with [0
narrow aggregate instead of I1,, which is becoaing
misleading and difficult to interpret because of its

large interest-bearing cozponent.

- Different target rapges set for broad and narrow aoney,
as experience shows that thanks to techmical innovation

= E




(credit carcs, cash dispensers etc) its trend growth

~en

will norzally be slower than for wider a--regates suca
as £M3.

(=
(=}

Background assucptions

- Public spending up to 1936-87 broadly level in real
(cost) terz=s as in latest White Paper. Assuzed %o
continue constant in real terz=s to 1988-89.

- Annual real GDP growth averages 2t per ceat to 1988-39;
inflation (GDP deflator) falls to 3 per cent by
1988-89; no z=ajor change in exchange rate.

- llorth Sea revenues projected on basis of recently
published Departzent of Enerzy crocduction assumption.
Dollar oil price assuced constant till end 1985, then
to rise in line uish world inflation.

tloner lanzes

- Set consistent with inflation recuction, 2nd falling by

{T7FS. 1984-235 ranges =<

cAnama Tew 3 ame S
Ae-e-u' — - — L]

Narrow [loney
(10)

Broad ilozneyr
/

Baroad ancd asrTo o
assessinzg =one 0 Yo se rates
and other avzilad Sols w311 continue to ve

- Y —————

taken into accounct.

- National Savings cont-iduticn Sundi=s nolicy set

-

at £3 billion as in 1952-37 endé 1783-c~.

b
S PSBR Profile
- Uot targets, out illustration oI rels which appear
to be neeced :o enzure Iallinz inflation znc interes
rates.
- Incorporate substantial -eduction 1983-34 to 1984=85:
fron £10 billion (est) o= 3% per cent of GDP to £7%

billion or 2% per cent. This najor cut is needed
and justified given that 1983-84 PSBR overshot the
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last year's Budge® Zigure, despite July zeasures; asset
sales and oil revenues in 1934-35 zre expected to be
higher than foreseen last year, the latter near their
likely peak.

- Over later years PSBR to stay at &7 billion cash, which will
involve a2 cut of GDP share froz 2% per cent to 1 per
cent given assumed growth of roney GDP, a relatively
gentle progressioz.

- Proposed path fc- PSBR reflects izpact of Asset I-les and
North Sea over the period, Zor both of whicr aecessarily
approxizate year-by-year path is set out in Tables 2.4
and 2.5 ol FSER.

6. Fiscal Adiust-ent

- MTFS shows clearly (Table 2) scope Ior Zurther significant
cax cuts in later years of period (provided spending is
peld o plans and recovery is sustained) waich could

exceed &4 billions by 1986-87 in cozparison with post-
Budget tax rates.

I s o
7e Interest races

- 3ig recduction in PS3ER in
subsequent Zall in bota lonz : 5 : rest rates.
Further PS3R cut this ez % 3 : reductions
kereal

already brought UX iaterest rotes Telow US ornes by
about 1-1% per cent for both short and long-

- Cannot ignore US inlluences acwever. OQur policies have

ser. securities, Zor ZIirst tize Iz decaces. rcurther
progress could be liziseé b7y US conditisns,




Zl'_ BUSINESS 7 10N - MAIN MEASURES (See Inland Revenue Press notice)

1. Corporation Tax

a) Major reform proposed while pre jmputation system:
lar co rate essively reduced from H

Profits earned 1983.84 50%
= 1984=85 L%
1985-86 Lo%

1986-87 >7%

small companies rate down immediately from 38% to 0%

from April 1984, Profit limits unchanged.

4o® Building Society "ppgsial rate" and 373% ''pegged rate"
for insurance co-pani./buainou removed as rates fall.
stock relief abolished for account periods beginning after
Budget day.

c¢) Allowances reduced in 84/5 and 85/6, and replaced by writing
down allowances in 86/7

First year for Initialf industrial
plant and machinery buildings

and related assets

Present 100% 75%
1984=85 75% S50%
1985-86 50% 25%

1986-87 Replaced by: 25% writing down W% writing down
allowance allowance

d) Allowances to be given from 85-6 when spending is incurred

rather than when assets come into use

will not apply to binding contracts entered into up to Budget day;
special transitional arrangements for certain projects in the "regions";
sost other allowances to be aligned similarly over periods to March 36

Defects of present mgg

Rates of tax too high: penalise profit and success




Allowances too many and very complicated. Original justifications
for some of them overtaken by events eg stock relief as as emergency

measure needed when inflation high.Allowances were meant to
encourage profitable investment, but seem not to have done so.
On any meassure, returns on investment in UK lower than USA,
Germany, France - sometimes dramatically lower;

Allowances distort investment decisions: businesses putting
money where tax system makes it look profitable, not where
true underlying returns to economy on investment are high.

Allowances discriminate against all but plant and machinery;
all buildings except industrial;

Allowances reinforce bias of tax and national insurance
charges against labour, in favour of capital.

Purggeea served by proposals

To reduce tax rates
To remove distortions, and the bias against jobs

To stimulate higher quality investment, productive in its

owr.right, not just because it saves tax
To allow companies to make their own decisions, and higher profits

To provide certainty for business: rates and allowances for years
ahead will be in '84 Finance 3ill

Benefit to Businesses of CT rate allowance ard stock relief changes

S

Change structured to help business as a whole over next 2 years

Estimated cost to government f£m
1984=85  1985-86
Main rate changes 280 1100

Extra revenue from Capital allowaice ( ng1 ) 650
and stock relief

Benefit to business 280 450

Se !gﬂor points to note

- When these changes have taken place, tax allowances for both
Plant and machinery and industrial buildings will still be rather
more generous than would be provided by a strict systes of
commercid dsweciation;




The CT rates of 37%/30% will be significantly lower than
in alacgt any of our major competitors (cf Japan 4%, USA
46%, France 50%. Germany 56%). This should attract inward
investors.

