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I 3UDGET THEF7S

1 To reduce in`lation and im rove the tros ect forstEtainable'ob-

- MTFS covers5 Years of full Parliament, lays foundation

for long-run strategy of recovery. PS3R 1984-85

£7i billion.

Tax changes improve workings of the economy with accent

on jobs.

Substantial tax cuts for 1985-86 already announced.

More to come if public spending is restricted and

growth is sustained.

Proposals reinforce "winning combination" of falling

inflation, rising output, rising investment in 1984

and beyond.

To reform and simtlif- the tax svctem

cor7oration tax reform; 2713 abolished.

tax nPutrl'ty 'r trtment of savings and

---------

. • ;artly

flh.,nc,=,4 .37 'Me: 7A: b-,se.

:ax7ayer left to take more decisi:hs fcr himself.

7 :0 ahead

Green paper on .--c7=rn-ent --- into tl-e


1990s rublishe,'.

Shows we can   -ax C.ten s.mtantially and carry

out some much needec: ref=mc e 1-:eep firm control


of spending.

4  Three closel  related sets :f ma.'cr cham7es in tax.
in a neutra_ cum7et) -,:rmint a ma:tr oro  amme

o_ rezorm. 


a) Comman taxes

Corporation tax rates greatly reduced, allowances

cut back and stock relief ended. Cash flow

advantase to  business in 1984-85 and big  advantage

in 1985-86.

NIS abolished: big  advantage to business.

VAT on imports payable earlier: cash flow disad-

vantage to importing businesses this year. But

•
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only one-year effect, and puts hone traducers

on.fairer basis vis-a-vis competition in EC.

b) Savi s and Investment

Investment income surchar3e abolish.d.

- Life assurance premium relief abolished (new

policies).

3uilding societies and banks treated77.ore equally:
"composite rate" tax on bank interest.

Stamp duty halved.

c) Personal Tax 


Efforts concentrated on tax thresholds - up 12+ per
oent,IpIctk over £2 ter week to typical couple.

-47-er thresholds up by indel:ation - no more.

VA: ee:tended to hot take-away food and building

alterations.

  ,17^^-.r --""r-z

5 -4-L7:11d e J.'47.t tak.n ton.th-r.

Th. 7:ny ch==..c prep:: .ear-:o a variety of major

ob,fectives. I.:any of then ehieve mere than one purpose.
:t is .-tmportnt to lock ---reY calculations of

who ms or loses tha = by heYich, fro=

particular measures taken en :Tn. Their oiEJ-nificance
can only be appreciated an± b. :nrt

of a coherent Leh ame..:=7_ to far -:.ore than

the sum of its indi7iclual 7:rto.

II SUMMARY OF MAIN PROPOSALS

1 Financial Framework

Medium-term Financio: Strato--7 73779C1 CU: Up :0


1983-89. Leclinin7path for monetary -rowth and
also for P332 :er -.nt

Nonetar tarn-ets for 1984-85are per cent srowth

at an annual rate for broad money (EN3) and 4-8  per
cent for narrow money (NO).  Tarsets to apply over
period of 14 months begirnins mid-February, 1984.

PSBR for 1984-85 is about E7i billion (2i per centof
GDP).

-2-



2 Ladividual neasures

a) IncomeTax

Si le erson's allowance and married man's

allowance raised by 12i per cent, tore than
double indexation.

Hi er rate thresholds and a e allowances

indexed in line with inflation.

Investment income surcharge abolished.

Relief on life assurance nremiums to be with-

drawn on new policies taken out after Budget day.

Reliefs on forei earniaf-s and ,foreixn


emoluments reduced or withdrawn.

b) i) Snecific duties

Duty on table wine reduced by 13p a  bottle, and

duty on beer increased by 2n a pint; complies

with Eurosean Court of Justice ruling.

Duties sn other ol:shclic drin::s raised by

varyin77 a=ts. 27erall, duties on alcoholic

drinks raised in line with inflation, but

substa,t4n1 	 noes in relative tax


increases between clrin::s ;only lOs on spirits).

Duty on c4g7t.'s r=i_ei '7,27 a 7acket: no

increase or . •

Other ssecific duties raised broadly in line

with inflation.

ii) VAT

VAT base widened by withdrawing zero rating from

alterations to buil:lin:7 and hot tal:e-away food.

(No  change in VAD rate). Effect on  RPI about

0.1 per  cent only.

- VAT on i=orts to be char7ed ea,°.  Deferred

accounting abolished. Payment: a:rangements

brought into line with Customs duty  (and other

EC countries) from 1 October 1984.

c) Steno Dut7 

On share transfer and transfers of 1

buildings, rate reduced from 2 per cent to.1

per cent. -3-



d) Com ositeRate on 3anks

- Extension of 'composite rate' tax troatment of

building society deposits to bank -'emosits.

Implementation in 1985-86.

e) Co oration Tax

i) Rates

Main rate reduced from 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 for FY 1984  income;

to  40 per cent for Fy 1985 income; to 35 Per

cent for FY 1986 income: all in  this year's

Finance 3ill.

'Small co= anies rate' of corporation tax to be

reduced from 38 per cent to 30 per cent  from

April 1984.

ii) Allowances 


Stock74,14g, bo7'7*--.e,- for account teriods after

narch 13.

Catital llc':ance or catital expendi-

ture incurred after BudEet day. First-year

allowances for tlant ant 7.aohinery and

indust7,.,7b"47,44r': eao -d'aced b7 25 ter cem

(to 75 7er cent sn-4 30 7er cent respectively)

fro= 3ud:et cla7.:".arther reductions from

Narch  1935 and Narcn 1986. 7:len retlaced by

"writin: d wn"

f) National Insu.rance Surorz-g,

To be  abolished fro= October 19.24. (Currently 1

ner cent).

g) North Sea taxation

Repayment of ACT to  oil  companies with  insufficien

CT liability as offset aga$nst PRT to  be

discontinued.

