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BUDGET SECRET 

DRAFT 20 January 

BUDGET SPEECH: OUTLINE 

Introduction 

l st Budget of this Parliament; but sixth in a series. Aim is sustainable 

non-inflationary growth. Set out a framework for responsible monetary and 

fiscal policies which have been pursued consistently. Result is steady growth 

without rising inflation. And hopefully a turning point for unemployment. 

Success of policy not in question. No reason to change broad thrust of 

policies. Do not intend to do so. But this Budget will take the strategy a stage 

further. Two essential elements. Foundation remains the MTFS. Predecessor 

published first MTFS in 1980. 

Second strand is improved supply performance. Will make tax 

announcements traditional to a Budget. But intend also to devote some time to 

[take [further] major steps towards reform of] the structure of taxation, 

[particularly company tax]. Need first to set the scene in the world and at 

home. 

World economy 

Background now more favourable to UK than in early stages of our 

recovery. Wide agreement on need to defeat inflation. And on policies for doing 

so. IMF, Delhi. 

Bl 
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5. 	US continuing to recover strongly, with rapidly falling unemployment. 

European recovery underway. Risks: US budget deficit and effect on real 

interest rates and investment worldwide; debt; possible reference to OPEC 

meeting and oil prices. Nevertheless a more encouraging background than for 

some years. 

Domestic economy 

Implications for the UK recovery. Went into recession earlier than other 

countries; emerged earlier, with falling inflation, lower interest rates, higher 

consumer spending and strong recovery in domestic demand. Performance in 

1983. Recovery set to continue. No reason to believe pessimists. Needs to be 

more widely based. Looking for increasing contribution from exports and 

investment. Autumn IAF. Evidence from recent statistics. Prospects for 1984 

and first half of 1985, output and (qualitatively) unemployment. 

Importance in this of low inflation. Achievement so far. Need to keep 

inflation coming down. Ultimate aim: price stability. Timing uncertain. But 

kind of policies required are not. Bridge to MTFS. 

The MTFS  

Role of the MTFS. Need to role forward period covered. Objectives. 

Monetary policy. Broad and narrow money; velocity. Recapitulate 

Mansion House. Announce monetary ranges together with any necessary 

qualifications. 
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10. The fiscal framework. Restate objectives. Role in financial framework. 

Consistency between monetary and financial policies. Steadily declining PSBR. 

Speed of adjustment. Medium term path and considerations. 1983-84 and 

1984-85. Uncertainties. Fiscal adjustment in 1984-85. 	[Comparison with 

prospect as seen in the autumn.] Budget judgement. Ric 

Public expenditure 

 

i)40 I> NI NA 

  

11. 	Mention any public expenditure measures. 

Reminder that social security upratings now come later. Child Benefit. 

[Unless decide to settle at Budget time.] 

LTPE 

The tax system  

Nearly 40 per cent of GDP flows through the Inland Revenue and Customs 

and Excise. Burden of taxation has of course increased; partly a result of the 

need to reduce borrowing. Reductions in taxation in predecessor's last two 

budgets. Objective remains to cut the excessive burden of taxation to help 

incentives and enterprise. Reaffirm tax objective for this Parliament. [Longer 

term tax objectives corresponding to LTPE discussion.] 

But the structure of the tax system also has an immense effect on the 

economy. Important changes made in the last Parliament. Switch from direct to 

indirect taxes. Top rates of income tax. Improved tax environment for business 

eg NIS. Small firms. More acceptable capital taxes. But much still to be done. 

Tax base too narrow because of proliferation of allowances and reliefs. Leads to 

distortion and inefficiencies. Need for greater neutrality. Wider base and bring 

down tax rates. Let market decide. 
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Taxation cannot be avoided. Aim is to minimise the damage it does. 

Difficulties of reform. Gainers and losers; impossibility of change if 

complete compensation. Programme for several years: 	more than one 

Parliament. But importance of making another start. 

Company taxation 

Background. History. Past concern for level of investment led to more 

and more generous capital allowances. But corollary is high CT rate. Strategy for 

reform of company tax. 

And other disadvantages of present arrangements. Highly discriminatory. 

Distortion of capital vs labour; effect on employment, though not measurable. 

Evidence of wasteful investment in UK (capital : output ratios). Services v. 

manufacturing. Other distortions. Equity vs loan finance. [Overhang of unused 

allowances.] 

[Capital allowances] 

[Stock relief. Introduced at time of high inflation and severe pressures on 

business. Increasingly unnecessary with low and falling inflation.] 

[Rate of CT.] Reasons for wanting to reduce it, and small companies 

rate. 

[NIS] 

[Intentions for later years.] 
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[Banks and building socities.]  

• 

[Credit licence]  

[North Sea.]  

[VAT/imports] 

[Other proposals. Include minor Finance Bill matters] 

Personal taxation:  

30. 	Also important to work to improve the structure of personal taxation. 

Indirect taxes. First need to announce rate of specific duties and VED. 

"Sensible presumption" with variations. Beer:wine problem. Decisions. 

[VAT. [Mention 1979 decisions.] VAT boundary. Decisions. Registration 

limits.] 

[Stamp duty also kind of indirect tax.] 

equities. 

land and buildings.] 

[Share options.] 

Capital taxes. [CTT, CGT, DLT.] 

Income tax: 	plethora of allowances. 	Contributing to problem. 

[Superannuation and life assurance. LAPR.] 
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37. Personal allowances, thresholds and bands. 	[IJEL/higher rates etc] 

[Minor personal allowances] 

Peroration. Major achievements in creating economic framework for recovery. 

Recovery underway. Sceptics disproved: low inflation can be combined with 

recovery. Indeed is essential to recovery. Strategy confirmed. This Budget 

takes the renewal of the economy into another stage. 
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FROM: J 0 KERR 

DATE: 24 January 1984 

MR BATTISHILL cc Sir P Middleton 
Mr Cassell 
Mr Kemp 
Mr Monck 
P(r Ptitfive4 • 

OUTLINE BUDGET SPEECH 

Since PCC did not today discuss the Central Unit outline draft 

Budget speech, I send you my personal thoughts on it, for what 

they may be worth. 	(The Chancellor has not of course seen 

the outline.) 

I have four comments. 

First, I think that the Chancellor will wish to present 

this Budget as very much one covering a 2-year timescale. 

This will become all the more necessary if we are on an approxi-

mately revenue-neutral Budget for year 1, and are showing - and 

to some extent spending - a large fiscal adjustment for year 2. 

And if we in the end do the PAS abolition, it will surely become 

crucial. 	Some pointers in this direction ought perhaps to find 

their way into the outline. 

Secondly, I think that the structure of the argument over 

the PSBR/Public Expenditure/Tax needs - subject of course to 

Cabinet on 9 February - to be adjusted to relate the tax objectives 

to the MTFS borrowing path and the spending objectives for this 

Parliament. 	The LTPE document is, I believe, likely to contain 

tax and-spending figures for the probable last year of the 

Parliament; and we may of course be putting them into the MTFS. 

There would probably be no problem with the present structure if - 

1 
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as the Chancellor certainly intends - we manage to avoid including 

any new public expenditure measures in the Budget: if so paras 11 

to 13 of the present outline could probably be collapsed into one, 

which would centre on the PEWP totals, and the LTPE figures and 

arguments. 	But if there have to be any 1984/85 public expenditure 

announcements - eg child benefit - they would fit very oddly into 

a section dealing with medium term objectives. 

Thirdly, the outline suggests that this speech, unlike last 

year's, would contain no section on unemployment. 	I am not sure 

that is right. 	There are a number of obvious places where a 

section could be inserted: last year it came early on, at a point 

which would correspond to para 7 of the present outline. 	An 

alternative might be to take it, and NIS, right to the end, after 

the thresholds, in the hope that people totting up their score cards, 

and scoring an increase above indexation on the income thresholds, 

would be taken by surprise at the abolition of NIS. 	But my main 

point is that I think it might be politically a mistake to break 

with the tradition of having an unemployment passage. 

Finally, a small point. 	By far the biggest cheer in the 

first 45 minutes of last year's speech was for the news that 

Civil Service numbers would by this year be lower than at any 

time since the war! 	The Chancellor will take some persuasion, 

I guess; but I think that he probably ought to include this year 

a very short paragraph on the further diabeftgation of parasites 

like us. 

J 0 KERR 
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FROM: E P KEMP  
26 January 1984 

MR BATTISHILL cc Sir Peter Middleton 
Mr Anson 
Mr Cassell 
Mr Monck 
Mr Kerr 

OUTLINE BUDGET SPEECH 

In the light of the minuting following MY Kerr's personal comments of 24 January, 

I wonder if I could just make a very obvious and I am sure totally unnecessary 

suggestion that if there is to be talk about employment and unemployment (and I 

am inclined to agree with Mr Anson that it would be much better to put the 

emphasis positively on the former rather than on the latter) pay should be 

mentioned. Indeed following last week's Liverpool speech the Chancellor 

could hardly discuss employment without talking about pay. I can see the 

problem about trying to put this message into new language (especially since 

a couple of years ago we actually had a section in the Budget Speech specifically 

entitled "Jobs and Pay") but I am sure that Mr Kerr is right in his fourth 

paragraph to suggest that it would be a mistake to break with the tradition 

of an employment/unemployment/pay/cost of jobs passage. 

2. On Civil Service numbers etc I am all for talking about further decimstion 

of us parasites, but I would ask that it be borne in mind that the parasites 

themselves (or at least their unions representing them) also read Budget speeches 

and at about that time we shall be coming up to the 1984 pay negotiations and 

simultaneously trying to get a long-term pay agreement. I hope the pot need 

not be stirred unnecessarily. (Although of course after yesterday's announcement 

there is no telling whether we shall even be speaking to the unions by then!) 

E P ICEMP 
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MR BATTISHILL 

FROM: J ANSON 
DATE: 25 ,,J112.6,t7 1984 

Mr Ke..wm- 
cc Sir Pet-e1" Middleton 

Mr Bailey 
Mr Cassell 
Mr Kemp 
Mr Monck 

OUTLINE BUDGET SPEECH 

Two comments on Mr Kerr's suggestions. 

On unemployment, I imagine that a new Chancellor will not 

want to leave the impression that he has taken the main ingredients 

of his predecessor's speeches and just stirred them around. 

This might point to having a section this time on employment  
(rather than unemployment), which would draw on the main themes 
of the NEDC jobs paper. 

Similarly, on civil service numbers, it would obviously be 

possible to recite the latest agreed numbers, but it would not 

have the same impact as the "landmark" mentioned by 

Sir Geoffrey Howe last year. I wonder whether the point could not 

be broadened out into the need for greater efficiency throughout 

the economy as a whole: taking in lower numbers in the civil 
service and privatisation in its various forms; and in the 

private sector, primarily a matter for management and workforce, 

but government ready to take action where government action is 
appropriate, eg MSC financing of NAFE courses (which should just 

by then 
have been announced/and so will be topical). But I am trepassing 
on my former patch! 
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BUDGET SPEECH OUTLINE 

You asked to see a possible outline for the Budget Speech this 

... weekend. One is attached. 

This year's Speech might be built around two themes. 

Consistency of purpose in financial and economic 

policy as the only way to low inflation, sustainable 

growth and significantly lower taxes in the longer 

term; 

Tackling the problem of tax reform so as to reinforce 

the Government's other policies, improve economic 

performance and produce a simpler system. 

With firm control of public spending these come together in 

offering the prospect of a virtuous circle of growth without 

inflation ,opening the way to lower taxes which in turn reinforce 

and encourage that very growth process. A popular theme might 

be: paving the way for lower taxes. 

In the present outline we have concentrated mainly on 

coverage and order. In the section dealing with tax changes I 

have tried, as you asked, to group as many items as possible 

under the general umbrella of tax reform - shifting the balance 
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of tax further in the direction ofspending; getting a better 

structure for company taxation; and removing distortions in 

savings and investment. Not all the measures currently in play 

fit easily into this structure, but it provides a convenient 
starting point. In places the outline can be little more at 

this stage than a series of headings with some suggestions about 

linkage. However, if it seems to covert the ground reasonably 

well you might like us to commission contributions next week to 
see what the first draft of a speech on these lines might look 

like in continuous form. It would be helpful first, however, to 

have your own reactions as to structure and order - and, if it 

is not too soon, the kind of length we might aim for. 

A M W BATTISHILL 

2 
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, 	

• 	 13 FEBRUARY, 1984 

BUDGET SPEECH: OUTLINE 

C A..i 	A Introduction 

First Budget of this Parliament; but sixth since 1979. 

2. 	Hallmark of this Government is consistency of purpose to defeat inflation 

and lay the only sound foundations for future prosperity, jobs and lower taxation. 

Result of our medium term financial strategy can be seen in three years of 

steady growth, inflation at a level not seen for 16 years, rising living standards, 

and, hopefully, now a turning point for unemployment. 

3. 	Success of policies not in question. Tribute to Sir Geoffrey Howe. No 

reason to change them. 

4. 	This Budget has two themes: 

first, achieving continuing growth through lower inflation; 

second, a tax reform Budget leading to a simpler tax system for all. 

5. 	Synopsis of rest of speech. Finish on: no tax increases 1984-85, and 

prospect of significant tax reductions in 1985-86 with some announced now. So 

this a Budget for two years. 

(-• 
t- 	 World background 

[Quite a short passage with emphasis on risks to recovery.] 
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• 
Background now more favourable to UK than in early stages of our 

recovery. Wide agreement on need to defeat inflation. And on policies for doing 

so. 	IMF, Delhi. 	US continuing to grow strongly, with rapidly falling 

unemployment. European recovery under way more slowly. 