These changes will encourage higher investment for the next
two or so transitional years, as firms exploit high allowances,
knowing their ultimate profits will be taxed at the much lower
CT rates.

I_Egrt.nt further points of detail

As I (1) (v) above points out there are numerous other

specific allowances, which will be adjusted over the next

two years.

Some will be abolished g for Agricultural Buildings, Hotels,Dredging;
Some will be retained eg for Films, Rented tv sets, buildings in
Enterprise Zones, Small Industrial workshops. For new ships free
depreciation will continue in respect of first year allowances

The provisions for others still will be amended eg for

""secondary allowances'',patents or know how.

Those for mining, mineral rights, oil wells and scientific

research are already under review and proposals will be

brougnt forward in due course.

National Insurance Surcharge

Proposal: to abolish from 1 October '984 (excert local
authorities: 6 April 1985)

b) History: Labour's tax on jobs introduced 1977. Was 3% in May
1979. Reduced in 1982 to 23% then "% and to '% last year.

c) Cost:
- If still 3¥% would cost private sector £3 billion, which

would buy a 3p reduction in basic income tax rate;
Private sector gains £335m in 84/5, £865m in a full

year.

Benefit to public bodies clawed back through reductions

in cash limits;

Even though there have been increases in employer's NIC

since 1978-79, overall effect of NIC and NIS changes together
increasing the burden oz business is worth £2.4 billion to

private sector in full year.

NB Local authorities will pay the current ' rate throughout 198485 because it is not




at this point practicable to recover the effects of cutting it through the rate
support grant.

8. VAT on imports

See Section VIII for details. One-year effectd bringing
forward payments which would in any case be made, compared
to corporation tax rate reductions and abolition of NIS

that will give lasting benefits.

Overall effects of changes in CT, NIS, VAT on imports
Taking '84 and '85 together, Budget will reduce tax payments

of business by £500m. The NIS CT changes will mean
substantial benefits continuing in later years.

Small companies
Benefit from:

Corporation tax rate reduced from 38% to 30% from April 1984

(ie 30% applies to 1982-84 profits)

VAT threshold increased to maximum permitted under EC 6th VAT
directive from £18,000 up to £18,700

Investment income surcharge abolisred : benefit to retired small
businessmen living on investments (in lieu of pension) made out
of taxed income; and agricultural landlords

Raising of tax thresholds means greater demand, greater

incentives

Also changes in stock options, CTT rates and CIT retirement
relief (VIII and IX below).

Other changes

Carry-back of ACT
At present ACT which is "surplus" (ie which cannot be set

against current year CT liability) may be carried back and set
against CT paid on previous two years' profits.

For accounting periods ending on or after 1 April 1984, this
carry-back period is being extended from two to six years
Cost : £1 million in 1984-85 and £30 million in 1985-86:
declining thereafter
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Corporate Finance Package -Eurobonds, Deep Discounts etc
See Inland Revenue Press notice

CQr exemption - OB lines of gilts exemption =~ for fixed

interest corporate stock

New tax regime for deep discount securities issued by companies
Provisions to allow companies to pay Burcbond interest gross

Relief for discounts on bills of exchange (acceptance credits)
Relief for incidental costs of convertible loan stock issues
Inland Revenue have confirmed that loan stock which carries a

right of conversion into other loan stock is exempt from stamp duty

Offshore and overseas funds (roll-ups)

See announcements by Chancellor 15 September 1983, 17 November
1983 and 22 February 1984 which stopped this method of tax
avoidance.

Consortium relief (See Inland Revenue Press Notice)

More generous treatment: available to larger permitted number

companies in consortium: up from 5 to 20.

Taxation of International Business (See Inland Revenue Press Notice)

Case for tackling tax- havens abus yidely accepted,including by
British business. But no easy answers. Present 'tax havens'
legislation broadly the same as revised draft clauses issued
October 1983, but being introduced now with significant
modifications following extensive consultation with firms
involved, to provide more safeguards for all 'genuine'
overseas operations of the companies. CT rate cuts

will lessen impact of these provisions.

Bus iness mmion Scheme - Farming

There has been widespread criticism about the use of the Scheme
for investments in farmland: over £15 million known to have been
invested in 1983=84




Therefore proposed tO exclude farming as qualifying trade
under the scheme. 18X relief will not be available for
shares in farming corpanies issued after 13 March 1984,
Exclusions nct so widely drawn asto eliminate related
activities such as food processing, market gardening etc.

This will help BES reliefs to go to the higher risk
ventures for which they are interested.




VI NORTH SEA TAX REGIDE

1 Positive changes in 1983 have led to substantial increase in
development projects and exploration. Goveramen:t already
committed to a study of economics of incre2ental developazent
in existing fields. Industry will be consulted, legislation
in 1985 if required,which will be backdated to changes
receiving consent after 132 March 1984. !Meanwhile, two measures

to limit unjustified loss of tax.

"Farmouts" (Sales of interests in oil field32

(See IR press notice).

(a) PBT restriction on "farm-outs" announced by Chancellor on
September 13 1982. Now right to follow this with
analogous Corporation Tax restrictions on post-Budget Day
faroouts.

(b) Several loopholes closed: capital gains on "farmouts”
bYrought within North Sea corporation tax ring fence.

(¢) Yield (ie loss of tax preverted) assuding continuing 1983
level of “araouss:&£35 =illion in 1985-86-

Revavaen: o: ACT to oil cozpazies

(a) Presen: law. PRT is deductible in calculatirns corporation
tax payable. able, to the
ex-ent that (by cdecductinz PRT

corporation tax payable) <he :

:s reduced. 0il

-
5
m
-

axation Ac%

Tepayzens to be aade as
soon as facts clear, created 5wo proble=s: substantial
repayaents could become due to te zade belore ACT could
have been set oIr
rules: adainistrative uncertainty about date when facts
clear.