- Tax treatnent of "farct-oute to be revised (in

effect, closing tax loop-hole).



III EcouctimSITUATION AN'D OUTLOOK

(For full details, see PSBR. Section 3.)

1. Recent Develo meats

Since the Autunn Statement last November, indications of

recovery at home and abroad have become firmer.

a) Overseas: In 1983 OECD output grew by 2 per cent, world

trade by 1 per cent, average price increases in

major industrial countries fell below 5 per

cent, and unemployment grew little or fell.

Interest rates changed little. Confidence im

recovery grew as policies for reducing public

spending and borrowing and inflationstrengthened

foundations of sustainable recovery. Continuing

majoruncertainties about US economy and interest

rates, however.

b) - GDP 3 per cent up in firstthree quarters of

1983, manufacturingoutput growth picking up

during the year.

:emand :lithestimated 1982-


E3 zrowth rates of 1; 7er cent for exports,

4 per cent for consumer spending,5 per

cent icr investment.

Nanufactured e=crts held theirshare of

world trade in 1933, and :rewstrongly by

7 per axcluding erratics) in  3 months


to January. The 7ear's balanceof payments

surplus reached billion.

Over the first 12 months of tar:et period

7:717within 1983 Budaet's 7-11 per cent per

annum s-ro,.:th rance, El at the top.

Interestrates continued their decline, wits

Bank Base rates now at 8i-9 per cent

(lowest for 6 years) as against 104 per cent

a year ago.

Gross profits of non-North Sea industrial

and commercial companies 25 per cent up in

1983 q 1-3 over 1982 q 1-3; and compagy

liquidity maintaining in 1983 the substantia:

-5-



i-lprovement in liquidity begun in 1982.

- Employed labour force (including self-e7ployed) up by

an estimated 85,000 between :.:arch and September1983;

services employment up 200,0001982 q tO 1983 q 3;

hours worked up, overtime increased, short-tine

reduced since1983 q 2.

- Productivity in manufacturing continuing to rise at

very fast 5-6 per cent per man hour per year, for thirc

year running.

N.B. Also worth noticing that UE's net overseas assets

rose from £10 billion in 1978 to £42 billion in 1982

(latest figure) - a very valuable counterpart to

depletion of North Sea oil and prudent use of  some of

the foreign exchange it has saved. Earnings on UE's

overseas portfolio investments rose fro:: £400  million in

1978 to almost £2j billion in 1983.

2. Outlool: for and first half of 18.=,

."See -ables 3. ond 3. of 7= for compact summary.)

..7renEral. "innin7 com'cint,:ion" of steady 7rowth,risin

in...est7ent ant fallinF, inflation set to

continue throu7h 1 and beyond, with world


economy reco-:erin7 7ore stron;:ly than ta 1983.

Aut=

Overseas. Recover:in --laj';or industrial countries,


world trade in --...an•Jfac=es t.77: weighted)

expected to -row cy = ;sr cent, su'oject to no

serious o''   etc.

Industr, Act Torecast and Prostect for U1C

3etween 1983 and 198L, 3  per cent  3DP and

consuner spending ,--_Towth, 2:7 per cent  increase

in manufacturing,5:ter cent 7rowth in  exports

6 per cen: increase in fixed investment, and

some stock buildinc. No increase in  public

spending planning total.

Current Account surplus of  £2  billion in 1984.

Inflation at 44 per cent by  1984 q  4, 4 per

cent by 1985 GI 2. N I prices are expected

to rise more slowly than  RPI in 1984-85 for

-6-



secondyear running.

Effect of Budget including indexation of specific

dutiesis only to add about cer cent directly to

prices. (In longer term inflation will be determined

by monetary conditions.)

- Investment in non-North Sea industrial and commercial

companies to rise by 9 per cent.

d) Other indicators and surve s

Outside forecasters, who doubted Treasury's optimisn

on growth and inflation in 1983, have been revising

their projections upward and downward respectively.

'lore now project further falls La intlation; and

most now concede 2-3 per cent au increase likely

in 1934.

February031 trends inquiry suggests increased amd

broadeningdenand in nanufacturing. CSO longer

and shorter leading indicators have been  rising,

zonfirmin7 trostect of no alacenin: of growth in

Iv :.:T.PS PS32 IUD :.:CNETA2Y PC1:7T

CSee also Section 2 of 17532, which zets out the strategy La
Cetail.)

inflationalready clon-L70 lcvels not e::terienced since

the 1960s and a steady recovery ':..nder the 1934 MTFS

sets out the policy fr3_meydr1: • f=her redactionsin


inflation and interest :etas, a continuat'onof the

recovery; and for the monetary targats consistent with

their achievement.

Chan s since last M7FS

Period covered extended by three ye.rs, to cover full

five year life of this F°-- to 1938-39.

Tarzet aggregatesredefined,with MC the trincipal

narrow aggregate instead of NI, which is becoming

misleading and difficult to  interpret because of its

large interest-bearing component.

- Differe t tar t r set for broad and narrow money,

as experience ehows that thanks to technical imnovatiam

-7-



(creditcards, cash dispensers etc) 4ts trend growth

will  normally be slower than ''or wider ..-gregates such

as EM3'

3. Bac cund assum tions

- Public spending up to 1986-87 broadly in real

(cost) terms as in latest White Paper. Assumed to
continue constant in real terms to 1988-89.