Risks to world recovery. Uncertainties of US situation. Size of US budget 

deficit continues to exert upward pressure on world interest rates, and 

exacerbate international debt problem. Oil prices: although risk of sharp fall 

receded a little, has not disappeared altogether. Although lower oil prices 

helpful in long term to world activity can pose short term problems at home. 

Nevertheless, a more encouraging world background than for some time. 

e Domestic economy 

And considerable economic success at home. UK went into recession 

earlier than other countries; emerged earlier, with falling inflation, lower 

interest rates, higher consumer spending and strong recovery in domestic 

demand. Performance in 1983. In good position now to weather any 

international storms. 

Recovery set to continue. Faster than partners in Europe: quote EC 

Commission and OECD. No reason to believe pessimists. Recovery becoming 

more widely based. Looking for increasing contribution from exports and 

investment. Autumn IAF. Evidence from recent statistics. Prospects for 1984 

and first half of 1985. 

BUDGET SECRET 



BUDGET SECRET 

r-) The MTFS  

Crucial role of MTFS in this because of importance of expectations of 

further progress towards price stability. Extension of MTFS to 1988-89. Stress 

importance of keeping the PSBR coming down in the early years of the MTFS 

period, because of North Sea oil revenues, asset sales, and so on. Include 

reference to sensible management of assets portfolio. Government not an 

investment trust: free to dispose from time to time of minority holdings. 

Provide a bridge to later passages on longer term public expenditure and tax 

obj ectives. 

Immediate prospects for further growth and lower inflation 

reinforce employment on supply side. Budget will be an important 

step 

pay and jobs. 

r 	Monetary Policy  

12. 	Monetary framework: looking back to developments over the last year and 

forward to the targets for next. Some recapitulation of the Mansion House 

speech. Funding policy. Broad and narrow money. EM3 (no mention of PSL2). 

MO (no mention of M2): barometer for lower inflation. So need for continuing 

decline in broad and narrow money. Conditions for stable prices clearly in place 

by end of period, steady but not excessive downward pressure on money supply 

growth meanwhile. Announce next year's targets. 
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6C- e • 	Public Expenditure and Taxation 

Public expenditure background. Public spending takes over two fifths of 

national income. As result taxation is far too high and needs to be brought down. 

In the early years of the last Parliament no alternative but for taxes to rise: 

partly in order to bring down excessive borrowing and partly because of the 

recession. But this process began to be reversed in Sir Geoffrey Howe's last two 

Budgets. Much lower taxation crucial to improving the performance of the 

economy in the longer term. So much more needs to be done if we are to get 

taxation back to the levels of the 1960s and early 1970s. 

Importance of flat public expenditure - in short, medium and longer term. 

First, important steps already taken. Refer to public expenditure White Paper. 

Public spending flat in next 2 years. New arrangements for Contingency 

Reserve; and much larger. And projected flat over rest of MTFS period. 

Include reference to Government's record and plans on public sector investment. 

Mention Civil Service numbers. Unlike some previous Budgets, no further 

expenditure measures to announce this year. Include reminder that social 

security upratings now come later, including Child Benefit. [And deal here with 

European Budget refunds.] Government has made its plans and will stick to 

them 

Longer term. Refer to LTPE Green Paper. Carefuly describe its status. 

Shows how, with firm control of public spending; prospect opens up of 

significantly lower taxation later on. Key to achieving both tax cuts and a 

simpler tax system in the longer term. How Government sees debate evolving. 

Public Sector Borrowing and interest rates  

Pick up from passage on borrowing in section on the MTFS. Review course 
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of the PSBR in 1983-84: last year's Budget estimate; the July measures; 

forecast outturn in the autumn; present forecast outturn still the same. Go on 

to discuss the factors bearing on 1984-85. Need to make good start in bringing 

borrowing down further. Comparison not with 1983-84 but the MTFS path. Need 

to get back on track despite this year's vicissitudes. Deal with arguments of 

fiscal reflationists (Sir Ian Gilmour and others). Allowance made for asset sales 

etc in ensuring that PSBR consistent with monetary objectives at declining 

interest rates. 

Informed House in November that might have to increase taxes in the 

Budget by £1 billion to achieve a PSBR of £8 billion for 1984-85. Having regard 

to important factors just mentioned now believe £8 billion too high. Right to 

aim for PSBR of £71 billion. On basis of Autumn Statement would mean 

increasing taxes next year by £1 billion. But since Autumn number of factors 

which have helped fiscal prospect, including North Sea oil. As a result, improves 

prospect for 1984-85 and, even more so, for 1985-86. Have, therefore, decided 

that, consistently with planning for £71 billion PSBR next year, right to present 

a Budget whose measures will be broadly neutral in 1984-85 but which will cut 

taxes in 1985-86 by around £11 billion. Trust that this move to lower taxation 

welcomed throughout House, and country. 

Tax Reform  

Would have liked to lower tax burden this coming year. But if tax cuts 

have to wait another year there are other changes which are too important to 

defer any longer. Refer to tax reform. Of course level of taxes very important. 

But not the only consideration. Structure of the tax system also important to 

performance of the economy. Of course, two are connected. Special reliefs and 
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exemptions often the product of too high tax rates: easing where shoe pinches 

most. Lower public spending makes room for lower taxes: less need for specific 

reliefs and scope for simpler system. Significant changes made in the last 

Parliament. Switch from direct to indirect taxes. Income tax rates reduced, 

especially absurd top rates. Improved tax environment for business eg cuts in 

NIS, small firms measures and so on. More acceptable level and structure for 

capital taxes. 

But much remains to be done. Essence of a more rational tax structure lies 

in maintaining and widening tax base. Tax base still too narrow because of 

proliferation of special allowances and reliefs. Many inappropriate to today's 

circumstances. Means that tax rates higher than they need be; that investment 

takes place in the wrong assets; that savings decisions are too much influenced 

by tax; that tax shelters assume disproportionate importance. Some reforms 

long overdue. Will always be obstacles to change. Cannot avoid gainers and 

losers. But there cannot be change if no-one is ever to be worse off. So, 

importance of gradual change, allowing people to adapt. May take a period of 

years. But crucial to get the process underway again. 

And lower inflation makes it possible to remove some of the distortions 

built into the tax system to cope with past inflation. 

Today shall propose changes in three important areas: first, the balance of 

taxation on income and spending; second, company taxation; and third, savings 

and investment. 
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Indirect Taxes 

First, the balance between taxes on income and taxes on spending. 

Predecessor made an important start in switching some of the burden away from 

income taxation; but consider it right to move further in that direction. Helps 

with incentives. People free to spend more of their own money. Have therefore 

reviewed scope for further action this year. 

Specific duties. Widely accepted now that these need to be increased each 

year in line with prices if not to be eroded by inflation. No virtue in periods of 

"benign neglect": as past shows, only leads to periodically large increases to 

restore previous levels. So broad indexation from year to year a sensible starting 

point. This year do not see excise duties as an area for major change. Some 

small adjustments. 

But because of lower inflation duties only need to go up on average by 

[ 	per cent. Look forward to day when the increase can be zero. 

Long fight with EEC over beer and wine. Must obey law - though only 

because satisfied this an area where rest do. Determined not to disadvantage 

UK by excessive observance of spirit of law where others not. Deal with Italians 

and Vermouth. 

Next VAT. Different considerations apply here. Refer to 1979. No case 

this year to change the VAT rate. [Perhaps mention in passing revalorisation of 

the registration threshold.] But can increase coverage. Difficult, but some 

moves possible. First newspapers etc; then buildings, lastly hot take-away. 

Caution builders that some better news to come. 
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Then vexed question of financial sector, especially banks. Explain credit  

licence duty as an extension of the indirect tax base. All very sensible. Long 

been an objective of many Governments. 

Altogether will bring in an extra £ [ I billion revenue from indirect taxes in 

1984-85; and £ [ ] billion in a full year. Impact on RPI; industrial costs etc. 

Company Taxation 

Next, company taxation. Because inflation now low right time to bring two 

particular distortions to the end of their useful life. System littered with special 

reliefs and allowances reflecting past pressures. In particular, past obsession for 

tax incentives led to more and more generous capital allowances. But inevitable 

corollary is much higher corporation tax rate than really needs to be. Mention 

other disadvantages of present arrangements. Highly discriminatory. Distortion 

of capital and labour. Evidence of wasteful investment; comparative 

capital:output ratios. Services versus manufacturing. Equity versus loan 

finance. Sterile argument, and litigation, over boundaries leading to absurd 

results. 

No longer justified in ignoring all this with inflation down to 5 per cent and 

set to go even lower. So capital allowances to be reduced in stages. Give 

details. Emphasize not an attack on manufacturing or profitable investment. 

But aims to produce a company tax structure better suited to improving 

economic performance. 

3L Stock relief. Similar considerations apply. Introduced at time of high 

inflation and severe pressures on business. Part of rough and ready attempt to 

deal with that. Patched up over time. Increasingly unnecessary with low and 

falling inflation. Now to go altogether. 
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So far measures will save Government money. But can use this for other 

half of structural change. What industry long wanted and what Government 

recognises is now justified (likely expectations of an end to NIS). Reduction of 

absurdly high CT rate. Plan to match yield from CAs and stock relief with 

progressive cuts in CT rate. See changes as a package. Earnest of intentions 

announce CT rates for 1984-85 and 1985-86. Consistent with aim of a Budget 

for two years. 

Deal with small companies. 30 per cent rate [and profit limits]. Also deal 

with CTT as special help to unquoted companies. Recognise problem of 

unincorporated businesses. Deal with DLT. 

Reference to loan guarantee scheme extension. 

Business expansion scheme. 	Announce withdrawal of agriculture as 

qualifying trade. And give warning about any future abuse. Will not hesitate to 

take action at once; not wait again for Budget. 

Special reference to oil and North Sea. Farm ins. Effect of company tax 

package on oil companies. 

VAT on imports. Refer back to earlier discussion of EEC "rules". Have 

tried to persuade other partners to accept PAS. But without success. Raised in 

NEDC. Cannot remain indifferent to needs of fair competition. Announce 

change. 

Need also to pay attention to financial sector. And this brings me to third 

area of tax reform: savings and investment. Refer back to importance of 

company tax changes in easing distortions on side of investment. Turn now to 
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savings. 	Do not wish to continue to leave building societies with unfair 

advantage in competing for savings with banks etc. CT rate and treatment of 

gilts. Also aim to allow banks to compete on equal terms for retail deposits. 

Allow banks to apply composite rate. Widely welcomed by bank customers and a 

desirable measure of simplification. Necessary anyway as more and more pay 
CAATql,  

interest on clitteferrt accounts. 

But financial sector long suffered under a totally unjust financial burden - 

level of stamp duty on share transfers. Refer to history: Healey doubling of SD. 

11€144) 
Now propose to halve. And to help burdens on house buyers etc, 	on land 

and buildings as well, 	VAA-)fr 	L‘1-1 \ ‘'''-C" 	• 

And that is not all. Many Chancellors have referred to need for better 

pattern of tax and savings. Have looked particularly at reliefs for institutional 

savings. One change justified today. Life assurance long since ceased to be 

concerned solely with provision against death. Simply another form of savings 

with no claims to special consideration nowadays. So have decided to withdraw 

relief on new policies. 

At same time remove US which unjustified on any basis. A clearer, more 

honest system. Look forward again to the emergence of the personal saver and 

investor. 

.1-1P 	 Income tax 

Now that brings me to the end. Income tax thresholds unacceptably low. 

Poverty trap, black economy, incentives etc: so must do something about it. 

Pick up earlier reference to switch from taxing income to taxing spending. 
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But first deal with foreign earnings, car benefits share options and anything 

more of this kind. 

Then announce increases in personal allowances, higher rate thresholds and 

bands. 	

PA e› 

Finally, one thing forgot to mention. Abolition of NIS too (from August). 

Unjustified tax etc. Recount history of Labour increases. Helps company sector 

if not fully this year then next, including builders and banks. Burden of company 

taxes down as proportion of GDP and will come down further as CT cumulates. 

L Peroration 

Broad strategy confirmed. This Budget takes economic renewal another 

stage forward. And takes a large step forward to lower taxes and a simpler tax 

system. 

BUDGET SECRET 
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BUDGET SPEECH: OUTLINE 

Introduction  

First Budget of this Parliament; but sixth since 1979. 

Hallmark of this Government is consistency of purpose to defeat inflation 

and lay the only sound foundations for future prosperity, jobs and lower taxation. 

Result of our medium term financial strategy can be seen in three years of 

steady growth, inflation at a level not seen for 16 years, rising living standards, 

and, hopefully, now a turning point for unemployment. Success of policies not in 

question. No reason to change them. 

This Budget will do two things. First, it will take a winning strategy one 

stage further. Second, it will renew our commitment to a simpler tax system, as 

well as to fewer taxes and a lower tax burden for companies and individuals 

alike. Though only limited room for manoevure this year, have a number of 

measures to announce later. 

World economy 

Background now more favourable to UK than in early stages of our 

recovery. Wide agreement on need to defeat inflation. And on policies for doing 

so. IMF, Delhi. 

BUDGE SECET IN 



5. 	US continuing to recover strongly, with rapidly falling unemployment. 

European recovery underway more slowly. Risks: US budget deficit and effect 

on real interest rates and investment worldwide; debt; possible reference to 

OPEC meeting and oil prices. Nevertheless a more encouraging background than 

for some years. 

Domestic economy 

Implications for the UK recovery. Went into recession earlier than other 

countries; emerged earlier, with falling inflation, lower interest rates, higher 

consumer spending and strong recovery in domestic demand. Performance in 

1983. Recovery set to continue. Faster than partners in Europe: quote EC 

Commission and OECD. No reason to believe pessimists. Recovery becoming 

more widely based. Looking for increasing contribution from exports and 

investment. Autumn IAF. Evidence from recent statistics. Prospects for 1984 

and first half of 1985, output and (qualitatively) unemployment. 