(¢c) Sectiom 17(3) is therefore being repealed.
(d) Yield £100 2illion 1984=-85; full year perhaps £150 millioz.
"Future field" concessions

Changes made last ;ear to benefit future fields (e g mo
royalty payable) pnot extended to Southern Basin fields.

=16=




VII VAT ON IMPORTS

(See Customs and Excise Press lNotice)

(a) Since VAT was introduced our treatzent of izports has
given importers a cash flow advantage they do not get
in other major EC countries. Averaze period of grace
allowed to iaporters for payment of VAT to be shortened
to one month instead of present average 2% jonths, in
For ©T3SESyBR DAY, CUIEE0S, 088 O SATSCRLEeRE (i1 TReIAIT
be on 15th of following zonth.
- ' This should

ninizise probleas of delays at porcs of entry.

: igporters and
Chan—e will put relative positions of one suppliers

on same basis as om most EC countries. Follows
representations by a number of f£iras and sectors of nanuf:
~turing egainst discriaination in favour of iaported goods.

Present systecz has adainistrative advantages and is
favoured by ZC Comzission as a standard for European

¥

harmoaisation. 3ut pit his no other EC country

ras zrojerly adootec o : ; skould not be zgiving

: = . S0 SLT
izporters Zree crec: -3

ZC countries zove
to our systen, ve u

Selective exeaption Ior raw = i izpor<ers would not
be legal.

Bringing VAT payzents ox %

aonths gives once-Ior-zl11

will help this year to Iinance

in CT rate and other =easures. 3oze of <his will be
met by foreisn firas. Overall, companies will enjory
large tax cuts over next two years. (3c2 ¥ above).

Implenenfation October 1, providinzs tize for Custoas

to consult transport 2nd izportinz interests and for
those affected to prepare Zor new procedures. No

change for non-VAT registered traders, who will continue
to pay on iaportation.




YIII STOCK OPTIONS
(See IR Press Notice)-.

1 Several important changes which will encourage wider share
Ownership and help increase incentives.

_Izooroved tax treatzent of approvecd share option schexe.
From April 6 gains on options granted under schemes
approved by Inland Revenue will be charged mot to income
tax but to capital gains tax. There will be no charge
on the exercise of the option as there is now; instead
the whole gain between the cost of shares obtained under
the option and the disposal proceeds will be charged only
to capital gains tax and on disposal. Schemes will oe
subject to certain limits. A major iaprovement, which
will be of great help in =otivating, attracting and
retaining key executives.

2 All- eoployee save-as-you-earn share option schexes.
The £50 upper lizit for monthly contributions under the
SAYE share option schezes is to be doubled to £100.
This will encourage srowth of 2pproved scheaes for all

employees zave already increased Irez less than 30 ia llay
1979 to a total of &70 coverinz nearly 7 2illion enployees
and £550 2illion of shares.

4 Easier terms for unaporoved schezes
Income tax will continue 5o be pa2id on unapproved option

schemes when options are exercised, tuf caa now te paid
in instaloents over S years ratzer than 2, as Iroa April 5

2983.




IX CAPITAL TAXES

(See IR Press Notice)

1 Capitel Geins Tax

2

(a) Threshold below which gains are exeapt raised in line with
prices from £5,300 or £5,600. Keeps about 6,000 potential
taxpayers out of tax.

(b) Exemption of gaing - and disallowance of losses - on certain
Corporate Bonds issued after Budget day and held for more
than 12 conths. Brings treatment of corporate stock broadly
into line with that of Gilts, which have been exenpt since
1069. Avoids comrlication of indexation provisionse.

(c) Limit for Retirement Relief exemption doubled to £100
which will help smaller businesszen particularly.

(d) Several small concessions including amendzent to market value
rules, exeaption for housing associatiors and self-build
societies in N. Ireland, amenduents to parallel pooling
provisions, aeasures to allow Gilts relief to apply to
heritage —aintenance funds (as rged by Historic Houses
Association), extension of concessiorson traded options.

(e) Chancellor recognised complexity of tax in 3udget Speech -
"a matter to which T hove to returan in 3 later zear".

Capital Transfer Tax

(2) Three top rates of CTT on death apolished. Highest rate cut
from 75 per cent to 60 per cent. Lifetize rates reduced to
half the rate on death throughout the scale, reducing top
rate from S5O per cent to 30 per cent. With this change,
and IIS abolition no rate of persomal tax will nereafter
exceed 60 per cent. Cost to Exchequer about £50 zillion in
a full year.

(b) Lower and middle rate thresholds increased in line with
inflatiog. Top rate now applied to transfers over £285,000.

Thresholds 40 per cent higher than 1978-79 in real terus.

(¢) Previous top rates confiscatory and out of lice with lower

top rates of income tax. Now closer to top rates in other
couptries. Election manifesto of 1983 referred to "lowering
taxes on capital and savings". Provides incentive and
encourages ownership. Lower etige r enc

9f fagily busigesses and farms Into younger bands.
«19=




3z  Developzment Land Tax
(a) eshold for DLT raised from £50,000 to £75,000.
Increase broadly in line with prices since £50,000

rate set in 1979. Will cut nuaber of DLT assessuents by a
third and save 20 staff.

(b) Right to defer tax on developuent for the owner's use
extended without time liait; and liability to deferred
tax will now be extinguished after 12 years.

(¢) Housing Corporation and registered housing associations
are being exenpted from ckarge on deemed disposals.