Annual real GDP growth averages 2i per cent to 1988-89;

inflation (GDP deflator) falls to 3 per  cent by

1988-89; no major change in exchange rate.

North Sea revenues projected on basis of  recently

published Department of Energy production assumption.

Dollar oil price assured constant till end  1985, them

to rise in line with world 'nflation.

4. :.:one--7- aan7es
Set consistent —4" 4 4" *4 " reduction, and  falling by

1 ter cent 7er arnum es 'n trevious versions of

=Ps. 7",n7,es t:r-etz, 1'?:-5.-36 and later
1:=raly 	
-1,17 ^7.!,:=4_2=

     L
=0

    =rLdm

,

fro= 

Narrow 1:oney
(E0)

Broad ::ome7

Broad and =ey r-111 11:7e e7ual ::atus in

assessingnone:a:7 condLtions, and exc'nan3erates

and other available evience will continue to be

taken into account.

National Sav4ngs f=1N.ng Policy set

at £3 billion as 4n 19'--=-25rd

5. ma Profile 


Not targets, but illustrat4on of levels which apnear

to be needed to enzure f3llin7 inflation and interes

rates.

Incorporate substanti7l reduction 1983-84 to 1984-85:

from £10 billion (est) or 3iper cent of GDP to Vi
billion or 2i per cent. This major cut is needed

and justified given that 1983-84PSBR overshot the

-8-



last yearIs Budget figure, despite July zeasures; asse
t

sales and oil revenues in 19
34-85 are expected to be

higher than foreseen last year, the latter near their

likely peak.

Over later years PSBR to stayat .1,7 billion cash, which wil:

involve a cut of GDP share from 2i per cent to 1-Z- per

cent given assumed growth of 7loney GDP, a relatively

gentle progression.

Ptoposed path ft:: PSBR reflects impact of Asset Ztles
 and

North Sea over the period, for both of whici". necessa
rily

approximate year-by-year path is set out in  Tables 2.
4-

and 2.5 of FSBR.

6. Fiscal Ad4ust7ent

MTFS shows clearly (Table 2) scope for further signif
icant

tax cuts in later years of period (provided spending i
s

held to plans and recovery is sustained) which could

exceed ZA. billions by 1986-87 in comparison with post-

ald7et tax rates.

Interest rates

lig reduction in PSBR in 13.S1-2 ',..=ierpinned dramatic

subsequent fall in both lons. and short interest rates
.

rurther Psaa cut this year favours farther reduction
s

hereafter.

- Cannot isnore US influences hoyever. Cur tolicies h
ave

already brought UK interest rates below US ones by

about 1-1i per cent for both short and long-

ter... securities, for first tize in decaces.  Further

progress could be limited by US conditi:rs.



V BUSINESS TAXATION- MAIN MEASURES (See /nland Revenue Press notice)

1. 02 ration Tax

a) Ma or eform ro *d wh * * j tation a stem:

lar co rate essivel reduced from :

	

Profits earned1983-84 50%
in

	

1984-85 49%

	

1985-86 40%

	

1986-87 35%

small companies rate down,immediately, from3ao to VS

from April1984.Profit limits unchanged.

Loalli Building Society "ffilial rate" and 373% "pegged rate"


for insurance companimp/business removed as rates fall.

stock relief abolished for account periods beginning after

Budget day.

Al owances reduced in 84  and 8 6 and  re laced b writin

down allowances in 36 7

,First year for, Initial industrial
lant and machine buildi a

and related asaets

Present 100% 79%

1984-85 79% 50%

1985-86 50% 25%

1966- 87 Replaced by: 25% writing down 4% writing down
allowance allowance

Allowances to be von from8 -6 when endin 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";

most other allowances to be aligned similarly over periods to March86

2. Defects of *sent arr nt

a) Rates of tax too high: penalise profit and success

10o•



Allowances too man,'and very complicated. Original justifications

for some of themovertaken by events eg stock relief as an emergency

measure needed when inflation high.Allowances were meant to

encourage, profitable investment, but seem not to have done so.

On any measure, returns on investment in UK lower than USA,

Germany, France - sometimes dramatically lower;

Allowances distort investment decisions: businesses putting

money where tax syatem makes it look profitable, not where

true underlying returns to econow7 on investment are high.

Allowances discriminate against all but plant and machinerr;

all buildings except industrial;

Allowances reinforce bias of tax and national insurance

charges against labour, in favour of capital.

3. Pur oases served b ro sale

To reduce tax rates

To remove distortions, and the bias against jobs

To stimulate higher quality investment, productive in its

owrright, 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 Bill

4. Benefit to Businessesof Cr rate allowance and stock relief cha es

Change structuredto help business as a whole over next 2 years

Estimated cost to vernment im
1984- 85 1985- 86

Main rate changes 280 1100

Extra revenue from Capital allowar.ce ( nil ) 650
and stock relief

Benefit to business 280 450

5. or ints to note

- When those 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 system of

commercieldmmeciation;



The CT rates of 391/30% will be significantly lower than- 0 


in almost anyof our  major competitors (et Japan 44%,USA

%, Ftiance WA, OktrmAny 50%). This should attract inward46 

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.

6. Im rtant further into of detail

As -11 (1) (b) above points out there are numerous other

specific allowances, which will be adjusted over the next

two years.

Some will be abolishedeg for Agricultural Buildings, Hotels,Dredging:

Some will be retained eg for Films, Rented tv seta, buildings ift

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 allowancee,patents or know how.

Those for mining, mineral rights, oil wells and scientific

research are already under review and proposals will be

brought forward in due course.