Importance in this of low inflation. Achievement so far. Need to keep 

inflation coming down. Ultimate aim: price stability. Timing uncertain. But 

kind of policies required are not. 

Employment and Unemployment  

Low inflation also key to better employment prospects. [Passage on 

employment picking up themes of NEDC jobs paper/Merseyside speech. Success 

on inflation necessary but not sufficient to provide more jobs. Also needs: 

greater flexibility of labour markets; more responsive wage rates; removal of 

obstacles to mobility; and so on. Mention structural changes; importance of 

services; challenge of new technology; importance of productivity and 
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competitiveness.] Unemployment too high. But labour market showing welcome 

signs of improvement: more employment; less short-time; more vacancies etc. 

No easy options. 

9. 	This could lead on to a passage dealing with the supply side more generally, 

including privatisation, competition policy, skill training, and so on. 

The KITS  

There will need to be a substantial passage recalling the philosophy and 

role of the MTFS in providing a consistent framework for policies. It will also 

need to cover the roll-forward to 1988-89. And explain/justify the public 

spending assumption. This will also be the place to discuss the path for the 

PSBR, both the 1988-89 figure and the path towards it. The main thrust must be 

the importance of keeping the PSBR coming down in the early years of the MTFS 

period, because of North Sea oil revenues and asset sales, and so on. There needs 

also to be a bridge to later passages on longer term public expenditure and tax 

objectives. 

Monetary Policy 

This section needs to emphasis the importance of monetary policy, looking 

back to developments over the last year and forward to the targets for next. 

Some recapitulation of the Mansion House speech. Discuss broad and narrow 

money. Separate targets for 1984-85. Reaffirm EM3 (with PSL2). Discuss 

choice for narrow money; announce MO (with M2). 

EltULJ 	-fSECRET 
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Public Sector Borrowing 

11. This section needs to pick up from the passage on borrowing in the section 

on the MTFS. It should review course of the PSBR in 1983-84: last year's 

Budget estimate; the July measures; forecast outturn in the autumn; and the 

present forecast outturn. Go on to discuss the factors bearing on 1984-85, and 

announce planned PSBR for next year. Look also briefly at prospects for 

1985-86 which suggest a sizeable fiscal adjustment. Against this background 

your judgement is that the Budget needs to be broadly neutral in its effects in 

1984-85. But given the better prospects the following year you will announce 

some measures with7-c-Zisjfalling partly or mainly in 1985-86. 

Public Expenditure and Taxation 

Strategy. Public spending takes 42 per cent of GDP. As result taxation is 

far too high and needs to be brought down. In the early years of the last 

Parliament no alternative but for taxes to rise: partly in order to bring down 

excessive borrowing and partly because of the recession. But this process began 

to be reversed in Sir Geoffrey Howe's last two Budgets. Much lower taxation 

crucial to improving the performance of the economy in the longer term. So 

much more needs to be done if we are to get taxation back to the levels of the 

1960s and early 1970s. 

White Paper period. First, important steps already taken. Refer to public 

expenditure White Paper and [if it has taken place] pre-Budget debate on public 

spending. Public spending flat in next 2 years. And projected flat over rest of 

MTFS period. Unlike some previous Budgets, no further expenditure measures to 

announce this year. Include reminder that social security upratings now come 

later, including Child Benefit. Government has made its plans and will stick to 

them 
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Longer term. Bridge to LTPE discussion paper. This shows how, with firm 

control of public spending; prospect opens up of significantly lower taxation later 

on. 

[Develop passage on LTPE] 

Right therefore to take a longer perspective than just one year. In framing 

Budget have looked at the effects of measures not just in 1984-85 and 1985-86 

but with view to longer term considerations as well. 

Tax Reform  

Level of taxes crucial. But not the only consideration. Structure of the 

tax system also important to performance of the economy. Significant changes 

made in the last Parliament. Switch from direct to indirect taxes. Income tax 

rates reduced, especially absurd top rates. Improved tax environment for 

business eg NIS: small firms measures and so on. More accpetable level and 

structure for capital taxes. 

But much still to be done. Tax base too narrow because of proliferation of 

special allowances and reliefs. Some inappropriate to today's circumstances. 

Simply means tax rates higher than they need be. Leads to distortions and 

inefficiencies. Need for: fewer special rules and greater neutrality; wider base 

and lower rates; less interference with market choices. Some reforms long 

overdue. Will always be obstacles to change. Never the "right" time. Cannot 

avoid gainers and losers. But there cannot be change if no-one is ever to be 

worse off. So, importance of gradual change, allowing people to adapt. May 

take a period of years. But crucial to get the process underway again. 

Today shall propose changes in three important areas. 

B u 	(77-1 



Indirect Taxes 

First, the balance between taxes on income and taxes on spending. 

Predecessor made an important start in switching some of the burden away from 

income taxation; but consider it right to move further in that direction. Helps 

with incentives. People free to spend more of their own money. Have therefore 

reviewed scope for further action this year. 

Deal first with the indirect taxes. 

Specific duties. Widely accepted now that these need to be increased each 

year in line with prices if not to be eroded by inflation. No virtue in periods of 

"benign neglect": as past shows, only leads to periodically large increases to 

k`? '4\?' 
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restore previous levels. So broad indexation from year to year a sensible starting 

point. Does not preclude sensible small adjustments to duty rates for industrial, 

social or other reasons. This year do not see excise duties as an area for major 

change. Some small adjustments. Mention beer:wine problem. Go on to 

announce the new duty rates. 

22. 	Next VAT. Different considerations apply here. Refer to 1979. No reason 

this year to alter the 15 per cent standard rate. [Perhaps mention in passing 

revalorisation of the registration threshold.] Next deal with coverage of VAT, 

particularly the boundary between standard rated items and those which are 

zero-rated. Conclude that some changes are justified. Describe and justify new 

standard rate package. 

[23. Consider whether at this stage to go on to deal also with PAS on imports:  

alternative is to deal with this as part of the company tax changes.] 

U r, 
	 n 
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[24. Consider whether to deal here with credit licence duty as an extension of 

the indirect tax base. Alternative is to deal with this along with other measures 

affecting banks and building societies.] 

25. 	Altogether will bring in an extra £ [ ] billion revenue from indirect taxes in 

1984-85; and £ [ ] billion in a full year; [much more in 1984-85 if PAS. and/or 

credit licence duty included here.] 

Company Taxation 

26. Next, company taxation. Begin with background and history. Refer to 

Corporation Tax Green Paper. 	System littered with special reliefs and 

allowances reflecting past pressures. In particular, past obsession for tax 

incentives led to more and more generous capital allowances. But inevitable 

corollary is much higher corporation tax rate than really needs to be. Mention 

other disadvantages of present arrangements. Highly discriminatory. Distortion 

of capital and labour. Evidence of wasteful investment; comparative 

capital:output ratios. Services versus manufacturing. Equity versus loan 

finance. Sterile argument, and litigation, over boundaries leading to absurd 

results. 

Set out strategy for reform of company taxation. Aim to get a tax 

structure better suited to improving economic performance, not to raise more 

money from companies. Bound to be losers and gainers. But [immediate effect 

will be to lighten the burden on companies as a whole.] 

Stock relief. Introduced at time f high inflation and severe pressures on 

)  I 
business. -Ioterefteingolif unnecessary with 1 	fuelPfaiiisag inflation. 

I 
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Capital allowances. Explain and justify detailed proposals. Describe 

longer term objectives. 

Corporation tax rate. Reason for wanting lower rates. Changes in 

company taxation to be seen as a package. Announce CT rates for 1984-85 and 

[
1985-86. Deal with small companies. Recognise problem of unincorporated 

businesses. 

Any other minor coporation tax measures eg ACT carry back. 

Banks and building societies. Passge on differences in tax treatment of 

banks and building societies. Aim to bring closer together. Reflects their close 

competitive position over wide area. Deal in turn with 

V- Clikr") building societies' CT rate; 

[building societies' gilts treatment] ; 

composite rate for banks; 

[mortgage interest ceiling] ; 

any NSB consequent ials. 

[33...Aredit licence duty, if not alreadymentioned in section on indire-Crtaxes.1 

[34. VAT on imports, if not already mentioned in section on indirect taxes.] 

(61,4140.̀y VtAlkUte ta 	91S 4 

35. 	North Sea. Farm ins. Effects on company tax package. 

Savings and Investment 

36. Another area where special tax rules and allowances have led to 

unacceptable distortions. Wide variations in pre and post-tax returns of lenders 
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and borrowers depending on tax status. Number of undesirable consequences. 

Bias in favour of institutional rather than direct savings. Discouragement to 

investment in equities. Emergence of complicated savings schemes far removed 

from original purpose of tax reliefs. 

Changes have to be made gradually if not to disrupt financial system. But 

important to make a start in removing distortions. 

Refer back to importance of company tax changes in easing distortions on 

side of investment. Go on to deal with changes in area of savings.  

Life assurance. Discuss and announce changes in premium relief. 

Stamp duty on equities. Probably also convenient at this point to 

deal with stamp duty on land and buildings as well. [recognise help 

for construction offseting VAT/alterations.] 

Capital taxes. 'X CTT revalorisation of thresholds; top rate; and 

lifetime rates. CGT revalorisation. [DLT.]  

Finish this section on HS. 

[For consideration whether there should be mention in this section of tax 

treatment of superannuation pension funds as something to be looked at 

after Mr Fowler's enquiry.] 

Income Tax 

39. Perhaps begin with a general passage reiterating the Government's main 

objectives for income tax - improving incentives, raising thresholds to help with 

the poverty and unemployment traps, and reducing the burden generally. Pick up 

the reference to the balance between taxing income and taxing spending. 
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40. Deal next with any miscellaneous items. 

Foreign earnings and foreign emoluments. Reasons for change. 

Car benefit scales. 

Any others. 

alf• 
41. 	Finish 	personal allowances mid higher rate threshold and bands.c4  

Peroration 

Major achievements in creating economic framework for recovery. 

Recovery well established. Sceptics disproved. Low inflation can be combined 

with steady growth. Indeed it opened the way to recovery. Broad strategy 

confirmed. This Budget takes economic renewal another stage forward. 

BUDG 



BUDGET SECRET  

NO 	OF i-f- COPIES  

From: SIR PETER MIDDLETON 

Date: 3 February 1984 

CHANCELLOR 

BUDGET PRESENTATION 

I think that we should start thinking about the Budget 

presentation very soon now. I would suggest that we might 

go about it something like this: 

divide the Budget measures in batches according 

to the main tax reform themes of the Budget; 

allocate each of these to a junior Minister; 

consider how to deal with MTFS and LTPE issues 
--,,, , , 

ie those dealing with the broad( 	) meansstrategy -. 	____---• 
yourself bringing in the Chief Secretary. 

2. 	You might ask each Minister to consider and report 

back to you and the Chief Secretary on a broad strategy 

to deal with their particular area covering: 

any pre-Budget preparation which might be desirable; 

a list of key themes on which supporting material 

would be needed at Budget time, leading to a 

list of bull and defensive points; 

any particularly important groups to be approached, 

how this might be done and when; 

any particular journalists or parts of the press 

to be briefed. 
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410 3. 	You will have very little time yourself immediately 
after the Budget, and you will need a lot of hard work 

from your colleagues on particular groups of measures to 

sell what is clearly going to be a difficult package. 

It is not possible to produce a grouping of measures 

which encapsulates all the Budget checks and balances, 

and we shall need to come back and consider other cross-

linkages. But Ministers might be detailed off to deal 

with things at this stage on the lines of the attached 

list. The FST's batch is of course much the most difficult, 

which is why the rather special housing and construction 

area has been allocated to the EST. 

I do not think it is too soon to start doing this - 

the packages are sufficiently well developed. Thinking 

about the presentation in detail is a good discipline, 

it will help with the Budget speech as it advances, and 

of course it is of the first importance in its own right. 

k 
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ekAllocation of-ikaelget-reetesteres 

,,;;7 	 Co%Apcuo.Jç44044t )  Cutti 
Financial Secretary: effretscrn-t-onveffiesqst 	 (in 

rIL 
effectscn companies (except 

construction).4kilt 413eat.tes 41$44sUesled would be: 

PAS for imports 

CT, capital allowances, stock relief 

NIS 

North Sea (inc. ACT repayment to oil companies) 

VAT registration threshold, small companies CT profits limits 

p#4,AA.,h14,'L. pg. how 
.1 	 . • 

	 general oversight of werie-te-prerveht-the-wreys 

in which this Budget will improveS the structure of taxation, on companies and persons,. 

housing and 

fl lab 

and the benefits this is likely to have. 
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Minister of State: effects on persons, including distributional effects (and oversight of 

the relevant press notices), and effects on RPI. Measures to be discussed would be: 

Excise duties 

VAT base 

Income tax thresholds 

Abolition of US 

[-91Avf 	6) .- V4 LP' 	IZ6\  
LAPR (effect on persons) 

Share options 

Foreign earnings deduction 

Foreign emoluments deduction 

CTT 

Car benefit scales 

MIR for self-employed 

And stamp duty, DLT and building societies CT (though possible effect on mortgage 

rate) so far as they would influence discussion of distributional effects of the Budget. 
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Economic Secretary: effects on financial sector and housing and construction, to 

ip
include relevant press notices. Measures to be discussed in relation to the financial 

sector would be: 

credit licence duty 

LAPR (effect on financial sector) 

composite rate on banks 

SD on share transfers 

Building societies CT 

Effects on financial sector of company tax changes and NIS 

And for housing and construction effects: ( Could be FST ) 

VAT on alterations 

SD on land and buildings 

Building societies CT (effect on mortgage rate) 

effects on housing and construction of company tax changes (inc. PAS on 

imports) and NIS. 	 k‘,  
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Sir Peter Middleton 
Sir Terence Burns 
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BUDGET SPEECH OUTLINE 

You asked to see 3 possible outline or the Budget Speech this 

... weekend. One is attached. 