(d) These changes will give zodest but useful help to the
construction industry.




g STAMP DUTY
(See IR Press Notices)

1 a) Major and highly desirable recuctions, which will help
buyers of homes and securities alile.

b) Stamp Duty on shares to be halved from 2 per cent to 1 per cer

c) For land and buildings ¥ per cent reduced rate band
abolished. 1+ per cent and 2 per cent rates cut to 1 per cer
Threshold for house sales raised fromn £25,000 to £30,000.

d) Full year cost about £295 million for land and buildings,
£165 nillion for share transactions.

Cut in SD on shares will encourage share ownership, reduce
cost of raisi new equity finance, help mainta ter=

national competitiveness of UK stock Jarket,

As Sir N Goodison rightly cbserved in his Mansion House
Speech in October 1937 vamr
London would not have a flourishing central zarket or a wide
spread of shareholders until there are cuts in stamp duty,
vhich is
"ragponsidvle Zor the rel:s-ively zigh cost of buying
shares in London." :
On tha% cccasion ne z2lso urzed 3 zore radical approach to
tax-relori.
Te Just encourage people to nold shares in British
. o o ————— . . . .
industrial and cozcercial companies and units in uni®
trusts so they caz understand how important industry is,
and therefore suppor: with their votes policies which
encourage the cevelcrzent ol industzT" s

0] .Cut in'SDh on land apd builii w31l he average
UK home buyer £142.3 7 ‘ house is £28,500).

Present Hur different and thresholds recuced to one

which gimplifies tax. Iline out ol ten first-tize home=
buyers will now pay no staap duty on their purchase,

Detailed review of SD in progress, anc no action can yet be
taken on the ioportant further issues ‘touched on in it, such as
leace duty rates and thresholds, which call for Ifurther careful
consideration in light of substantial public response.
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OICOME TAX
(See Treasury and Inland Revenue Press Notices and Appendix
to this Brief)
Raising basic thresholds substantially the overriding priority
in income tax changes this year, together with abolition of
the Investaent Incoze Surcharge.

Hain changes
: nearly
a) 3Basic rate thresholds up /127 per cent: single up £220 to
£2005: narried man up £360 to £3155. Additional personal

allowance and widow's bereavement allowance also up, by 14
per cent to £1150.

All other allowances increased by statutory indexation
zor-uls only.

Invest=ent income surcharge (IIS) abolished for accounting
periods starting alter Budget day.

Life assurance preaiuz relief abolished for new policies,
but retained on existing ones.

ver cent Zorein earaings i for UK residents workin

abrecad reduced to 12- o 5% i -4 z2nd abolished

‘ro= 1585-86.

"Toreizn emoluzents" reliel on UK earnings of "foreign"
emzloyees of foreimn companies withérawn (transitional
arrangezents Zor existiaz Sen

Car benefit scales increased 10 cer cent.

"Coaposite rate" tax arrznzezents {0 apply oank account

interest iroz= 1935-36G.

Stock options, employee share schexes - see Section IX.

Costs of chanzes &billion:

1)84/8

Total 1.32
Above indexation 0.9¢

Thresholds and allowances (see Appendix II for table)

a) Increase in thresholds etc [22) above] more than 7 per
cent 1ore than needed for indexation.

b) Reflects gzreat concentration of effort on basic income

..




tax thresholds and the lowest paid, who will in gemeral
get highest penefit froz changes proportionate to their
incomes. But income tax should taxe a lover proportion
of income than in 1983-84 at all incoze levels.

c) Worth £2.08 per week to zarried zan, £1.27 to single
(basic rate taxpayers). As a rule real taike-home pay in
1984-85 is likely to be higher than in 1983-84 by 2 per
cent or aore if average earnings zrovw at &% per amnum
as assuzed by the Government Actuary. But as always
there will be divergences froz the average for particular
individuals and groups.

Higher rate bands increased in line with indexation.

Over 350,000 fewer taxpayers than if thresholds had
recained at 1533-34 levels (100,000 of them widows);
400,000 fewver than iZ thresholds hac been indexed only.

About 150,000 fewer aisher-rate payers than if thresholds
and 2llowarnces had recained 2t 1932-C4 levels.

Tairé successive bucset ©To
ipfesation to hishest-yeT
Thresholds now 16 per cent or 2d0: higher than
1978-79 in real terzs; Zor single =an hizhest since
1073-74; for zarried =an under 65 hizhest since war.

10,000 fanilies re=oved Iroa tover<(” trap (paying tax and

receiving faaily incoze supplezent) - aoout & per cemt
of total. This relatively szall nuaber shows how iaportant
it is to go further. Putting enouzh "clear vater" between
tax threshold ond income levels Zuaranteed o7 Social
Security benefits to make drazatic inroads into poverty
and unemployzent traps will <ale years ol ieterained
effort. But that is no reason Zor not continuing on the
road.

i) Pensioners with basic state pensica only will pay no
incone tax.

.B Additional personal allowance anc widows' bereavexent
allowance up by 14 per cent, 1 per cent —ore than
basic rate threshold.




4. Investment Incoze Surcharge (IIS)

a) Abolition removes:

- injustice of "double taxation" oI personal savings -
both when money is earned and when it zenerates an

income;

- a tax which bears particularly heavily and unfairly
on the old and those who have built up their own
businesses and sold them, or siaply invested
prudently.

Abolished from 1984-35 (was 15 per cent on top of
basic rate on investuent incomes over £7,100).

280,000 peoplc would have paid tax were it not
abolished. Of that number, over 40 per cent other-
wise only liable to income tax at basic rate, and
over 50 per cent are over 6&6°%.

Cost £25 aillion 1984-35; £200 aillion 1985-8€;

£360 n1illlon in full year.

Top rate of tax on persons now 60 per cent (was 98
per cent under Labour).

Saves 230 staff.
One of shree neasures to recuce distortions in
treatnent of savings (2bolition of 1life assurance

preniua relief and halving of stamp du:r the others).