7. National Insurance Surchar e

Proposal: to abolish from 1 October1984 (except local

authorities: 6 April 1985)

History: Labour's tax on jobs introduced '977. Was 3i% in Hay

1979. Reduced in 1982 to 23%  then 'i% and to '% last year.

Cost:

If still30 would cost private sector113billion, which

would buy a 3p reduction in basic income tax rate;
Private sector gains 1,335m in 84/5, £865m in a full

year.

Benefit to public bodies clawed back through reductions

in  cash limits:

Evenlhough there have been increases in employer's NIC

since 1978-79, overall effect of NIC and NIS changes together

increasing the burden on business is worth £2.4 billion to

private sector in full year.

N3 Local authorities will pay the current rate throughout 1984-85 becauseit is oat
—12—



at this Pointpracticable to recoverthe effects of cutting it through the rate

support grant.

VAT on imports 


Soo Section VIII fordetails. One- ear effect cf bringing

forward paymentswhich would in any case  be made, compared

to corporation tax rate reductionsand abolition of NIS

that will give last benefits.

Overall effects of cha • in CT NIS VAT on ' rts

Taking '84 and '85 together, Budget will reduce tax payments

of business by £900s. The  NIS  CT changes will mean

substantial benefits continuing in later years.

Small com nies

Benefit from:

Corporation tax rate reduced from 3a* to 30% from April 1984

(ie 3051, applies to 1983-84 profits)

VAT threshold increased to maximum permitted under EC 6th VAT

directive from £18,000 up to £18,700

Investment income surcharge abolished : benefit to retired small

businessmen living on investments (in lieu of  pension)madeout

of taxed income; and agricultural landlords

Raising of tax thresholds means greater demand, greater

incentives

!713 Also changes in stock options, rates  and  CM retirement

relief (7rffand IX below).

11. Other changes 


a) -bade of ACT

At presentACT which is "surplus" (ie  which  cannot be set

against current year CT liability) may be carried back and set

againstCT paid on previous two years' profits.

FOr accounting periodsending on or after 1 April 1984, this

carry-back period is beingextended from two to six years

Cost : million in 1984-85 and £30 million in 1985-86:


declining thereafter

—13—



b) Cor rate Finance Packa -Eurobonds Dee Discounts etc

See Inland Revenu• Press notice

COT •xesption on lines of  gilts exemption - for fixed

interest corporate stock

New tax regime for deep discount securities issu•d by companies

Provisions to allow companies to pay Eurobond 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 (SeeInland Revenue Press Notice)

More generoustreatment: available to larger permitted number

companies in consortium: up from 5 to 20.

Taxation of International Business(See Inland Revenue Prose Notice)

Case for tackling tax havens abumwidely accepted,includingby'

British business. But no eaay answers.Present "tax havens"

legislation broadly the same as revised iraft clauses issued

October 1983, but beingintroduced now with mignificant,

modifications following snsiveconsultation with firms


involved, to provide more safe ards for all " enuine"

overseas o rations of the co ies. CT rate cuts

will lessen Impact of these provisions.

Business ansion Scheme - Farmi

There has been widespread criticism about the use of the Scheme

for investments in farmland: over £15 million known to have beet

invested in 1983-84

—114—



Therefore proposedto exclude farming as qualifyingtrade

under the scheme.Tax relief will not be available for

shares in farmingcompanies issued after 13 March 1984.

EXclusions notso widely drawn sato eliminate related

activities such as food processing, market gardening etc.

This will help US reliefs to go to the higher risk

ventures for which they are interested.



VI NORTH SEA TAX REGI'6'S

1 Positive changes ia 1983 have led to substantial increase in

development projects and exp loration.  Government  already

committed to a study of economics of  incremental development

in existing fields. Industry will be consulted, legislation

in 1985 if required,which will be backdated to chan es

receivi consent after 1 March 1 84. Meanwhile, two measures

to limit unustified loss of tax.

2 "Farmouts" Sales of interests in oil fields

(See IR press notice).

PRT restriction on "farm-outs" announced by Chancellor on

September 13 1983. Now right to follm: this with

analogous Corporation Tax restrictions an post-Budget Dv

farmouts.

Several loopholes closed: capital gains on "farmouts"

brought within North Sea corporation  tax ring fence.

Yield (ie loss of tax prevented)  assuming continuing  1983

level of  farrouts:L5 :oil:Lion in 1985-86.

R=oa-ralent of ACT to oil co=anies

Present law. PRT is deductible in calculatin7 corporation

tax :payable. 3ut ACT already oaid is repayable, to the

extent that  (by deductin;7 PaT and so reducng  the

corporation tax  7.,ayable) :he ocssib'14ty of ACrl set-off

is reduced. Oil  Taxation Act 1T75 5.17(3).

High Courtcase in 1;433, requiring reoay-oent to be  made as

soon as facts clear, created  t'::o prcblens:  substantial

repayments could become  due to be zade before ACT  could

have been set off against CT  liability under  normal ACT/OT

rules: administrative ancertainty  about date when  facts

clear.

Section 17(3) is therefore being repealed.

Yield £100 million 1934-85; full year perhaps £150 million.

4 "Futurefield" concessions

Changes made last 7ear to benefit future fields (e g no

royalty payable) not extended to Southern Basin fields.

-16.



VII VAT ON MPORTS

(See Customs and Excise Press Notice)

(a) Since VAT was introduced our treatment of  4mnorts has

given importers a cash flow advantasT they do not get

in other major EC countries. Average period of grace

allowed to importers for payment of VAT to be shortened

For traders V.v.DaY cultoms dues by direcI debiF' is the nal=
to one month instead of present average 2i :onths, in

Line with those -or customs cues./ Faymen normailyr"

on 15th of following month. -

This should

minimise problems of delays at ports of entry.
importers and

Chan-,e will ut relative ositions al omesu liars

on same basis as an moat EC countries. Follows
representations by a number of firms and sectors of mane's.