2. 	This year's Speech might 
	

built around two themes. 

Consistency of Durp e in financial and economic 

policy as the only ay to low inflation, sustainable 

growth and signi Scantly lower taxes in the longer 

term; 

Tackling the roblem of tax reform so as to reinforce 

the Governme t's other policies, improve economic 

performanc and produce a simpler system. 

With firm contro of public spending these col-Lie together in 

offering the pr spect of a virtuous circle of growth without 

inflation,open ng the way to lower taxes which in turn reinforce 

and encourage that very growth process. A popular theme might 

be: paving the way for lower taxes. 

3. 	In the present outline we have concentrated mainly on 

coverage and order. In the section dealing with tax changes I 

have tried, as you asked, to group as many items as possible 

under the general umbrella of tax reform - shifting the balance 

1 
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• of tax further in the direction of spending; getting a better 

structure for company taxation; and removing distortions in 

savings and investment. Ndt all the measures currently in play 

fit easily into this structure, but it provides a convenient 

starting point. In places the outline can be little more at 

this stage than a series of headings with some suggestions about 

linkage. However, if it seems to cover' the ground reasonably 

well you might like us to commission contributions next week to 

see what the first draft of a speech on these lines might look 

like in continuous form. It would be helpful first, however, to 

have your own reactions as to structure and order - and, if it 

is not too soon, the kind of length we might aim for. 

• 

A M W BATTISHILL 

2 
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DRAFT 3 FEBRUARY 

BUDGET SPEECH: OUTLINE 

Introduction  

First Budget of this Parliament; but sixth since 1979. 

Hallmark of this Government is consistency of purpose to defeat inflation 

and lay the only sound foundations for future prosperity, jobs and lower taxation. 

Result of our medium term financial strategy can be seen in three years of 

steady growth, inflation at a level not seen for 16 years, rising living standards, 

and, hopefully, now a turning point for unemployment. Success of policies not in 

question. No reason to change them. 

This Budget will do two things. First, it will take a winning strategy one 

stage further. Second, it will renew our commitment to a simpler tax system, as 

well as to fewer taxes and a lower tax burden for companies and individuals 

alike. Though only limited room for manoevure this year, have a number of 

measures to announce later. 

World economy 

Background now more favourable to UK than in early stages of our 

recovery. Wide agreement on need to defeat inflation. And on policies for doing 

so. IMF, Delhi. 

BUu
A  
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5. 	US continuing to recover strongly, with rapidly falling unemployment. 

European recovery underway more slowly. Risks: US budget deficit and effect 

on real interest rates and investment worldwide; debt; possible reference to 

OPEC meeting and oil prices. Nevertheless a more encouraging background than 

for some years. 

Domestic economy 

Implications for the UK recovery. Went into recession earlier than other 

countries; emerged earlier, with falling inflation, lower interest rates, higher 

consumer spending and strong recovery in domestic demand. Performance in 

1983. Recovery set to continue. Faster than partners in Europe: quote EC 

Commission and OECD. No reason to believe pessimists. Recovery becoming 

more widely based. Looking for increasing contribution from exports and 

investment. Autumn IAF. Evidence from recent statistics. Prospects for 1984 

and first half of 1985, output and (qualitatively) unemployment. 

Importance in this of low inflation. Achievement so far. Need to keep 

inflation coming down. Ultimate aim: price stability. Timing uncertain. But 

kind of policies required are not. 

Employment and Unemployment  

Low inflation also key to better employment prospects. [Passage on 

employment picking up themes of NEDC jobs paper/Merseyside speech. Success 

on inflation necessary but not sufficient to provide more jobs. Also needs: 

greater flexibility of labour markets; more responsive wage rates; removal of 

obstacles to mobility; and so on. Mention structural changes; importance of 

services; challenge of new technology; 	importance of productivity and 
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competitiveness.] Unemployment too high. But labour market showing welcome 

signs of improvement: more employment; less short-time; more vacancies etc. 

No easy options. 

9. 	This could lead on to a passage dealing with the supply side more generally, 

including privatisation, competition policy, skill training, and so on. 

The MTFS  

There will need to be a substantial passage recalling the philosophy and 

role of the MTFS in providing a consistent framework for policies. It will also 

need to cover the roll-forward to 1988-89. And explain/justify the public 

spending assumption. This will also be the place to discuss the path for the 

PSBR, both the 1988-89 figure and the path towards it. The main thrust must be 

the importance of keeping the PSBR coming down in the early years of the MTFS 

period, because of North Sea oil revenues and asset sales, and so on. There needs 

also to be a bridge to later passages on longer term public expenditure and tax 

objectives. 

Monetary Policy 

This section needs to emphasis the importance of monetary policy, looking 

back to developments over the last year and forward to the targets for next. 

Some recapitulation of the Mansion House speech. Discuss broad and narrow 

money. Separate targets for 1984-85. Reaffirm EM3 (with PSL2). Discuss 

choice for narrow money; announce MO (with M2). 
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Public Sector Borrowing 

11. This section needs to pick up from the passage on borrowing in the section 

on the MTFS. It should review course of the PSBR in 1983-84: last year's 

Budget estimate; the July measures; forecast outturn in the autumn; and the 

present forecast outturn. Go on to discuss the factors bearing on 1984-85, and 

/ 

announce planned PSBR for next year. Look also briefly at prospects for 

1985-86 which suggest a sizeable fiscal adjustment. Against this background ,.. , -....„,,. 
your judgement is that the Budget needs to be roadly neutral in its effects in 

1984-85. But given the better prospects the following year you will announce 

some measures with costs falling partly or mainly in 1985-86. 

Public Expenditure and Taxation 

Strategy. Public spending takes 42 per cent of GDP. As result taxation is 

far too high and needs to be brought down. In the early years of the last 

Parliament no alternative but for taxes to rise: partly in order to bring down 

excessive borrowing and partly because of the recession. But this process began 

to be reversed in Sir Geoffrey Howe's last two Budgets. Much lower taxation 

crucial to improving the performance of the economy in the longer term. So 

much more needs to be done if we are to get taxation back to the levels of the 

1960s and early 1970s. 

White Paper period. First, important steps already taken. Refer to public 

expenditure White Paper and [if it has taken place] pre-Budget debate on public 

spending. Public spending flat in next 2 years. And projected flat over rest of 

MTFS period. Unlike some previous Budgets, no further expenditure measures to 

announce this year. Include reminder that social security upratings now come 

later, including Child Benefit. Government has made its plans and will stick to 

them 

, 
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Longer term. Bridge to LTPE discussion paper. This shows how, with firm 

control of public spending; prospect opens up of significantly lower taxation later 

on. 

[Develop passage on LTPEJ 

Right therefore to take a longer perspective than just one year. In framing 

Budget have looked at the effects of measures not just in 1984-85 and 1985-86 

but with view to longer term considerations as well. 

Tax Reform  

Level of taxes crucial. But not the only consideration. Structure of the 

tax system also important to performance of the economy. Significant changes 

made in the last Parliament. Switch from direct to indirect taxes. Income tax 

rates reduced, especially absurd top rates. Improved tax environment for 

business eg NIS: small firms measures and so on. More accpetable level and 

structure for capital taxes. 

But much still to be done. Tax base too narrow because of proliferation of 

special allowances and reliefs. Some inappropriate to today's circumstances. 

Simply means tax rates higher than they need be. Leads to distortions and 

inefficiencies. Need for: fewer special rules and greater neutrality; wider base 

and lower rates; less interference with market choices. Some reforms long 

overdue. Will always be obstacles to change. Never the "right" time. Cannot 

avoid gainers and losers. But there cannot be change if no-one is ever to be 

worse off. So, importance of gradual change, allowing people to adapt. May 

take a period of years. But crucial to get the process underway again. 

Today shall propose changes in three important areas. 
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Indirect Taxes Taxes 

First, the balance between taxes on income and taxes on spending. 

Predecessor made an important start in switching some of the burden away from 

income taxation; but consider it right to move further in that direction. Helps 

with incentives. People free to spend more of their own money. Have therefore 

reviewed scope for further action this year. 

Deal first with the indirect taxes. 

Specific duties. Widely accepted now that these need to be increased each 

year in line with prices if not to be eroded by inflation. No virtue in periods of 

"benign neglect": as past shows, only leads to periodically large increases to 

restore previous levels. So broad indexation from year to year a sensible starting 

point. Does not preclude sensible small adjustments to duty rates for industrial, 

social or other reasons. This year do not see excise duties as an area for major 

change. Some small adjustments. Mention beer:wine problem. Go on to 

announce the new duty rates. 

Next VAT. Different considerations apply here. Refer to 1979. No reason 

this year to alter the 15 per cent standard rate. [Perhaps mention in passing 

revalorisation of the registration threshold.] Next deal with coverage of VAT, 

particularly the boundary between standard rated items and those which are 

zero-rated. Conclude that some changes are justified. Describe and justify new 

standard rate package. 

[23. Consider whether at this stage to go on to deal also with PAS on imports: 

alternative is to deal with this as part of the company tax changes.] 
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[24. Consider whether to deal here with credit licence duty as an extension of 

the indirect tax base. Alternative is to deal with this along with other measures 

affecting banks and building societies.] 

Altogether will bring in an extra £ [ ) billion revenue from indirect taxes in 

1984-85; and £ [ ] billion in a full year; [much more in 1984-85 if PAS. and/or 

credit licence duty included here.] 

Company Taxation 

Next, company taxation. Begin with background and history. Refer to 

Corporation Tax Green Paper. 	System littered with special reliefs and 

allowances reflecting past pressures. In particular, past obsession for tax 

incentives led to more and more generous capital allowances. But inevitable 

corollary is much higher corporation tax rate than really needs to be. Mention 

other disadvantages of present arrangements. Highly discriminatory. Distortion 

of capital and labour. Evidence of wasteful investment; comparative 

capital:output ratios. Services versus manufacturing. Equity versus loan 

finance. Sterile argument, and litigation, over boundaries leading to absurd 

results. 

Set out strategy for reform of company taxation. Aim to get a tax 

structure better suited to improving economic performance, not to raise more 

money from companies. Bound to be losers and gainers. But [immediate effect 

will be to lighten the burden on companies as a whole.] 

Stock relief. Introduced at time of high inflation and severe pressures on 

business. Increasingly unnecessary with low and falling inflation. 

, 
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Capital allowances. Explain and justify detailed proposals. Describe 

longer term objectives. 

Corporation tax rate. Reason for wanting lower rates. Changes in 

company taxation to be seen as a package. Announce CT rates for 1984-85 and 

1985-86. Deal with small companies. Recognise problem of unincorporated 

businesses. 

Any other minor coporation tax measures eg ACT carry back. 

Banks and building societies. Passge on differences in tax treatment of 

banks and building societies. Aim to bring closer together. Reflects their close 

competitive position over wide area. Deal in turn with 

building societies' CT rate; 

[building societies' gilts treatment] ; 

composite rate for banks; 

[mortgage interest ceiling] ; 

any NSB consequentials. 

Credit licence duty, if not already mentioned in section on indirect taxes.] 

VAT on imports, if not already mentioned in section on indirect taxes.] 

North Sea. Farm ins. Effects on company tax package. 

Savings and Investment  

Another area where special tax rules and allowances have led to 

unacceptable distortions. Wide variations in pre and post-tax returns of lenders 



and borrowers depending on tax status. Number of undesirable consequences. 

Bias in favour of institutional rather than direct savings. Discouragement to 

investment in equities. Emergence of complicated savings schemes far removed 

from original purpose of tax reliefs. 

• 

Changes have to be made gradually if not to disrupt financial system. But 

important to make a start in removing distortions. 

Refer back to importance of company tax changes in easing distortions on 

side of investment. Go on to deal with changes in area of savings.  

Life assurance. Discuss and announce changes in premium relief. 

Stamp duty on equities. Probably also convenient at this point to 

deal with stamp duty on land and buildings as well. [recognise help 

for construction offseting VAT/alterations.] 

Capital taxes. CTT revalorisation of thresholds; top rate; and 

   

lifetime rates. CGT revalorisation. [DLT.]  

Finish this section on US. 

 

[For consideration whether there should be mention in this section of tax 

treatment of superannuation pension funds as something to be looked at 

after Mr Fowler's enquiry.] 

Income Tax 

39. Perhaps begin with a general passage reiterating the Government's main 

objectives for income tax - improving incentives, raising thresholds to help with 

the poverty and unemployment traps, and reducing the burden generally. Pick up 

the reference to the balance between taxing income and taxing spending. 



40. Deal next with any miscellaneous items. 

Foreign earnings and foreign emoluments. Reasons for change. 

Car benefit scales. 

Any others. 

41. 	Finish on personal allowances and higher rate threshold and bands. 

Peroration 

Major achievements in creating economic framework for recovery. 

Recovery well established. Sceptics disproved. Low inflation can be combined 

with steady growth. Indeed it opened the way to recovery. Broad strategy 

confirmed. This Budget takes economic renewal another stage forward. 



FROM: J 0 KERR 
DATE: 6 February 1984 

PS/Sir P Middleton 	 cc Sir T Burns 
Mr Battishill 
Mr Ridley 

The Chancellor was grateful for the outline of the Budget 

speech which Mr Battishill submitted on 3 February. He would 

be grateful for comments from Sir P Middleton, Sir T Burns, 

and Mr Ridley; and then envisages a short meeting. 