Of our 12 zajor international partners and cczpetitors
(Japan, Canada, USA, ZC 9) only Japan and Greece
retain any discrinination azainst "unearned" income -
in both cases less than S ner cent [Eansard 8 Feb.
1984 W A col. 604]

(See IR Press Notices)

a) Withdrawn for new (or newly enkanced) gualifying
contracts made after Budget Day. Existing policies
unaffected (i.e. continue to receive relief equal to
half basic rate of income tax).

N.B. Qualifying policies only accounted for oge third
of new premium income in 1982 of £2.7 billion.

T




d)

e)

£)

Very old relief, dating from days when life assurance
proper was virtually only way of providing for
future for ordirery families. Such a relief no longer
justified
with aany forms of savings outlets, it is
aroitrary to favour some at the expense of
others, and the incentive is more likely to
distort pattern of savings than raise overall
level;

"1ife assurance" is now predominantly not life
insurance in the technical sense, but one of
a nunber of savings instruments;

policies are very often no nore than a part of
schenes for =managzement and reduction of taxes -
in which case argument for applying revenue ¢ost
to cutting zeneral burden of tax thresholds
becomes very sitrongs;

relief Favours institutional rather than direct
personal savings;
Pogether with cuts in stamp duty and IIS

abolition reinforces zove to zore even-handedness
in taxation of personal savings and investment.

Tields £90 million in 198&-85, £240 milllion in 1985-8¢

(total cost of relief in 1983-84 some £700 zillion).

Inland Revenue conzitment not to change relief on
existinz policies without reasomable notice honoured.

N.B. Such relief nuch —ore limited in most EC

countries, some of which also have a stazp-duty-type
insurance tax. Nonetheless Canada ancd USA give no
preaiun relief at all; and policy gains are taxed in
Belziun, Netherlands and Canada.




Registered Friendly Societies (See Inland Revenue & Treasury
Press Notices)

Important changes proposed for both '"tax exempt" and
"mixed business' Friendly Societies. The 'tax exempt'

societies with their unique combination of tax-free

build-up and exits have been exploiting present rules

ty marketing pure investment packages, rather than

extending the self-help which was their original purpose.
Their preferential regime will be withdrawn for new life

or endowment contacts after Budget Day. Without this change
they would have a particularly markedadvantage over ordinary
life assurance hereafter. However for the ''mixed business"
societies the limits on sums assured will be raised from £500
to £750; and for annuities from £109 to £°56.

Foreign Earnings Relief

This relief a desperate, arbitrary, complicated and highly
discriminatory move by Denis Healey to offset damage of
penal income tax rates under Labour in 1974-79. Clearly
cannot be justified after cuts in income tax rates and
allowances since 1979. Moreover, it is open to much abuse:
employees extending visits, combining holiday with business

trips etc.

It provided a 25% deduction on earnings abroad where UK
employees or self-employed overseas for more than 30 days.
This will be reduced to 124% in 1984-85 and abolished
1985-86. Saves £15 million 1984-85 and £60 million full year.

But there will be no change in 100% allowance on 365 day absence
or reliefs on foreign pensions. And Inland Revenue authorised
to open consultations about possible relaxation in taxation

of employees' expenses in overseas travel.

Foreign Emoluments Relief

Case for removing this 1974 relief similar to that for Foreign
Barnings Relief. It was SO% when foreigners had been resident
for 9 out of last 10 years, in which case it fell to 25%.
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Relief on UK earnings of '"foreign" employee of foreign company

will be withdrawn from new applicants, and those here 9 out

of last ten years: and phased out over 5 years for those

resident here for shorter periods.

Foreign executives often paying much less tax here than
at home or elsewhere in Europe. Britain becoming

tax-dodging haven.

Encouraged 'fiddles'':eg UK bank employing foreign staff via
Channel Islands company; or son of an immigrant to UK working
for foreign firm could claim relief even if he had lived here

all his life (by claiming father's foreign domicile).

People doing same job in same company for same rate of pay

could have very different take home pay: unfair and bad for morale.




Car and petrol benefits (See Inland Revenue Press Release)

Scales for 1985-86 will be about 10% up on 1984-85 (announced a
year ahead).

Scales for cars still fall far short of true benefit: benefit
of eg Rover in 1985-86 will be taxed as £825; and free petrol
for it also as £825.

Compares with 15% increase announced last year for 1984-85.

""Composite rate'' tax on bank account interest

What is ''composite rate''?

"Composite rate' has applied to building society account interest

for 90 years. Tax is deducted at source as if basic income tax

has been paid. But no tax repayable. Current
building society rate is 25%: approximate average of basic
rate tax payable by investors allowing for non-taxpayers.

A very efficient and simple system for investors and Inland
Revenue alike. 2,000 more Revenue staff would be required

if building societies were not handled in this way.

And success of building societies in attracting non-taxpayer
deposits shows societies offer offsetting benefits to
compensate for implied income tax levied.

Basic rate taxpayer not required to pay any more tax (though

his liability would otherwise by 20%). Though non-taxpayer

cannot claim refund, building society rates have shown that
non-taxpayers can be given better net-of-tax interest than banks
offer gross.

b) Banks however pay interest without deduction of tax. This
creates complications for taxpayers who must account for it;
and for Revenue who must process their returns, calling for
1,000 staff. Moreover banks are now moving to offer interest-
bearing current accounts as financial markets become more
competitive. This could call for massive further complications

and up to 3,000 extra Revenue staff as such accounts become the norm.
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Extension of 25% Composite Bate to banks will give building
societies the parity of treatment vis=-a-vis banks which many
have long sought; will simplify income tax returns for many
taxpayers and save 1,000 Revenue staff now, potentially many
more later; and it may promote better deals for savers
(building societies currently offer a better return net
(circa 81%) than banks do gross (circa 53%). Basic rate
taxpayer will not pay any more income tax, though at present
his liability would be 30%, not 25%.