-turingagainst discrimination in favour of imported goods.

Present system has administrative advantages and is

favoured by EC Commission as a standard for European

ha=onisation. 3ut despite this no other EC count

haz troterl- adotted it. .77,7-,ayer should not be giving

inporte-s  -7ree credte .13.E1 otner EC countries move


to our system, we 7:illret= to it.

Cd) Selective exemption for raw 7aterials importers would not

be legal.

Bringing VAT pay7ments on incorts fon:card by average 1i

months gives once-for-all £1.2 billion yield, which

will help this year to finance abclition of =S, cut

in CT rate and other measures. Some of this will be

met by foreign firms. Overall, oc7panies Yillenjoy

large tax cuts over next two years. (So,_ ":above).

Implementation October 1, providing. time for Customs

to consult transport and importing interests and for

those affected to prepare for new procedures. No

change for non-VAT registered traders, who will continue

to pay on importation.

be
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VIIISTOCK OPTIONS

(See IR Press Notice).

Several important changes which will encourage wider share

ownership and help increase incentives.

OINIMM
Inoroved tax treatment of approved share option scheme.

From April 6 gains on options granted under schemes

approved by Inland Revenue will be charged mot to income

tax but to ca ital aims 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 ,diwoosal. Schemes will be

subject to certain limits. A major improvement, which

will be of great help in motivating, attracting and

retajring key executives.

3 All-em lo ee save-as--ou-earn share ontion schemes.

The E. 0 u er limit for monthly contributions under the

SAYE share option schemes is to be doubled to £100.

This will encourage growth of -oproved schemes for all

employees have already increased frcm less than 30 ia nay

1979 to a total of 870 covering nearly 2z  - cn employees

and £550 zillion of shares.

4 Easier terms for unannroved schemes

Income tax will continue to be ;aid cn unapproved option

schemes when options are exercised, tut cannow be paid

in instalments over '7. ears rather than 7, as from April 5
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IX CAPITAL TAXES

(See:aPress Notice)
Ca ital Gains Tax

Threshold below which gains are exempt raised in line with

prices from £5,300 or £5,600. Keeps about 6,000 potential

taxpayers out of tax.

Exem tion of a - and disallowance of losses - on certain


Co orate Bonds issued after Bud t da and held for more

than 12 months. Brings treatment of corporate stock broadly

into line with that of Gilts, which have been exempt since

1969. Avoids comnAcation of indexation provisions.

Limit for Retirement Relief exem tion doubled to £100 000

which will help smaller businessmen particularly.

Several small concessions including amendment to market value

rules, exemption for housing associations and self-build

societies in N.  Ireland, amendments to parallel pooling

provisions, measures to allow Gilts relief to apply to

heritage maintenance funds (as '.:_rsed by Historic Houses

Association), extension of concessions= traded options.

Chancellor recognised cor.tlexit of tax in 3udget Speech -

"a natter to which I home to return in 3 later ar".

2 Ca ital Transfer Tax

Three to rates of  CTT on death abolished. Hishest rate cut

from 75 per cent to  60 per cent. Lifetire rates reduced to

lf th rate on death throughout the scale, reducing top

rate from 50 per cent to 30 per cent. With this change,

and IIS abolition no rate of ersonal tax  will  hereafter

exceed 60 er cent. Cost to Exchequer about £50 million in

a full year.

Lower and middle rate thresholds increased in line wit

inflationo.Top rate now applied to transfers over £285,000.

Thresholds 40 per cent higher than 1978-79 La real terms.

Previous top rates confiscatory and out of line with lower

top rates of income tax. Now closer to to rates

countries.Election manifesto of 1983 referred to "lowering

taxes on capital and savings". Provides incentive and

encourages ownership. Lower e e r e c



3  Develo meat Land Tax

eshold for DLT raised from 0  000 to  000.


Increase broadly in line with prices since £50,000

rate set in  1979. Will cut number of DIT assessments by a

third and save 20 staff.

Ri t to defer tax on development for the owner's use

extended without time limit;and liabilityto deferred

tax will now be extinguished after 12 years.

Housing Corporation and registered housing associations

are being exem ted from char on deemed dis osal .

These changes will give modest but useful help to  the

construction industry.



I STANP DuTy
(See IR press Notices)

1 a)  Major and  highlydesirable reductions, which will help

buyers of  hones and securities alilre.

Stamp Duty on shares to be halved from, 2 er cent to 1 er cer

For land and build s per cent reduced rate band

abolished. per cent and 2 per cent rates cut to 1 per cer


Threshold for house sales raised from £25,000 to £30,000.

Full year cost about £295 million for land and buildings,

£165 million for share transactions.

2 a) Cut in SD on shares will encoura share ownershi reduce

cost of raisi new e uit finance hel  mainte t r-




national com etitiveness of UK stock market

As Sir N Goodison rightly observed La  his Mansion House
Speechin October 1983,401st
London would not have a flourishingcentral market or a wide
spread of shareholders until there are cuts Lm  stamp duty,
wh4ch is

"res:onsible for the rel7tively 'aigh cost of buying
shaies in London."

On that occasion he also ur7ed a -:ore radical aobroach to
tax reforu.

— 77=-7—zst  encourage teotle to hold shares in 3ritish
industrial and com=ercial co7opanies and units in unit
trusts so they can understand how important industry is,
r,nd therefore supportwith their votes policies which
encourage the develot-oent of industr7".

b) Cut in SD on land and 'cuiltings will save the avers e

UK home bu er £142.:'0 avera7e 17rice of a house is L28,500).