J 0 KERR ki\e1/4xd-k.,.. 	tvw. viv-A4 

v.k- 11  ) pkc.stAt ) 

can r Ahli4 

I'dt4  

etttillt 

 



Stamp duty (land and buildingsk,tAt 

a r 
13,2/Ndr\itISN'AZ111-

IIS, 

1 

foreign earnings deduction, 

• 
BUDGET SECRET 

 

   

   

PRESENTATION OF BUDGET MEASURES  

"O\ I 0 

Ch/Ex Reference No .6`61.(1 

Chief Secretary - Capital tax changes, tax expenditures, 

effects of the Budget on housing and construction, and tax 

on the better-off. Relevant measures would be:- 

CTT .eopra DLT, 

MIR for the self-employ 

foreign emoluments deduction, 

Financial Secretary - Company tax reform, and effects of the 

Budget on companies (except housing and construction). Relevant 

measures would be:- 

PAS, CT, capital allowances, stock relief, NIS, 

North Sea (including ACT repayments to oil companies) ,Sitcut,07N4 

VAT registration threshold, and small companies CT 

profit limits. 

Also qm%447 general oversight of presentation of how Budget improves 

structure of taxation on companies and persons. 

Minister of State - Effects on persons, including distributional 

effects, and RPI effects. Relevant measures would be:- 

Excise duties, VAT base 

income tax thresholds, /7a5e*6a.0.Q....4rnings 
CENac.b4*.ekg.kt 
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t14441.144.5 ; 
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	 d car 

benefit scales 

Economic Secretary - Effects on the financial sector. Relevant 

measures would be:- 

Credit licence duty, composite rate on banks, LAPR 

stamp duty on share transfers, 

_tbuilding societies CI 

and the effect on the financial sector of the company tax/NIS/ 

/
PAS changes. 

NATURE OF THE TASK 

The responsible Minister would commission and supervise work in 
• 

each area on the preparation of:- 

i. a list of key themes on which supporting 

material would be needed at Budget time, 

leading to lists of positive and defensive 

points; 

a note on the past history of the measure 

being amended/abolished/introduced; 

advice on particular presentational pitfalls 

to be avoided in each area; 

advice on key groups to be approached, and 

how this might best be done, and when; 

briefing for (a) Ministerial colleagues, 

(b) the backbenches, and (c) particular 

journalists or parts of the press. 

A provisional presentation strategy in each area, covering the 

points listed above, might be submitted by, say, 23 February, 

with a view to discussion at the 28 February "overview" meeting. 

BUDGET SECRET 
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From: SIR PETER MIDDLETON 

CHANCELLOR 

BUDGET SPEECH 

 

Date: 9 February 1984 

cc 	Sir T Burns 
Mr Battishill 
Mr Ridley 

 

    

I think that Mr Battishill's note is a good basis for discussion. 

But you might find it helpful to consider an alternative 

approach on the following lines. I have arrived at this 

by working backwards - to see if there is a presentation 

which enables you to conclude on two upbeat notes - the 

personal allowances and NIS and to do this by maintaining 

a bit of suspense throughout the presentation about whether 

the NIS is going to be retained or not. Almost any effective 

presentation depends on a combination of a 5 year MTFS 

approach and a 2 year 1984-85, 1985-86 current approach. 

The latter is particularly important to make the arithmetic 

come broadly right. 

Start as Battishill: 

Themes (i) growth through lower inflation; 

(ii) simpler tax system with a wider base. 

Then world economy - uncertainties of current U/S 

situation etc. 

1 
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411 4. 	But success of economy so far. In good position to 
weather international storms. 

Crucial role of MTFS in this because importance of 

expectations of further progress to price stability. Extension 

of MTFS. 

Immediate prospects for further growth and lower inflation: 

reinforce employment on supply side, Budget will 

be an important step; 

pay and jobs. 

Mo 
Monetary framework: M3, ,M' etc - barometer for lower 

inflation need for which explained in paragraph 5. So 

continuing decline in broad and narrow. [Conditions for 

stable prices clearly in place by end period, steady but 

not excessive downward pressure meanwhile]. Next year's 

target. 

PSBR and interest rates. Make good start this year. 

comparison not last year but MTFS path. Need to get back 

on track despite last year's vicissitude. Deal with Gilmour. 

Allowance made for asset sales etc in ensuring that ranges 

consistent with monetary objectives at declining interest 

rates. 

Public expenditure background. Importance of flat 

public expenditure, in short, medium and longer term. 

Refer to LTPE paper. (Care to describe status in unmistakable 

terms.) Tax reducing, tax reforming objectives. 

Essence of any more rational tax structure is maintaining 

and widening tax base. Lower inflation means can also 

remove some of cruder distortions built into tax system to 

cope with inflation. 

Because lower inflation specific duties up by only x - 

look forward to day when can be zero. 

2 
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12. Long fight with EEC over beer and wine. Must obey 

law - though only because satisfied this an area where 

rest do. Determined not to disadvantage UK by excessive 

observance of spirit of law when others do not. One glaring 

omission. Drawn to attention in NEDC. PAS. Remove this 

disadvantage re French. Alas, provides with El bn or so 

of revenue in 1984-85. But fear not, can be well used. 

Some to reduce PSBR. And no extra cost in subsequent years. 

No case for change in VAT rate. But can increase 

base here. Difficult, but some moves possible. First 

newspapers (exit press gallery), buildings, hot food. Do 

hope builders won't commit suicide till they hear the rest 

of the package. Then vexed question of financial sector, 

especially banks. Explain credit licence. All very wise. 

Objective of many governments. 

Because inflation low, two particular distortions 

have come to end useful life. Policy on company tax as 

Battishill. Paralysis of Green Paper all right while inflation 

high and uncertain and accountants' incomes in need of 

supplementation. But not justified now inflation low and 

going down further. So, allowances to be reduced in stages. 

Careful explanation about great love of manufacturing and 

profitable investment etc. 

Stock relief same sort of tax. Part of crude attempt 

to deal with inflation. Patched up with time. Now to 

go, to the relief of all. 

So far measures saved Government money - can use for 

other half of structural change. What industry long wanted 

and what Government recognised is no longer justified (pause 

to allow expectations abolition of NIS to firm). Reduction 

of absurdly high CT rate. Long run CT plan to match the 

allowances and stock relief. 

Small companies and CTT  for unquoted. 

Special reference to oil and North Sea. 

Need to pay attention to financial sector. Don't 

want to leave building societies with unfair advantage. 

3 
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• Their CT rate and gilts. Also allow banks to compete 
on equal terms for retail deposits. Give composite rate. 

Widely welcomed by bank customers and a desirable measure 

of simplification. Necessary anyway as more and more pay 

interest on different accounts (refer back to M1). 

But financial sector long suffered under a totally 

unjust financial burden - level of stamp duty. Halve today. 

And to help burdens house owners etc, halve on land and 

buildings as well. (Look behind for cheers). 

And that's not all. Many Chancellors deal with better 

pattern of tax and savings. Must tackle reliefs to institutions. 

Pensions being looked at in Fowler, quite right so no proposals 

there. But life assurance long since ceased to have anything 

to do with death. 	So kill off the relief on new policies. 

At same time remove ITS which unjustified on any basis. 

A clearer, more honest system). The emergence of the personal saver 
and investor. 

Now that brings me to end. Income tax low threshold 

very bad. Stare at R Howell. Poverty trap, black economy 

etc so must do something about it. Keep waiting while 

deal with Foreign earnings, car benefits and anything more 

for the elderly or the infirm. Then allowances, higher 

rate thresholds and banks . 

Accept cheers. Sit down. Atahz.fr;gia4j) 

Stand up. By the way, like Battishilli there is one 

thing I forgot to mention. Abolition of NIS too. As well 

as CT reduction. Unjustified tax etc. Puts the company 

sector in the money if not this year then next, especially 

builders and banks. Burden of company taxes down as proportion 

of GDP and will come down further as CT cumulates. More 

cheers. 

P E MIDDLETON 

4 
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FROM: ADAM RIDLRY 

9 February 1984 

CHANCELLOR 
	 cc Sir P Middleton 

Sir T Burns 
Mr Battishill 

I. 

BUDGET SPEECH OUTLINE  

Here are some very quick and preliminary comments in advance 

of your meeting at 10 a.m. tomorrow. 

One's first concern is that this, your first Budget Speech, 

should be not too long; and as human as possible. I don't 

see any easy way of keeping its length down, given the vast 

number of specific proposals coming forward, subject to one 

important possibility which I shall come to later. Equally 

it is very difficult to see how such a large range of necessarily 

rather technical proposals can be made human and simple. 

Nonetheless it remains vital to do so as far as possible. 

In economic terms, the general messages which are picked 

up in various places in the outline seem sensible enough. 

In putting flesh on those bones, I would hope that one could 

particularly aim at the following objectives: 

strent;Lhening confidence in the recovery; 

adding more credibility to the goal of zero long-run 

inflation, in a way which will carry greater conviction 

with the financial markets. They are rather uneasy 

about this issue at present; 

as part of that process, recreate confidence in the 

MTFS. This involves, I think, not so much strident 

adjectives as making sure that you face up to the 

markets' underlying anxieties about what really lies 

behind the figures, and do nothing which smacks of 

concealment or evasiveness; 

present the LTPE message with conviction. The problem 

here seems to me that there is a very tricky dilemma 

which we cannot easily resolve. If you are trying to 

launch a debate, then that surely means that all is not 

well;.  yet what we are presenting is figures which suggest 

that all could be well; 

convey the vital importance of removing the distortions 

to the tax system which are leading you to a programme 
of major reform. My own thought on looking at the outline 
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was that it would only be possible to do this properly 

if you grossly overloaded what is already a very weighty 

text. I could not help asking myself whether there might 

not be advantage in having some kind of background paper 

which would be released at the same time as other Budget 

documents, which would analyse and illustrate as graphically 

and tellingly as p,-,ssible the degree of distortions which 

we are hoping to tackle, drawing for example on the published 

work of the IFS and the subsequent updating undertaken by 

Mr Byatt and others. 	If we did that, it would enable you 

to keep the presentation of the tax changes moving swiftly, 

and require far less distracting technical illustration 

in your speech proper. 

4. 	I also have a number of specific points on the outline, 

which are as follows, paragraph references as in the attachment 

to Mr Battishill's minute of February 3. 

Introduction  

Paras. 1-3 	Obviously a tribute to Sir Geoffrey Howe and 

Lord Richardson might be appropriate here. 

Para. 7 	I hope you will not be too uncertain about the 

timing of the achievement of price stability. 

Short pars 9  I would be for saying next to nothing on the 
Supply Side generally in this speech, given the 

pressure from other material, unless you absolutely 

have to. 

Long pare 9  - The presentation of the MTFS needs to convey 

something about the level of inflation at the 

end of the five year period, not least in order 

to reassure markets; 

 

it is vital to present the path of the 

PSBR in an honest way, "coming clean" about 

the impact of asset sales, and perhaps dis-

cussing the parallel path of the PSFD or GGFD; 

- will you have to say something here about 

the fiscal adjustments in the later years of 

the MTFS? 

Para. 10 	There could be a case, while discussing monetary 

policy, for allaying anxieties about borrowing 

-2- 
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trends over the next eighteen months. Would this 

be a point at which you say anything significant 

about your philosophy towards funding policy, 

and targets for DNS, which do not have a home any-

where else at present? 

Perhaps this should include a short, crisp defence 

of the Government's record and plans on investment, 

having regard to the new presentation in the PEWP, 

stale thoug,la that may be for the minute number of 
wlil 

people who/have already read it! 

I have a suspicion that the section on LTPE would 

have to end with some indications as to how the 

Government wished to see the debate evolve. 

The section on tax reform could do, perhaps, with 

some linking with the previous section on spending. 

One might wish to open up with the thoughts that: 

Paras 12  
and 13  

Paras 14  
and 15  

Para. 16 

high taxes breed exemptions and exceptions, 

for those areas where the shoe is pinching 

most; 

high spending also breeds a high PSBR, thecrowdirE 

out Of private financing, in particular 

risk taking and enterprise; 

as one advances towards lower taxes, it 

follows, therefore, that one is able to begin 

to remove some of the exemptions and 

exceptions; and at the same time to reverse 

the crowding out of enterprise and its 

financing. 

Para. 17  Does this crucial paragraph need to be a little  

more general? Not many people are thrilled by 

concepts like "distortions" and "neutrality". 

But they do understand debate conducted in terms 

of favouring the wrong kind of assets, favouring 

the institutionalisation of investment and saving, 

when it should be in the hands of individual lenders, 

borrowers and risk takers, and some agreement with 

the growing conventional wisdom that we have invested 

too much in houses and risk-free assets, and not 

enough in industry. 

  

-3- 
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It may also help to launch the thought that many 

tax expenditures are not what you have as a right, 

but as a privilege. 

Para 25 The section on indirect taxes must clearly deal with 

the impact with the measures proposed on inflation, 

and on industrial costs. 

Para 26 One might wish to launch this section with some 

observations about the present relatively healthy 

state of the company sector, the growth in its 

liquidity, rate of return, and recourse to the capital 

market. A theme which might be worth considering here 

is that the structure of company taxation in this country 

needlessly penalises the successful risk-takers, while 

subsidizing the less successful, and less enterprising. 

Fara 28 As you know, I think you'll need a pretty good case for 

getting rid of stock relief! 

Para 38 My own instinct at this point would be to make no refer-

ence to the Fowler enquiry and pension funds. 

Para 39  In praying in aid higher thresholds to help poverty and 
unemployment traps, one needs to watch for the familiar 

IFS criticisms; and to parade your argument that we 
need to go through Didcot, 

in order to get to Oxford. 