Interest of savings with local authorities also covered.

But National Savings, Certificates of Deposit and Deposits
over £50,000 and 28 days excluded.




NATIONAL INSURANCE CONTRIBUTIONS

Changes in NICs announced in Autumn Statement take effect in
April. This year no change in employer and employee contribution
rates, the first time these have not been increased since 1979-80.

. Lower earnings limit, below which no contributions are paid,
rises from £32.50 to £34.50 in line with single retirement pension.
Upper earnings limit, beyond which contributions level off,
increased from £235 to £250 in line with assumed 63% increase in
earnings in 1984-85.

3. Treasury Supplement, whih helps to top up National Inéurance
Fund, reduced from 13% of contributions to 11%. Reduction reflects
fact that the general taxpayer is financing a rising proportion

of total social security spending because of fast growth in non-
contributory benefits which do not fall to National Insurance

Fund. Lower Treasury Supplement helps to keep a reasonable balance
between employee, employer and tax-payer in meeting total social
security burden.

1 Total National Insurance and NIS burden on employers will
fall from 13.% of relevant pay in 1979-80 to 10.4%% in 1984-85
for contracted-in, and from 9% to 6.3% for contracted out. Had
78/9 rates prevailed, private employers would have to find £2.4bn
more.

INDIRECT TAXES
3 (4 General

a. The proposals this year involve a modest extension of the

VAT base which helps finance the vital increases in income tax
allowances; and changes in excise duties which maintain their real
value overall to offset inflation since the last Budget. Their
total impact on prices will be small; less than % on the RPI,

of which 0.4% represents indexation. This is reflected in the
forecast of a total RPI increase of only 434% by 1984.




°. The effect of this on people's spending power will be more
than offset on average by reductions in direct tax. The Tax and
Price Index will actually fall slightly as a result of Budget.
Social Security beneficiaries will be protected as price-linked

benefits such as Pensions will be increased in line with impact
of measures on May RPI.

VAT on Building Alterations and Takeaway Food

a. Budget continues the switch from direct taxation of income

to indirect taxes on spending outlined in 1979 Conservative manifest
by bringing into VAT base two areas of spending at present zero-
rated: building alterations and hot takeaway food. This improves
the incentive to work and increases freedom of choice for the
individual. The effect onthe RPI will be very small, circa 0.1%.

B . VAT on building alterations will be levied at standard
rate of 15 from June 1. This gives time for most existing
contracts to run off. New houses will continue to be zero-rated.
But garages, greenhouses and garden sheds which are not part of
a new house will be taxed, also certain fixtures and fittings.

The change affects spending which is clearly discretionary rather
than essential. Does away with the most confused and nonsensical
borderline in all VAT, that between repairs (taxed at 15%) and
alterations (currently zero-rated). VAT remains a progressive,
not regressive tax.

c. VAT levied on hot takeaway food from May 1. Most food
remains zero-rated. But food served in restaurants has always
been subject to VAT and, latterly, various snack items including
ice-cream, confectionery, soft drinks and crisps brought into
tax by Denis Healey. Takeaway food clearly competes with these
forms of catering. All other EC countries tax both takeaway

food and building alterations.

a. Taxing building alterations and takeaway food will raise
£250m and £125m. respectively in 1984-85 and £450m. and £200m.
in a full year. <24




e. Existing VAT relief for "Personal ambulances' " extended to
cover vehicles designed or adapted for carrying handicapped person
in wheelchair or stretcher.

VAT Threshg;g

Registration threshold below which small traders not obliged to
register raised from turmover of £18,000 to £18,700, the maximum
possible under the EC's Sixth VAT Directive. Quarterly threshold
up from £6,000 to £6,200. Helps to keep small business out of

VAT net, reducing compliance costs and Customs and Excise manpower.

Drinks Duties

a. Changes have to take account of Judgement of European Court
last year. Government has fought since 1978 Commission's view
that our taxes discriminate in favour of home-produced beer.

Now raising beer by minimum amount necessary to comply with
judgement, equivalent to 2p on a pint. Complying with judgement
could have raised price as much as 7p. Balance sought by
Commission achieved instead by cutting duty on table wine by
about 18p. a bottle.

o Cider goes up by 3p a pint because it is substantially

less heavily taxed than beer but increasingly competes with it.
Spirits, fortified wine and sparkling wine all up 1lOp a bottle.
In case of spirits that is well below increase indicated by
inflation because existing.burden of tax is so high. Duties

on made-wine (e.g. British sherry) aligned with other wine.

This represents a reduction in duty on 80% of British wine which
is below 15% alcoholic strength.

C. Overall changes in drinks duties equivalent to indexation
in line with prices. Revenue yield £140m. 1984-85, £145m. full
year. '

d. Government determined that other EC countries should end
discrimination against British exports of drink. As result of that
determinatian Italian Govt. has given undertaking to comply at last
with earlier European Court ruling against the discriminatary
duties it has levied on Scotch Whisky.

o




Tobacco Duties

a. (See Customs & Excise Press Notices). Cigarettes up 10p
a packet. Additional revenue £330m in 1984/85, £340m. in a
full year. Strong health arguments for raising duty. Royal
College of Physicians' recent report "Health or Smoking ?"
recommended steady annual tax increases above the rate of
inflation. Even so tax burden (expressed as proportion of
retail price)will be about EC average only.

b. No increase in duty on pipe tobacco for second year running.
Helps pensioners, more of whom smoke pipes.

Vehicle Excise Duty

a. Duty raised broadly in line with prices. VED on cars and
light vans up £5 to £90. Duty reductions for 277,000 lighter
lorries (second year running), offset by bigger increases for
some 150,000 heavier lorries in line with road costs. Tax bands
for heavier lorries simplified by increasing them from 1 tonne
to 2 tonnes.