Presentfbur differentrates ant thresholds reduced to one

which sim  lifiestax. :Tine out of ten first-time home-

bu7ers will now pay no stam-du:- on their ourchase.

3 Detailed review of  SD in oro, ess and no action can yet be

taken on the  important furtherissues touched on in it, such as

lcco duty rates and thresholds,•hich call for further careful

consideration in light of substantial oublic response.
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XI =CCM TAX

(See Treasury and Inland Revenue Press Notices and  Appendix
to  this 2rief)

1  Raising basic thresholds substantially the overridin riori
in income tax changes this year, together with abolition of
the Investment Income Surcharge.

2 ;lain chan7es 

nearl7

3asic rate thresholds upi127 per cent: single up  £220 to
22005: married man up £360 to £3155. Additional personal
allowance and widow's bereavement allowance also uplby 14
per cent to £1150.

All other allowances increased by statutory indexation
formula only.

Investment income surcharge (IIS) abolished for  accounting
7eriods starting after Budget day.

cl) Life assurance premium relief abolished for new  policies,
but retained cm existing ones.

e) 25 7er cent forei7-1 earnings relief for UK  residents workin
abrca rcduced to r21 :er cent in 1983-34 and abolished

frc-d 1935-86.

"7crei= emoluments" relief on UK earnings of "foreiga"
entloyees of foreign com7anies withdrawn transitional

arrangements for existin7 beneficiaries).

Car benefit scales increased ID ter cent.

"Composite rate" tax arr3n7ementsto ap-py to bank account

interest from 1935-26.

Stock options, employee share schemes - see  Section U.

Costs of  chair-es 	

1)84/35 Pull Year 


Total 1.32 2.61

Above indexation 0.94 1.47

3.  Thresholds and allowances (see Appendix II for table)

Increase in thresholds etc 02a) above] more than 7  per
cent more than needed for indexation.

Reflects great concentration of effort on basic incomit
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tax thresholds and the lowest paid, who will in general

get highest  benefit from changes proportionate to  their

incomes. But Lacome tax should take a lower proportion

of  income than in  1983-84 at all income levels.

Worth 12.08 per week  to _married man, £1.27 to single

(basic  rate taxpayers).  As a rule real take-home  pay in

1984-85 is likely to be higher than in 1985-84  by 2 per

cent or more if average earnings grow at 63 per annum

as assumed by the Government Actuary. But as  always

there will be  divergences fro=  the average for particular

individuals and groups.

Higher rate bands increased in  line  with indexation.

Over 350,000 fewer taxpayers than if thresholds had

remained at 1933-34 levels (100,000 of them  widows);

400,000 fever than if thresholds had been indexed only.

About 150,000 fewer hi7her-rate bayers than if threSholds

and allowances had renained at 1983-34 levels.

Third successive but7et to raice.-fnreoholds by more than

inde::ation to  hi7.,est-yet le7els '.Lnder 7resent  Government.

Thresholds now 16 7er cent or abou.t 1/6th  hi7:her than

1978-79in real terns;  for sin:le nan hi -7e,est  since

1973_74; for 7:arried  nan under 6-", hi- est  since war.

10,000 families removed fron ;overt:- trao (paying tax and

receiving  family  income supdolement) - about 6  per cent

of total. This relatively snall number shows how  important

it is to go further. Putting  enc:17h "clear  water" between

tax threshold  ond inco_me levels 7uaranteed by Social

Security benefits to  make dranatic '...nroads into poverty

and unemployment traps will tae years of :4-etermined

effort. But that is  no reason for not continuing on the

road.

Pensioners with basic state pension only will  pay no

income tax.

U.B Additional personal allowance  and widows' bereavement

allowance up by 14 per cent, 1i per cent more than

basic rate threshold.
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4.  Investment Income Surcharc-e IIS)

a) Abolition removes:

injustice of "double taxation" of personal savings -

both when money is earned and when it 2enerates 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 simply invested

prudently.

Abolished from 1984-85 (was 15 per cent on  top of

basic rate on investment 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 65.

cl) Cost £25 million 1934-85; £200 million 1935-86;

£560 million in full year.

TOD rate of tax on persons now 60 per cent (was 98

per cent under Labour).

Saves:50 staff.

3)  One  of three measures to reduce distortions in

treatment of savin7s (abolition of life assurance

nremium relief ancl halving of stamp the others).

h)  Of our 12  maor international 7Dartners and competitors

(Japan, Canada, USA,'EC 9) only Japan and Greece

retain any discrimination against "unearned" income -

in both cases less than 5 ter cent [Hansard 8  Feb.

1984 W  A  col. 804]

5. Life Assurance Premium Relief

(See IR Press Notices)

a) Withdrawn for new (or newly enhanced) qualifyinK

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 forpne third,

of  new  premium income in 1982 of £2.7 billion.
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b) Very old relief, dating from days when life assurance

proper was virtually only way of mroviding for

future for ordinary families. Such a relief no longer

,justified

with many forms of savings outlets, it is

orbitrary to favour some at the expense of

others, and the incentive is more likely to

distort pattern of savings than raise overall

level;

"life assurance" is now predominantly not life

insurance in the technical sense, but one of

a number of savings instruments;

policies are very often no more than a part of

schemes for management and reductionof taxes -

in which case argument for applying revenue cost

to cutting general burden of tax thresholds

becomes very stronz.;

relief favours institutionalrather than direct

tersonal savings;

Together with cuts in stamp duty and IIS

abolition reinforces move to more even-handedness

in taxationof tersonal savincs and  investment.