5. One final comment, prompted by para. 2 of Mr Battishill's 
minute of February 3. I see it as less important to convey 

consistency with purpose, which has now been taken for -1:anted, 

than to underline the credibility  of your fundamental commitment 

to getting inflation down, continuing with the NTFS, and 

mastering expenditure growth. I think that outsiders will be 

looking carefully both at the speech and at the reaction to it 

to test how strong your position will be. Most of the answer 

to that lies, of course, more with the solidarity with colleagues 

etc. rather than the precise words used. But they are an 

important part of the story nonetheless. 

A N RIDLEY 
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CHANCELLOR 

From: SIR PETER MIDDL8TON 

Date: 9 February 1 4 

cc 	Sir T :Jrns 
Mr Ba ishill 
Mr R dley 

BUDGET SPEECH 

I think that Mr Battishill's note is a go 	basis for discussion. 

But you might find it helpful to conside an alternative 

approach on the following lines. I hav arrived at this 

by working backwards - to see if ther is a presentation 

which enables you to conclude on two pbeat notes - the 

personal allowances and NIS and to 	this by maintaining 

a bit of suspense throughout the 

the NIS is going to be retained 

presentation depends on a combin 

approach and a 2 year 1984-85, 

The latter is particularly imp 

come broadly right. 

p esentation about whether 

not. Almost any effective 

tion of a 5 year MTFS 

985-86 current approach. 

tant to make the arithmetic 

Start as Battishill: 

Themes (i) growth through lower inflation; 

(ii) simpler tax system with a wider base. 

Then world economy - uncertainties of current U/S 

situation etc. 

1 
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• 4. 	But success of economy so far. In good position to 

weather international storms. 

Crucial role of MTFS in this because importance of 

expectations of further progress to price stability. Extension 

of MTFS. 

Immediate prospects for further growth and lower inflation: 

reinforce employment on supply side, Budget will 

be an important step; 

pay and jobs. 

Monetary framework: M3, M2 etc - barometer for lower 

inflation need for which explained in paragraph 5. So 

continuing decline in broad and narrow. [Conditions for 

stable prices clearly in place by end period, steady but 

not excessive downward pressure meanwhile]. Next year's 

target. 

PSBR and interest rates. Make good start this year. 

comparison not last year but MTFS path. Need to get back 

on track despite last year's vicissitude. Deal with Gilmour. 

Allowance made for asset sales etc in ensuring that ranges 

consistent with monetary objectives at declining interest 

rates. 

Public expenditure background. Importance of flat 

public expenditure, in short, medium and longer term. 

Refer to LTPE paper. (Care to describe status in unmistakable 

terms.) Tax reducing, tax reforming objectives. 

Essence of any more rational tax structure is maintaining 

and widening tax base. Lower inflation means can also 

remove some of cruder distortions built into tax system to 

cope with inflation. 

Because lower inflation specific duties up by only x - 

look forward to day when can be zero. 

2 
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11,, 
12. Long fight with EEC over beer and wine. Must obey 

law - though only because satisfied this an area where 

rest do. Determined not to disadvantage UK by excessive 

observance of spirit of law when others do not. One glaring 

omission. Drawn to attention in NEDC. PAS. Remove this 

disadvantage re French. Alas, provides with -El bn or so 

of revenue in 1984-85. But fear not, can be well used. 

Some to reduce PSBR. And no extra cost in subsequent years. 

No case for change in VAT rate. But can increase 

base here. Difficult, but some moves possible. First 

newspapers (exit press gallery), buildings, hot food. Do 

hope builders won't commit suicide till they hear the rest 

of the package. Then vexed question of financial sector, 

especially banks. Explain credit licence. All very wise. 

Objective of many governments. 

Because inflation low, two particular distortions 

have come to end useful life. Policy on company tax as 

Battishill. Paralysis of Green Paper all right while inflation 

high and uncertain and accountants' incomes in need of 

supplementation. But not justified now inflation low and 

going down further. So, allowances to be reduced in stages. 

Careful explanation about great love of manufacturing and 

profitable investment etc. 

Stock relief same sort of tax. Part of crude attempt 

to deal with inflation. Patched up with time. Now to 

go, to the relief of all. 

So far measures saved Government money - can use for 

other half of structural change. What industry long wanted 

and what Government recognised is no longer justified (pause 

to allow expectations abolition of NIS to firm). Reduction 

of absurdly high CT rate. Long run CT plan to match the 

allowances and stock relief. 

Small companies and CTT  for unquoted. 

Special reference to oil and North Sea. 

Need to pay attention to financial sector. Don't 

want to leave building societies with unfair advantage. 

3 
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411 Their CT rate and gilts. Also allow banks to compete 

on equal terms for retail deposits. Give composite rate. 

Widely welcomed by bank customers and a desirable measure 

of simplification. Necessary anyway as more and more pay 

interest on different accounts (refer back to M1). 

But financial sector long suffered under a totally 

unjust financial burden - level of stamp duty. Halve today. 

And to help burdens house owners etc, halve on land and 

buildings as well. (Look behind for cheers). 

And that's not all. Many Chancellors deal with better 

pattern of tax and savings. Must tackle reliefs to institutions. 

Pensions being looked at in Fowler, quite right so no proposals 

there. But life assurance long since ceased to have anything 

to do with death. 	So kill off the relief on new policies. 

At same time remove IIS which unjustified on any basis. 

A clearer, more honest system). The emergence of the personal saver 
and investor. 

Now that brings me to end. Income tax low 	threshold 

very bad. Stare at R Howell. Poverty trap, black economy 

etc so must do something about it. Keep waiting while 

deal with Foreign earnings, car benefits  and anything more 

for the elderly or the infirm. Then allowances, higher 

rate thresholds and banks . 

Accept cheers. Sit down. (.41.4,2.49Sk.o.r.A.t) 

Stand up. By the way, like Battishilli there is one 

thing I forgot to mention. Abolition of NIS too. As well 

as CT reduction. Unjustified tax etc. Puts the company 

sector in the money if not this year then next, especially 

builders and banks. Burden of company taxes down as proportion 

of GDP and will come down further as CT cumulates. More 

cheers. 

P E MIDDLETON 

4 
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FROM: ADAM RIDLEY 
B 3 
	

9 February 1984 

CHANCIILLOR cc Sir P Middleton 
Sir T Burns 
Mr Battishill 

BUDGET SPEECH OUTLINE  

Here are some very quick and preliminary comments in advance 

of your meeting at 10 a.m. tomorrow. 

One's first concern is that this, your first Budget Speech, 

should be not too long; and as human as possible. I don't 
see any easy way of keeping its length down, given the vast 

number of specific proposals coming forward, subject to one 

important possibility which I shall come to later. Equally 
it is very difficult to see how such a large range of necessarily 

rather technical proposals can be made human and simple. 

Nonetheless it remains vital to do so as far as possible. 

In economic terms, the general messages which are picked 

up in various places in the outline seem sensible enough. 

In putting flesh on those bones, I would hope that one could 

particularly aim at the following objectives: 

strengthening confidence in the recovery; 

adding more credibility to the goal of zero long-run 

inflation, in a way which will carry =eater conviction 

with the financial markets. They are rather uneasy 

about this issue at present; 

as part of that process, recreate confidence in the 

MTFS. This involves, I think, not so much strident 

adjectives as making sure that you face up to the 

markets' underlying anxieties about what really lies 
behind the figures, and do nothing which smacks of 

concealment or evasiveness; 

present the LteE message with conviction. The problem 

here seems to me that there is a very tricky dilemma 

which we cannot easily resolve. If you are trying to 

launch a debate, then that surely means that all is not 

well; yet what we are presenting is figures which suggest 
that all could be well; 

convey the vital importance of removing the distortions 

to the tax system which are leading you to a programme 
of major reform. My own thought on looking at the outline 

-1- 
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was that it would only be possible to do this properly 

if you grossly overloaded what is already a very weighty 

text. I could not help asking myself whether there might 

not be advantage in having some kind of background paper 

which would be released at the same time as other Budget 

documents, which would analyse and illustrate as graphically 

and tellingly as p-ssible the degree of distortions which 

we are hoping to tackle, drawing for example on the published 

work of the IFS and the subsequent updating undertaken by 

Mr Byatt and others. 	If we did that, it would enable you 

to keep the presentation of the tax changes moving swiftly, 

and require far less distracting technical illustration 

in your speech proper. 

4. 	I also have a number of specific points on the outline, 

which are as follows, paragraph references as in the attachment 

to Mr Battishill's minute of February 3. 

Introduction  

Paras. 1-3 	Obviously a tribute to Sir Geoffrey Howe and 

Lord Richardson might be appropriate here. 

Para. 7 	I hope you will not be too uncertain about the 

timing of the achievement of price stability. 

Short para 9  I would be for saying next to nothing on the 
Supply Side generally in this speech, given the 

pressure f±om other material, unless you absolutely 

have to. 

Long para 9 	- The presentation of the MTFS needs to convey 
something about the level of inflation at the 

end of the five year period, not least in order 

to reassure markets; 

it is vital to present the path of the 

PSBR in an honest way, "coming clean" about 

the impact of asset sales, and perhaps dis-
cussing the parallel path of the PSFD or GGFD; 

- will you have to say something here about 

the fiscal adjustments in the later years of 

the MTFS? 

Para. 10 	There could be a case, while discussing monetary 

policy, for allaying anxieties about borrowing 
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Paras 14  
221_12 

trends over the next eighteen months. Would this 

be a point at which you say anything significant 

about your philosophy towards funding policy, 

and targets for DNS, which do not have a home any-

where else at present? 

Perhaps this should include a short, crisp defence 
of the Government's record and plans on investment, 

having regard to the new presentation in the PEWP, 

stale thoula_that may be for the minute number of 
will 

people who/have already read it! 

I have a suspicion that the section on LTPE would 
have to end with some indications as to how the 

Government wished to see the debate evolve. 

The section on tax reform could do, perhaps, with 

some linking with the previous section on spending. 

One might wish to open up with the thoughts that: 

- high taxes breed exemptions and exceptions, 

for those areas where the shoe is pinching 

most; 

high spending also breeds a high PSBR, the cro-.-dir 

out Of private financing, in particular 
risk taking and enterprise; 

as one advances towards lower taxes, it 
follows, therefore, that one is able to begin 

to remove some of the exemptions and 

exceptions; and at the same time to reverse 

the crowding out of enterprise and its 

financing. 

Does this crucial paragraph need to be a little  

more general? Not many people are thrilled by 

concepts like "distortions" and "neutrality". 

But they do understand debate conducted in terms 

of favouring the wrong kind of assets, favouring 

the institutionalisation of investment and saving, 

when it should be in the hands of individual lenders, 

borrowers and risk takers, and some agreement with 

the growing conventional wisdom that we have invested 

too much in houses and risk-free assets, and not 

enough in industry. 

Paras 12 
--777-73  

Para. 16 

Para. 17  
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It may also help to launch the thought that many 
tax expenditures are not what you have as a right, 

but as a privilea-e. 

Para 25 The section on indirect taxes must clearly deal with 

the impact with the measures proposed on inflation, 
and on industrial costs. 

Para 26 One might wish to launch this section with some 

observations about the present relatively healthy 

state of the company sector, the growth in its 

liouidity, rate of return, and recourse to the capital 

market. A theme which might be worth considering here 

is that the structure of company taxation in this country 

needlessly penalises the successful risk-takers, while 

subsidizing the less successful, and less enterprising. 

Para 28 As you know, I think you'll need a pretty good case for 
getting rid of stock relief! 

Para 38 My own instinct at this point would be to make no refer-

ence to the Fowler enquiry and pension funds. 

Para 0  In praying in aid hizar thresholds to help poverty and 

unemployment traps, one needs to watch for the familiar 
IFS criticisms; and. to Parade yr,u:- argu=t that we 
need to go through Didcot, 

in order to get to Oxford. 

5. One final comment, prompted by para. 2 of I]r Battishill's 
minute of February 3. I see it as less important to convey 
consistency with purpose, which has now been taken for granted, 
than to underline the credibility  of your fundamental commitment 

to getting inflation down, continuing with the ETES, and 

mastering expenditure growth. I think that outsiders will be 

looking carefully both at the speech and at the reaction to it 

to test how strong your position will be. Host of the answer 

to that lies, of course, more with the solidarity with colleagues 

etc. rather than the precise words used. But they are an 
important part of the story nonetheless. 

A N RIDLEY 

-4- 
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• FROM: M D X PORTILLO 

DATE: 10 February 1984 

CHANCELLOR'S MORNING MEETING 50TH MEETING 

   

NOTE FOR THE RECORD 

Present: 	Chancellor 
Chief Secretary 
Financial Secretary 
Economic Secretary 
Hon Mark Lennox-Boyd MP (items 
Mr Ridley 
Mr Lord 
Mr Portillo 

House of Commons matters 

Mr Lennox-Boyd reported a widely-shared feeling within the Conservative 

Party that the Government should act on share options in the Budget. 

He also reported on Sir Denis Rooke's appearance at the Energy Committee. 

Presentation of Government policy 

Ministers and advisers should continue to be watchful for any matters 

looming on the horizon which might present presentational difficulties. 

Mr Portillo is ensuring that these matters are communicated as they 

should be. 

Trustee Savings Banks 

The Economic Secretary reported that the "wrinkles were now ironed out" 

and hoped to be able to move on to consideration of building societies. 

The Press  

The Chancellor noted the leaks from yesterday's Cabinet with displeasure. 