B VED exemption extended retrospectively to recipients of War
Pensioners Mobility Supplement; '

Concessionary
rate (£60) extended to all pre-1947 cars.

c. Revenue yield £110m. Duty still lower in real terms than
set by Labour in 1975. Increased effort at enforcement;
prosecutions up by half last year.

Petrol and Derv

a. Petrol up 44p a gallon in line with prices. Similar
inflation adjustment to Derv rounded down to 3}p. Will help
to contain industrial costs. Total tax burden on petrol below
1975 in real terms. Derv well below June 1970. U.K. petrol

=33




price still third lowest in EC after Luxembourg and Germany.

b. Duty on gas o0il and aviation turbine fuel (AVTUR) and heavy
fuel .0il unchanged. The latter has not been increased since 1980,
since when its real value has fallen by a quarter. This is a real
help to industrial users.

Kerosene

Duty on kerosene abolished. Will help pensioners using paraffin
stoves for heating: 1lp. reduction in cost of a gallon.

Car Tax

¥8rb§AEe%gX§gfff8? a%%1¥egés%es for handicapped persons eligible

A SELECT LIST OF SMALL BUT NOTEWORTHY PROPOSALS AND DECISIONS
INCLUDED IN THE BUDGET

i Additional resources for National Heritage Memorial Fund,
among other things securing future of Calke Abbey. No change
in overall public spending total involved.

2e Increase in Stamp Duty threshold means 90% of first time
home buyers will pay no duty.

3. IR limit on tax-free extra-statutory concession for long-service
awards to employees doubled, and gifts of shares in employee's
company included within limit.

4, No change in duty on fuel oil, gas oil and aviation turbine
fuel (avtur) for fourth successive year.

o Duty on kerosene, including paraffin for stoves used by
some pensioners, abolished.

. No increase in duty on pipe tobacco for second year running
(in 1982 increase was below that for other tobacco products).




Benefits large number of pipe smokers among elderly and less
affluent and protects jobs in N. Ireland.

2. Recipients of War Pensioners' lMobility supplement exempted
from Vehicle Excise Duty.

8. More vehicles designed or adapted for handicapped persons
relieved of VAT; and all eligible for that VAT relief now to
be free of car tax.

9. Reduced rate of VED extended to all pre-1947 cars.

10. Lifeboat carriage and launching equipment zero-rated for
VAT where equipment supplied direct to RNLI (lifeboats are already
zero-rated).

11 Some Livestock farmers will benefit from new "herd basis"
relief provisions despite abolition of Stock Relief.

12. Limits within which Friendly Societies doing "mixed" business
can write assurance on a tax exempt basis increased from £500 to

£750.

15, Investment allowances to be given when expenditure is incurred
rather than when the asset is brought into use. Important for
assets like ships and oil rigs.

14, Limit for retirement relief from CGT doubled to £100,000
backdated to April 1983.

15. A1l reliefs dropped from 1983 Finance Bill because of election
reinstated in 1984 bill. These include:-

a. Extension of "job-related" relief for mortgage interest
and CGT to self-employed buying home of théir own but under
contractual obligation to live in accommodation provided.




De Reliefs for share options, including doubling of

limit on monthly contributions to SAYE-linked option schemes
and increase in number of annual instalments under which
income tax can be paid in non-approved schemes from 3 to 5.

e Concessions on DLT including extinguishing deferred
liability where development is for owner's own use after 12
years.

d. Furnished holiday lettings to qualify for same reliefs
as where the activity amounts to a trade.

XV PUBLIC SPENDING AND TAXATION INTO THE 1990s.

15 General. The Green paper is a major contribution to
the current debate on the longer term. It

describes growth of public spending and taxes

over the past 20 years; and explains some of the
problems which have arisen as the rising burden of
public spending has driven up the tax burden in
parallel;

sets out some of the major likely pressures for
higher spending over the next decade;

examines what might happen to the tax burden on
alternative assumptions about GDP and public
spending growth;

concludes that with 2 per cent GDP growth between
1988-89 and 1993-94, and public spending held at its
present level for the next ten years, the tax burden
could be reduced, but only to its early 1970s level;
while with 1 per cent growth in public spending after
1988-89, the tax burden would scarcely be back to

its 1978-79 level.




It does not

b.

offer forecasts or set out policy options for
individual programmes by 1993-94. Figures do not
exist for the former; and it would be wrong in a
discussion document to pre-empt debate about the
latter;

offer forecasts of inflation, pay or unemployment,
which are not needed and wuld needlessly complicate
such an exercise.

2. Kevy points in the Paper

(a) PE in
the

PE burden rose sharply as GDF% between 1963-64 and
1984-85, as real GDP grew at only 2 per cent per
annum, or by 50 per cent in total; while real public

spending (PE) grew at about 3 per cent per annum, by
more than 90 per cent overall. PE burden rose in other
OECD countries, too.

A

A variety of reasons for this, e.g. rising expectations,
particularly in social policy; belief (disproved by
experience) that higher public spending and borrowing
would raise growth rates; the 1973 and 1979 oil crises,
and recession.

In the background, chronic over-optimism about growth,
and in the foreground, latterly, need to cut public
borrowing. Both together plus public spending trends
meant that tax burden has had t© rise sharply: from
29 per cent of GDP in 1963-64, to over 37 per cent by
end '60s and to 39 per cent today.

Rising tax burden hasbeen the upshot of spending
decisions taken with little regard to total burden
of the finance these programmes would call for.

.




Spending has been the driving force.

Pattern of tax increases which has emerged has been very
uneven, with particularly large increases in LA Rates,
income tax and, most strikingly, national insurance
contributions (See Table 3).