Yields £90 million in 1934-85, ;2:240 milllion in 1985-80

(total cost of relief in 1985-84 some £700 million).

Inland Revenue commitment not to chan7e relief on

eisisliniz policies without reasonable notice honoured.

N.B. Such relief much more limited in mostEC

countries, some of which also have a stamp-duty-type

insurance tax. Nonetheless Canada and USA give no

premium relief at all; and policy gains are taxed in

3e17ium, Netherlands and Canada.
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g .
Re istered Friendl 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

buil&up and exits have been exploiting present rules

limarketing 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 suns assured will be raised from 000

to £750; and for annuities from £109 to t-56.

S. Forei n Earnin s 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 since1979.Moreover, it is open to much abuse:

employees extending visits, combining holiday with business

trips etc.

It provided a 25%deduction on earnings abroad whereUK

employees or self-employed overseas for more than 30 days.

This will be reduced to 12i% in 1984-85and 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.

7. Forei Emoluments Relief

a) 0ese for removing this 1974relief similar to that for Foreign

Earnings Relief. It was 50% when foreignera 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.

Eacouraged "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.
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8. Car and etrol 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.

9. "Com site rate" tax on bank account interest

What is "com site 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 re a able. 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 offeroffsetting benefits to

compensate for implied income tax levied.

Basic rate taxpayer not required tppay any more tax (though

his liability would otherwise by 30%). 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.

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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Ektension of 25% Composite Rate 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 8ii%) 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 Deposita

over £50,000 and 28 days excluded. 
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XII 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 1 -80.

Lower earnings limit, below which no contributions are paid,

rises from £32.50 to E34.50 in line with single retirement pension.

Upper earnings limit, beyond which contributions level off,

increased from £235 to E250 in line with assumed 64% increasein

earnings in 1984-85.

Treasury Supplement, whili helps to top up NationalInsurance

Fund, reduced from 13% of contributions to 11%. Reductionreflects

fact that the general taxpayer is financing a risingproportion

of total social security spending because of fast growthin non-

contributorybenefits 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.

Total National Insurance and NIS burden on em lo ers will

fall from 13.5% of relevant pay in 1979-80 to 10.45% in 1984-85

for contracted-in, and from9% to 6.39% for contracted out. Had

78/9 rates prevailed,private employers would have to find£2.4bn

more.

XIII INDIRECT TAXES

1. 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 wtich 0.4% represents indexation. This is reflected in the

forecast of a totalRPI increase of only 44% by 1984.
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The effect of this on people's spending power will be more

than offset on avera e b 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.

2. VAT on Buildin Alterations and Takeawa 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 buildin 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 discretiona 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 ro ressive

not re essive tax.

VAT levied on hot takeawa 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 takeaw

food and buildin alterations.

d . Taxing building alterationsand takeaway food will raise

1250m and £125m. respectively in 1984-85 and £450m. and L200m.

in a fall year. -31-



Existing VAT relief for "Personal ambulances' extended to

cover vehicles designed or adapted for carrying handicapped person
in wheelchair or stretcher.

VAT Threshold

Registration threshold below which small traders not obliged to

register raised from turnover of £18,000 to £18,700, the maximum

possible under the EC's Sixth VAT Directive. Quarterly threshold

up from E6,000 to E6,200. Helps to keep small business out of

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

Drinks Duties

Changes have to take account of Judgement of Euro ean Court

last year. Government has fought since 1978 Commission's view

that our taxes discriminate in favour of home-produced beer.

Now raisin beer b minimum amount necessa to comply with

judgement, equivalent to 2p on a pint. Complyingwithjadgement

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.

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 10p a bottle.

In case of spirits that is well below increase indicatedb

inflation because existing.burdenof tax is so high. Duties

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

This represents a reduction in duty on 80% of British wine which

is below 15% alcoholic strength.

Overall cnanges in drinks duties equivalent to indexation

in line with prices. Revenueyield £140m. 1984-85, £145m. full

year.

Government determinedthat other EC countries should end

discrimination against British exports of drink. As result of that

determination Italian Govt. has given undertaking to comply at last

with earlier European Court ruling against the discriminatory

duties it has levied on Scotch Whisky.
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5. Tobacco Duties

(See Customs & Excise Press Notices). Cigarettes up 10p


a packet. Additional revenue E330m in 1984/85, E340m. 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.

No increase in dut on i e tobacco for second year running.

Helps pensioners, more of whom smoke pipes.

	

6. Vehicle Excise Dut

Duty raised broadl in line with rices. VED on cars and

light vans up E5 to E90. 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.

VED exemption extended retrospectively to recipients of War

Pensioners Mobilit Su lement.
Concessionary

rate (E60) extended to all re-1 4 cars.

Revenue yield Ell0m. Duty still lower in real terms than

set by Labour in 1975. Increased effort at enforcement;


rosecutions u b half last ear.

	

7. Petrol and Dery

a. Petrol up 4ip a gallon in line with prices. Similar

inflation adjustment to Dery rounded down to 53-p. Will help

to cont in industrial costs. Total tax burden on petrolbelow

1975in real terms. Dery well below June 1970. U.K. petrol
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price still third lowest in EC after Luxembourg and Germany.

b. Duty on gas oil and aviation turbine fuel (AVTUR) and heavy


fueltoil 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 


Dut on kerosene abolished. Will hel ensioners using  paraffin

stoves for heating: lp. reduction in cost of a gallon.

Car Tax 


To be ;emoyed,fro-4 all vehiles for handicapped persons eligible
or vAl reilei Lel-.XIII 2e)).