He also noted the inaccuracies in today's Times story. 	IDT should refer 

journalists to the Autumn Statement as being the last authoritative word 

on the outturn of public spending for this year, and indicate that 



CONFIDENTIAL • 
journalists would be most unwise to speculate. 	The Chancellor also 

noted the tendency of newspapers to make much of nothing in the pre- 

Budget period. 	This indicated that Ministers would have to take 

particular care, and indeed say nothing at all. 

Public Expenditure 

The Chancellor noted that the Prime Minister has extracted some very 

interesting figures on spending on the infrastructure (sewers etc) 

which is classified as current and not capital spending. 	Mr Portillo 

will ask the Policy Unit for these figures which the Chief Secretary 

may wish to deploy when dealing with the PEWP. 	The Chief Secretary 

will also wish to consult Mr Tom King who had long experience of these 

matters at the Department of the Environment. 

The Budget 

Mr Lord will quickly examine whether changes can be made affecting 

share schemes for general employees. 

Allocation of Budget responsibilities  

The Chancellor issued a provisional allocation of which items in the 

Budget were to be covered by which Minister. 	He emphasised that 

Ministers were welcome to exchange subjects, so long as every subject 

was covered. 	The Chief Secretary will wish to add Agriculture to his 

list. 	Ministers were asked to consider carefully whether any 

omissions had been made from the list. It was noted that the Whips had 

asked the Chancellor that full briefs on everything should be available 

immediately following the Budget Statement. 

11  8'  

Ministers should complete their deliberations 

in time for prayers on Wednesday 15 February. 

Circulation: 

on the allocation 
VI 

M D X PORTILLO 

Chancellor 	 Sir P Middleton 	Mr Lord 
CST 	 Mr Bailey 	 Sir L Airey: IR 
FST 	 Sir T Burns 	 Mr Fraser : C&E 
MST 	 Mr Littler 
EST 	 Mr Ridley 



BUDGET SECRET • FROM: JOHN GIEVE 
DATE: 10 February 1984 

FINANCIAL SECRETARY 
	

cc PPS 
ECONOMIC SECRETARY 
	

Mr Ridley 
MINISTER OF STATE 
	

Mr Lord 
Mr Portillo 

PRESENTATION OF BUDGET MEASURES: PROVISIONAL ALLOCATION 

Since the Chief Secretary will be away until after prayers on 

Wednesday, he has asked me to relay his comments on the 

provisional allocation circulated 	 today; 

he is happy to accept CTT, DLT, MIR for the 

self-employed, stamp duty (land and buildings) 

IIS, foreign earnings deduction, and foreign 

emoluments deduction. I note that agriculture 

has also been added to his list. 

he wonders whether the Financial Secretary might 

not prefer to take on share optioniin view of 

the work he has put in there. 

he would be grateful if the MST would take klitatt/fri 
on alterationrand car benefit scales. 

iv. 	He suggests that the EST might take the lead on 

LAPR and building societies CT in view of their 

impact on the financial sector. 

Tc 

JOHN GIEVE 

BUDGET SECRET 
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FROM: A M W BATTISHILL 
DATE: 13 February 1984 

COPY NO: 
MR J WILLIAM 

 

cc Sir T Burns 
Mr Kerr 
Mr Ridley 
Mr Portillo 

BUDGET SPEECH 

• • Sir P Middleton may like to have a copy of the revised outline 

of the Budget Speech following the meeting with the Chancellor 

on Friday. We have now circulated this for contributions to 

CU by Thursday. 

a It, 	 adi 	VkA(01,• 

MACIlltAA , 	ca.mple et464+ 

fl
1 A M W BATTISHILL 

IA-3  a 	°AN FIN Va..44 
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FROH: A P HUDSON 

DATE: 13 February 1984 

BUDGET SECRET 

PR INC IPAL PRIVATE SECRETARY cc Chief Secretary 
Economic Secretary 
Minister of State 
Mr Ridley 
Mr Lord 
Mr Portillo 

PRESENTATION OF BUDGET MEASURES: PROVISIONAL ALLOCATION 

The Financial Secretary has considered the provisional 

allocation circulated on Friday (10), and has seen the 

Chief Secretary's comments (Mr Gieve's 10 February minute). 

The Financial Secretary is happy with his own allocation, 

though he wonders whether the Minister of State should in fact 

take on PAS. 

He is happy to take on share options from the Chief Secretary. 

A P HUDSON 
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P. 

Ch/Ex Reference No 	1 

PRESENTATION OF BUDGET MEASURES  

PROVISIONAL ALLOCATION 

Chief Secretary - Capital tax changes, tax expenditures, 

effects of the Budget on housing and construction, and tax 

on the better-off. Relevant measures would be:- 

i. 	and DLT; 

LAPR, MIR for the self-employed; 

Stamp duty (land and buildings) /VAT on 

alterations (MST ?)7 /building societies 

CT (or EST ?)7; 

iv. IIS, share options,[foreign earnings deduction, 

foreign emoluments deduction, car benefit scaleseiliehMTil 

Financial Secretary - Company tax reform, and effects of the 

Budget on companies (except housing and construction). Relevant 

measures would be:- 

PAS, CT, capital allowances, stock relief, NIS, 

North Sea (including ACT repayments to oil companies), 

VAT registration threshold, and small companies CT 

profit limits. 

Also ciedipity general oversight of presentation of how Budget improves 

structure of taxation on companies and persons. 

Minister of State - Effects on persons, including distributional 

effects, and RPI effects. Relevant measures would be:- 

Excise duties, VAT base /Including alterations7, 

income tax thresholds, /lad foreign earnings 

BUDGET SECRET 
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A., 

deduction, foreign emoluments deduction, and car 

benefit scales/. 

Economic Secretary - Effects on the financial sector. Relevant 

measures would be:- 

Credit licence duty, composite rate on banks, LAPR 

Pith Chief Secretary), stamp duty on share transfers, 

/building societies CT/ 

and the effect on the financial sector of the company tax/NIS/ 

PAS changes. 

NATURE OF THE TASK 

The responsible Minister would commission and supervise work in 

each area on the preparation of:- 

i. 	list of key themes on which supporting 

material would be needed at Budget time, 

leading to lists of positive and defensive 

points; 

a note on the past history of the measure 

being amended/abolished/introduced; 

advice on particular presentational pitfalls 

to be avoided in each area; 

advice on key groups to be approached, and 

how this might best be done, and when; 

briefing for (a) Ministerial colleagues, 

(b) the backbenches, and (c) particular 

journalists or parts of the press. 

A provisional presentation strategy in each area, covering the 

points listed above, might be submitted by, say, 23 February, 

with a view to discussion at the 28 February "overview" meeting. 

BUDGET SECRET 
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CH/EX REF. NO. 	(!td.)[ 

FROM: J 0 KERR 

DATE: 14 February 1984 

cc 	Chief Secretary 
Financial Secretary 
Minister of State 
Economic Secretary 
Mr Portillo 

CHANCELLOR 

PRESENTATION OF BUDGET MEASURES 

Following the discussion at "prayers" on 10 February, some revisions have been made to the 

provisional allocation of fiscal measures to be covered by the presentation exercise. The 

allocation set out in the attached minute - which has not yet gone out to officials - reflects 

my understanding of what has been agreed by all parties. I suggest that this should be 

checked at "prayers" tomorrow: if the agreements reflected in it are ratified then, my 

minute could issue immediately. 

J 0 KERR 
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FROM: M E Corcoran 

DATE: 14 February 1984 

PRINCIPAL PRIVATE SECRETARY cc PS/Chief Secretary 
PS/Financial Secretary 
PS/Economic Secretary 
Mr Ridley 
Mr Lord 
Mr Portillo 

PRESENTATION OF BUDGET MEASURES: PROVISIONAL ALLOCATION 

The Minister of State has seen the minutes on this, including 

Mr Gieve's of 10 February and Mr Hudson's of 13 February. On the 

basis that what is involved is presentation of the themes in your 

note 	(B 8474) rather than taking on responsibility for detailed 

or general handling of the measures through the Budget and Finance 

Bill, the Minister is happy to take on VAT on alterations and car 

benefit scales from the Chief Secretary (who has accepted foreign 

earnings deduction and foreign emoluments deduction). 

However, he thinks PAS should remain with the Financial Secretary 

since this falls within the measures with effects on companies. 

I have mentioned this to Andrew Hudson. 

M E CORCORAN 
Private Secretary 

BUDGET SECRET 
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FROM: M E Corcoran 

DATE: 14 February 1984 

PS/CHIEF SECRETARY 
	

cc PPS 
PS/FINANCIAL SECRETARY 
	

Mr Ridley 
PS/ECONOMIC SECRETARY 
	

Mr Lord 
Mr Portillo 

PRESENTATION OF BUDGET MEASURES: PROVISIONAL ALLOCATION 

The Minister of State has seen the provisional allocation and the 

Chief Secretary's comments. He would be happy to add VAT on 

alterations to excise duties, the VAT base and income tax thresholds 

and notes the Chief Secretary will deal with foreign earnings 

deduction and foreign emoluments deduction. 

However, he thinks it might be more appropriate for the Financial 

Secretary or the Economic Secretary to do car-benefit scales. 

A 

M E CORCORAN 
Private Secretary 

BUDGET SECRET 
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FROM: J 0 KERR 
DATE: 14 FEBRUARY 1984 

Ch/Ex Ref. No.e4(44) .190. 

PS/Minister of State 

PRESENTATION OF BUDGET MEASURES: PROVISIONAL ALLOCATION 

Please let me know, by tonight, whether the Minister of State 

is content with the provisional allocation, circulated at 

"prayers" on 10 February, including - at the Chief Secretary's 

suggestion - VAT on alterations, and car benefit scales, but 

not foreign earnings and foreign emoluments deductions. Please 

also let me know whether he would accept the Financial 

Secretary's generous offer of PAS as well: the argument for 

keeping all the VAT stuff together point to accepting the pan, 
but those 4T keeping together all the main measures affecting 

companies point to leaving the Financial Secretary to run with 

the ball: the Chancellor will, I imagine be strongly guided 

by the Minister of State's views. 

BUDGET SECRET 
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FROM: A M ELLIS 
DATE: 14 February 1984 

PRINCIPAL PRIVATE SECRETARY—,  

PRESENTATION OF BUDGET MEASURES: PROVISIONAL ALLOCATION 

The Economic Secretary has considered the provisional allocation 

circulated on Friday (10 February) and has seen the Chief Secretary's 

and the Financial Secretary's comments. 

He is content with his own allocation and would be content to take 

/ the lead on LAPR and building society CT as suggested in Mr Gieve's 

minute. 

A M ELLIS 

cc Chief Secretary 
Financial Secretary 
Minister of State 
Mr Ridley 
Mr Lord 
Mr Portillo 
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FROM: J 0 KERR 
DATE: 14 FEBRUARY 1984 

Ch/Ex Ref. No.f.(4).10- 

PS/Economic Secretary 

PRESENTATION OF BUDGET MEASURES: PROVISIONAL ALLOCATION 

Please let me know, by tonight, whether the Economic Secretary 

is content with the allocation of measures in my note circulated 

at "prayers" on 10 February, including - at the Chief 

Secretary's suggestion - LAPR and building societies CT. 

J 0 KERR 

BUDGET SECRET 



3.6 
	

BUDGET SECRET 

CH/EX REF. NO.  500  l en 

FROM: JO KERR 

DATE: 14 February 1984 

cc 
	

Chief Secretary 
Financial Secretary 
Minister of State 
Economic Secretary 
Sir Lawrence Airey - IR 
Mr Fraser - C&E 
Sir T Burns 
Mr Cassell 
Mr Monck 
Mr Battishill 
Mr Odling-Smee 
Mr Monger 
Mr Ridley 
Mr Allen 
Mr Folger 
Mr Hall 
Mr Norgrove 
Mr Portillo 

1-0-rd- 

SIR P MIDDLETON 

PRESENTATION OF BUDGET MEASURES 

The Chancellor has discussed with Treasury Ministers how best to ensure in advance that the 

Budget measures now crystallizing make the best possible presentational impact on 

13 March and in the immediately following period. 

Z. 	Presentation of the Budget overall, and the MTFS and LTPE, will of course primarily 

be for the Chancellor, assisted by the Chief Secretary. But, on particular groups of fiscal 

measures, it has been agreed that an individual Minister should commission and supervise 

work on the preparation of:- 

i. 	a list of key themes on which supporting material would be needed at Budget 

time, leading to lists of positive and defensive points; 

a note on the past history of the measure being amended/abolished/introduced; 

100 CANN-10.-4Atc- 	 Gr-j-4-1  (tv  
iii. advice on particular presentational pitfalls to be avoided in each area; 

iv. 	advice on key groups to be approached, and how this might best be done, and 

• 

• 
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v. 	briefing for (a) Ministerial colleagues, (b) the backbenchers, and (c) particular 

journalists or parts of the press. 

3. 	The following are the agreed groupings:- 

Chief Secretary - Capital tax changes, tax expenditures, effects of the Budget on 

agriculture, housing and construction, and tax on the better-off. Relevant measures 

would be:- 

CTT, DLT, stamp duty (land and buildings), MIR for the self-employed, US, 

foreign earnings deduction, foreign emoluments deduction. 

Financial Secretary - Company tax reform, and effects of the Budget on companies 

(except housing and construction). Relevant measures would be:- 

PAS, CT, capital allowances, stock relief, NIS, North Sea (including ACT 

repayments to oil companies), share options, VAT registration threshold, and 

small companies CT profit limits. 

Also general oversight of presentation of how Budget improves structure of taxation 

on companies and persons. • 	Minister of State - Effects on persons, including distributional effects, and RPI 

effects. Relevant measures would be:- 

Excise duties, VAT base, income tax thresholds, car benefits scales. 