One pernicious result: basic income tax threshold for

e.g. married men without young children down from 45

per cent of 1963-64 average earnings to 31 per cent

in 1983%-84. Tax threshold has sunk closer and closer

to income levels guaranteed by social security benefits

for more and more taxpayers, threatening absurd position

in which very poor pay for their own benefits, creating and
deepening poverty trap and making it pay less to work
rather than take social security benefits (the unemploymer
trap).

(e) Pressures for higher public spending in the future

Amongst the major pressures will be:

the excess demand which is inevitable where sought -
after public services are provided free;

demographic trends, particularly the growing numbers
of the very elderly during this century; and the
rising proportion of retired people generally thereafter;

the normal pressures for more numerous and.more generous

social security benefits;

the substantial increases in earnings-related state
pensions under the 1975 Pensions Act which 'matures' in

1998.

rising demands for and costs of health care.




Many other countries - including many with high GDP growth rates

have recognised they face similar problems, both in Europe, the
US and Japan.

(a) Assumptions for projecting future prospects for the tax
burden

Real GDP growth of 2% per cent per annum to 1988-89 as in
MTFS; and alternative growth rates of 2 per cent (2%
per cent excluding the influence of a contracting North
Sea sector) or 1} per cent (1% per cent excluding..North
Sea) from 1988-89 to 1993-94;

- PSBR set at lper cent by 1993-94, which would be
consistent with zero inflation by that date;

and then explore what would happen to Non-North Sea tax burden
which is what ordinary people and businesses have to pay if
real public spending is flat until 1988/89 but grows by 1 per
cent per annum in 1988-89 to 1993-94; or stays flat at today's
levels throughout the decade to 1993-94.

(e) Implications of assumptions for Tax Burden (Non-North Sea)
in 1993/94.

The implications for the Non-North Sea Tax Burden as

per cent of GDP are as follows:
Projections in 1993/4,

assuming growsh rates pa 1988/9
Past to 1993/4 of:

: GDP 11%pa 2% pa
'63/64 '73/4 '78/9 '83/4 |PE O%pa 323 311

2%6 33 4.7  38.5 1%pa 34 33%

On these assumptions, non-North Sea Tax Burden

would fall below 1973-74 level with zero PE growth and

2 per cent GDP growth. This would make it possible
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to reduce the proportion of income taken by income tax
to fall to nearly the 1963/64 level for those on average
earnings; but at the other extreme,

with 1 per cent PE growth and 1} per cent PE growth the
burden would scarcely fall below 1973/74 level; while

with 2 per cent PE growth - 1 per cent per annum below
the average rate of the last 20 years - the burden would
still be 3%6-37 per cent, well above 1978-79 level. This
would only allow the income tax burden for the man on
average earnings to fall from about 20 per cent now to 18
per cent in 1993-94,

Issues posed by Green Paper

processes and trends at work in the past have shown how tax
burden is driven up by what is in effect an 'ip-built"
tendency for public spending to rise;

this process clearly has to be checked, both to recreate
tolerable personal taxation, and in order to avoid the
vicious circle of a higher spending burden leading to
higher taxes and lower growth, pushing the spending burden
still higher.

the balance of risks and rewards is not at all symmetrical.

To plan public spending on over-optimistic growth assumptions
which are disappointed is a recipe for major problems as PE
is restrained or cut subsequently. To plan on modest growth
assumptions which are surpassed in the event opens up the
agreeable prospect of higher spending or lower taxes than
foreseen.

There will be continuing pressures for higher spending in
the future. But if.these are kept under firm control,
substantial reductions in the tax burden are possible;
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Firm control to achieve that goal demands a change in
philosophy and practice, in effect 'finance must determine
expenditure" in the future, rather than vice versa, as in
the past;

successful reestablishment of the virtuous circle of a
lower tax and PE burden and faster growth is the

crucial goal. If that can be established, it is then
possible to achieve an absolute level of FE in the long
run which, though a smaller shareaf a "large and healthily
growing cake", before long exceeds the absolute level which
is possible if PE forms a larger share of a smaller and
sluggishly growing cake. Equally it is always possible to
devote some of the extra resources generated by a virtuous
circle of growth to improved public services, rather than
concentrating it all on further tax cuts.




XVI APPENDIX : MAIN INCOME TAX CHANGES

(See also Treasury and Inland Revenue Press Notices)

(2) Allowances
Increase Increase
over over
83-84 83-84 indexation

£ % £

Married man's 2795

Single(& wife's
earned income) 1785

Additional personal
and widow's
bereavement 1010

Age married man's 3755
Age single 2360
Age income limit 8100 7600

(b) Higher rate thresholds and .bands

Increase
Band 84-85 83-84 in threshold

% £ £ £ %
Lo 15401-18200  14601-17200 800 5.5
18201-23100 17201-21800 1000 5.8
50 23101-30600 21801-28900 1300 6.0
55 30601-38100  28901-36000 5.9
60 over 38100 over 36000 2100 5.8

(¢) Tax reductions (including any tax overpaid after 6 April) will be in
pay packets first pay day after 10 May.

(ii) Weekly tax reductions in cash terms for a basic rate taxpayer
of working age will be £2.08 married (new threshold £60.67 a week)
and £1.27 a week single (new threshold £38.56 a week).

(iii) No ¢ in basic rate of tax (30 per cent) or higher rates (40,
5,50,55 and 60). But Investment Income Surcharge (IIS) abolished:
1983-84 charge was 15 per cent on investment income over £7, 100
(see also Brief H6).




(b) Costs (£ million):

Total costs Cost above
indexation

1984-85 Full year 1984-85 Full year

Allowances 1715 915 1130
Basic rate limit 4s 0 0

Further higher rate
thresholds 35 0 (o}

Investment income surcharge 25 25 340

940 1470

80 per cent of the total full year cost of the income tax changes is

due to the increase in allowances.