XIV A SRLECT LIST OF SMALL BUT NOTEWORTHY PROPOSALS AND DECISIONS

INCLUDED IN THE BUDGET

Additional resources for National Heritage Memorial Fund,

among other things securing future of Calke Abbey. No change

in overall public spending total involved.

Increase in Stamp Duty threshold means 90% of first time

home buyers will pay no duty.

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.

No change  in duty on fuel oil, gas oil and aviation  turbine

fuel (avtur) for  fourth successive year.

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.

Recipients of War Pensioners' Mobility supplement exempted

from Vehicle Excise Duty.

Mbre vehicles designed or adapted for handicapped persons

relieved of VAT; and all eligible for that VAT relief now to

be free of car tax.

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

Lifeboat carriage and launching equipment  zero-rated for

VAT where equipment supplied direct to RNLI (lifeboats are already

zero-rated).

Some Livestock farmers will benefit from new "herd  basis"

relief provisions despite abolition of Stock Relief.

Limits within which Friendly Societies doing "mixed" business

can write assurance on a tax exempt basis increased from £500 to

£750.

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.

Limit for  retirement relief from CGT doubled to £100,000

backdated  to  April  1983.

All 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 their own but  under

contractual obligation to live in accommodation provided.
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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.

Concessions on DLT including extinguishing deferred

liability where development is for owner's own use after 12

years.

Furnished holiday lettings to qualify for same reliefs

as where the activity amounts to a trade.

XV PUBLIC SPENDING AND TAXATION INTO THE 1 s.

1. General. The Green paper is a major contribution to

the current debate on the longer term. It

a. - 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

higherspending 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 onl to its earl 1 s 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.

-3 6-



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 mild needlessly complicate

such an exercise.

2. Ke oints in the Pa er

PE in PE burden rose sharply as GD19V0 between  1963- 64 and
the 1984-85, as real GDP grew at only 2 per cent perpast 


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 othez

OECD countries, too.

- 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 1973and 1979 oil crises,
and recession.

Taxes In  the background, chronic over-optimism about  growth,
in and in the  foreground, latterly, need to cut public
767e
past,  borrowing. Both together,Tpluspublic spending trends

meant that tax burden has had to 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.
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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 fpr their own benefits,  creating and

deepening poverty trap and making it pay less to work

rather than take social security benefits (the unemploymer

trap).

(c) Pressures for hi her ublic s endin 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 1975Pensions Act which 'matures' in
1998.

rising demands for and costs of health care.
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Many other countries - including many with high GDP growth rates

have recognised they face similar problems, both in Europe, the

US and Japan.

jd) Assum tions for ro'ectin future ros ects for the tax

burden

Real GDP growth of 2i per cent per annum to 1988-89 as in

MTFS; and alternative growth rates of 2 per cent (2i

per cent excluding the influence of a contracting North

Sea sector) or per cent (li 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 rows b 1 er

cent per annum in 1988-89 to 1993-94; or st s flat at tod 's

levels throughout the decade to 1993-94.

(e) 1m lications of assum tions 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 grotqth rates pa 1988/9

Past to 1993/4 of:
GDP lloo a  a

'63/64 '73/4 '78/9 '83/ PE 0%pa 32 31

29% 33 34.7 38.5 1%pa 34 334

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 nearl the 1 6 64 level for those on avera e
earnings; but at the other extreme,

with 1 per cent PE growth and 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 36-37 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.

(f) Issues osed b Green Pa er

processes and trends at work in the past have shown how tax
burden is driven up by what is in effect an "in-built"  
tendenc for ublic s endin 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 hi her s endin burden leadin to
hi her taxes and lower rowth pushing the spending burden

still higher.

- the b ce of risks and rewards is not at all etrical.

To plan public spending on over-optimistic growthassumptions

which are disappointed is a recipe for major problemsas 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 te continuing pressures for higher spending in

the future. But ifAhese are kept under firm control,

substantial reductions in the tax burden are possible;



- 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 PE in the long

run which, though a smaller sharecf 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.
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TI/T APPENDIX : MAIN INCOME TAX CHANGES

(See alao Treaaury and Inland Revenue Press Notices)

Allowances

Married man's

Single(& wife'a
earned income)

Additional personal
and widow's
bereavement

Age married man's

Age single

Age income limit

84-85

3155

2005


1150

3955

2490

8100

83-84

2795

1785


1010

3755

2360

7600

360


220

140

200

130

500

Increase

over
83-84

12.9

12.3

13.9

5.3


5.5


6.6

Increase

over


indexation

210

120

90

Oa

•• 

•••

Hi her rate thresholds and bands

84-85 .$3-84




Increase

in threshold

15401 -182oo 14601-17200 800 5.5

18201-25100 17201-21800




5.8

23101-30600 21801-28900 1500 6.0

30601-38100 28901-36000 1700 5.9

over38100 over36000 2100 5.8

Tax reductions (including any tax overpaid after6 April) will be in
pay padkets first pay day after 10 May.

(II) Weekl 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 change in basic rate of tax (30 per cent) or higher rates (40,
145,50,55 and 60). But Investment Income Surchar e (IIS) abolished:
1983-84 charge was 15 per cent on investment income over £7,100
(see also Brief H6).

Band

40

45

50

55

60
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(b) CO8t8 (t million):

Total costs 
 Cost above 

indexation 


1984-85 Full year 1984-85 Full year

Allowances 1715 2110 915 1130

Basic rate limit 45 75 0 0

FUrthar higher rate
thresholds 35 65 0 0

Investmont income surcharge 25 360 25 340

TOTALS 1820 2610 940 1470

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

due to the increase in allowances.
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