Economic Secretary - Effects on the financial sector. Relevant measures would be:- 

Credit licence duty, composite rate on banks, LAPR, stamp duty on share 

transfers, building societies CT 

and the effect on the financial sector of the company tax/NIS/PAS changes. 

• 
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• • 

4. 	The Private Offices of the Minister's concerned will be in touch immediately with the 

officials concerned with the measures in question. The first stage of the operation will be 

for each Minister to submit, by 24 February, a provisional presentation strategy covering his 

group of measures. The four papers will be for discussion at the 28 February "overview" 

meeting. 

• 

 

J 0 KERR 

• 

 

• 
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FROM: D R NORGROVE 
DATE: 15 FEBRUARY 1984 

cc Principal Private Secretary 
PS/Chief Secretary 
PS/Financial Secretary 
PS/Minister of State 
PS/Economic Secretary 
Sir Peter Middleton 
Mr Bailey 
Mr Littler 
Sir Terence Burns 
Mr Cassell 
Mr Monck 
Mr Monger 
Mr Odling-Smee 
Mr Monger 
Mr Allen 
Mr Folger 
Mr Rex 
Mr Ridley 
PS/Inland Revenue 
PS/Customs & Excise 

PRESENTATION OF BUDGET MEASURES 

You and others may like to see the attached charts, kindly prepared by Mr Rex, FP, 

which are relevant to Mr Kerr's minute of yesterday to Sir Peter Middleton. 

The first chart lists the main Budget measures and sets against them the 

requests mentioned in their representations by the CBI, IOD, ABCC, AIB (Association 

of Independent Businessess) and NFSE (National Federation of the Self Employed). 

Where there is a blank no view was expressed. An "other" column tots up the views of 

other representative organisations. 

The second chart sets out the main Budget representations which the Budget 

measures will not meet. 

1,--INCCrvy'( 

D R NORGROVE 

BUDGET SECRET 
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CBI TOD ABCC AIB NFSE OTHER* 

Excise 	uties 

• 

Lower dery 
duty. 

Ensure excise 
duties do not 
make prices 
uncompetitive 

VAT Base Zero rate all 
building, 
maintenance 
and repair 
work 

Zero rate all 
building, 
maintenance 
and repair 
work 

PAS Position not 
yet decided 

2 (abolish 

Credit Licence Duty 

Income Tax Indexation 
only 

Indexation 
plus and 
reduce rates 

Indexation 
plus 20 

Indexation 
plus and 
reduce rates 

Allow unused 
personal 
allowances 
to be carried 
over 

17 (index 
or more) 

Investment Income Surcharge Abolish Abolish Abolish Abolish Abolish 9 (abolish 
reduce) 

LAPR Phase out 
reliefs 

Share Options Improve Reintroduce 
1972 scheme Improve 

Foreign Earnings and 
Emoluments 

Composite Rate 

Stamp Duty (Shares) Abolish Abolish 50p 
duty on 
share 
transfer 
forms 

6 (abolish 
reduce) 

Stamp Duty (Land etc) 11 	(abolis 
reduce; 

CTT Improve 
business 
relief and 
life rates 
to be half 
of death 
rates 

Reduce top 
rate to 
50% 

Abolish CTT; 
or reduce 
rates 

Improve CTT 
business 
reliefs 

Introduce 
CTT 
retirement 
relief like 
that for 
CGT. 

9 (abolish 
reduce) 

DLT Abolish Abolish Abolish 

Corporation T9X Reduce rate 
to 50% 

1 	(reduce 
rate)** 

Small Companies CT For first 
tranche of 
all 	- 
companies 
profits 

For first 
tranche of 
all 
companies 
profits 

For first 
tranche of 
all 
companies 
profits 

, 

Capital Allowances CAs for 
commercial 
buildings 

CAs for 
commercial 
buildings 

CAs for 
commercial 
buildings 

IBAs for 
commercial 
buildings 

IBAs for 
commercial 
buildings 

Stock Relief 

I 

Extend Scone 
of stock 
relief 

Building Societies CT rate 

NIS Abolish NIS 
and reduce 
employers' 
NIC 

Defer 
abolition - 
reduce income 
tax rates 

Abolish NIS 
and reduce 
employers' 
NIC. Abolish 
UEL. 

Abolish NIS 
and reduce 
NICs for 
self-
employed 

20 abolish 

* Manufacturers' Association of Radiators and Convectorrnd 
Knitting EDC. 

" The Unquoted Companies Group 
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SIGNIFICANT OR FREQUENT PROPOSALS ON WHICH NO ACTION IS PLANNED 

PROPOSAL CBI IOD ABCC ATB NFSE OTHERS 

Apply All companies CT rate to first tranche 
of all companies profits. 

ir, -* 3 
,.. 

Zero rate all building, repair and mainenance 
work. 

i./ 1- 5 
- 

Various relaxations and extensions of BES. 
, 

V IV i- 9 	_ 
Capital allowances for commercial buildings. 15 

CGT : index inflationary gains from 1965. 
CGT : exempt assets held for more than 7 years 

' 'L 
Abolish 	CGT (these 3 CGT proposals are all 
tantamount to abolition) 

ce..4' 40,/-  
e-' 

o.------- 

) 
)) 11 

) 

Introduce a "Loi Monory" type tax relief. 4.-----  L.---  1 

Reduce Employers' NICs G' 1.------  4.------ 4 

Give CT relief for abortive development 
expenditure. 

t/ G,  (-. 2 

Increase CTT business reliefs. 
, 

1-----"' t------" 

Tax relief for private health insurance 
premiums. 

v" 3 

Foreign currency losses and gains to be 
relieved/taxable. .,_ 

t----- 2 

Raise threshold for taxing benefits in kind. 5 

Abolish Upper Earnings Limit for NICs. 1 

CGT relief for entrepreneurs who sell 
because of ill-health. t- --  p i-----' 4 	i  

Better CAs for TVs, teletext etc. 
. 	1  

8 

aise tobacco duties more than inflation 
(do not do so - 3) 

5 

BUDGET SECRET 
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FROM: A P HUDSON 

DATE: 16 February 1984 

MR MONCK cc Chancellor, 
Chief Secretary 
Minister of State 
Economic Secretary 
Sir P Middleton 
Mr Cassell 
Mr Battishill 
Mr Monger 
Mx Hall 
Mr Portillo 
Sir L Airey — IR 
Mr Beighton — IR 
Mr Crawley — IR 
Mr Fraser — C&E 

PRESENTATION OF BUDGET MEASURES 

We discussed on the telephone the handling of the Financial 

Secretary's remit in Mr Kerr's 14 February minute. 

Since many of the issues here have already been considered 

by your group, I will be grateful if you could take the lead, 

with a view to preparing a paper for the Financial Secretary to 

submit to the Chancellor on 24 February as required. It would 

be helpful to have a draft by 22 February if possible. Where your 

group has not been dealing with an issue (such as the North Sea, 

I would be grateful if you could take in contributions direct 

from those responsible. 

The Financial Secretary has made some comments on Mr Beighton's 

13 February minute on the Effect of the corporate tax package on 

small businesses, which are relevant. The thrust of the minute 

makes him less concerned than before about the position of 

unincorporated businesses. He wonders if it will be possible 

to provide more quantification of the proportion of stock relief 

and capital allowances going to the unincorporated sector. He would 

also like to know how much of the loss to farming will be offsetable 

by the concession which will be made on herd relief. He would be 

grateful for a breakdown of the cashflow impact of the changes, 

which may be useful presentationally. And he does not think we 

need be defensive about the fact that a rate reduction of 8 points 

is the maximum benefit to small companies: this is a bird in hand 

for them, and should be presented as such. 

A P HUDSON 
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BUDGET SECRET 
FROM: A J G ISAAC 

THE BOARD ROOM 

INLAND REVENUE 

SOMERSET HOUSE 

    

16 February 1984 

CHIEF SECRETARY 

PRESENTATIONAL ASPECTS OF THE BUDGET: THE BETTER-OFF 

This note seeks to act as devil's advocate in bringing 

together, for your meeting this afternoon, some "positive" 

and "negative" material on the effects of the Budget proposals 

on the better off. 

Where possible, I illustrate the effects by reference to 

specific examples which we know of. (For the major reliefs and 

allowances, we are doing a fuller distributional analysis and 

this is being sent forward separately. With our present resources, 

however, we cannot provide a full statistical breakdown of the 

distribution of other relief and allowances.) 

Direct effects  

I begin with those measures which may most directly affect 

the better off. 

Gains  

Higher rate income tax: for example, Option 3XB (higher rate 

bands of equal amounts) would be worth some £1,000 a year to 

a taxpayer paying the top rate of tax at 60 per cent. 

Chancellor of the Exchequer 
Financial Secretary 
Minister of State 
Economic Secretary 
Sir P Middleton 
Mr Cassell 
Mr Monger 
Mr Lord 

Air Lawrence Airey 
Mr Green 
Mr Isaac 
Mr Painter 
Mr Blythe 
Mr O'Leary 
Mr Houghton 
Mr Calder 
PS/IR 

1 
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Investment income surcharge: very large benefit in 

individual cases; for example, averaging approximately 

£3,400 a year for incomes in excess of £40,000 a year and 

upwards; nearly half the total benefit going to incomes 

of £40,000 a year and more. 

Share options: again very large gains for individuals, 

running in the extreme cases to 5 or 6 figures in successive 

years. 

Capital transfer tax: again very large gains for individuals: 

at the extreme, something of the size of the Clore estate 

would benefit by over £m10. 

DLT: an increase in the threshold to £75,000 is worth 

£15,000 to a developer. 

Capital gains tax: big increase in the threshold and 

perhaps the exemption for fixed interest stocks could be 

seen in this light. 

4. Losses 

Foreign earnings deduction: large losses in individual 

cases. Recent sample showed that people with substantial 

employment incomes (£100,000 a year and upwards) quite often 

enjoy a foreign earnings deduction in 5 figures. 

Foreign emoluments deduction: again, large losses in 

individual cases: a typical non-domiciled banker at 

£150,000 a year - by no means the top of the range - 

would lose £45,000 a year. 

Car benefit: small losses, up to a maximum of £300 a 

year. 

2 
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Indirect effects 

5. 	Other elements of the Budget may be preceived as having 

an impact on the better off. 

Gains  

Stamp duty on shares: impossible to quantify in relation 

to particular individuals. 

Rate of corporation tax: benefit for financial and 

investment companies, gaining from the reduction in rate, 

but not suffering from withdrawal of stock relief and 

capital allowances. 

Losses 

- Life assurance relief: particularly relevant for some 

CTT avoidance devices. 

,,cY(  
A J G ISAAC 
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FROM: A M ELLIS 
DATE: 17 February 1984 

   

 

PS/SIR L AIREY - IR 

 

cc PS 
Mr Cassell 
Mr Lankester 

PRESENTATION OF BUDGET MEASURES, 

As you will be aware from the Principal Private Secretary's minute 

to Sir P Middleton of 14 February, the Chancellor has agreed with 

Treasury Ministers that each should be responsible for the presenta-

tion of a specific grouping of Budget measures and that their 

private offices should be responsible for the co-ordination of that 

briefing. HF division in the Treasury has undertaken to collate 

briefing on the bulk of the grouping but, additionally, the 

Economic Secretary would be grateful for notes on the past history 

of LAPR and building society corporation tax. In view of the tight 

deadlines set out in the Principal Private Secretary's minute, it 

would be helpful to have these by close of play on Wednesday 22 

February. 

- 
_ 

A M ELLIS 
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Financial Secretary 
Minister of State 
Economic Secretary 
Mr Isaac 
Mr Green - IR 
Mr Fraser - C&E 
Mr Monger 
Mr Battishill 
Mr R I G Allen 
Mr Griffiths 
Mr Portillo 
p.N 

PRESENTATION OF BUDGET MEASURES 

The Chief Secretary discussed with you and other officials 

yesterday how best to respond to the Chancellor's remit on 

presentation. As the basis for considering tactics, you agreed 

to provide two sets of tables on the liner of that on the construc-

tion industry attached to the last scorecard: 

the first set would show various measures affecting 

particular groups - ie. farmer, landowners, home-owners, 

the building industry, and the better-off; 

the second would take particular groups of measures 

- CTT, CGT, DLT, Stamp Duty, IIS, foreign earnings deduction, 

foreign emolument deduction, MIR for the self-employed, and 

would show which groups they would advantage and disadvantage. 

2. 	The Chief Secretary emphasised that where a measure would 

produce big gainers and big loosers within a given group (eg. 

builders) that should be brought out too. 

BUDGET SECRET 
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3. 	These tables would provide the basis for a fuller consideration 

of the best way to present the various measures.Vu and Mr Isaac 

agreed to provide initial proposals in consultation with the FP. 

Running through the list, the Chief Secretary's (4sk thoughts 

were as follows: 

Tax expenditures  

It would be important to have briefing on the 

"dogs that didn't bark" notabI mortgage interest 

relief and pensions. 

Agriculture; 

The main difficulty would be the abolition of 

stock relief and the reduction in capital allowances 

since many farmers were unincorporated; while we 

could note the overall extent of support for 

agriculture, it would be best to concentrate 

on the many fiscal measures taken by the Government 

to help agriculture over the last few years; 

the heavy losses inflicted on unincorporated 

businesses certainly provided an argument for 

doing something on the first higher rate incomeh.k 

Sand; 

House owners - they would benefit from stamp 

duty but would lose from VAT on alterations, 

possibly consumer credit, and the abolition 

of LAPR would make endowment mortgages unattractive; 

House builders - the main changes affecting them 

would be VAT, NIS, and corporatto- n 	tax; 

there would be gainers and some losers too; it 

would be important to ensure that the representative 

bodies gave a balanced reaction; 

The better off - it would be necessary to prepare 

counters to the contrasts that would be drawn by 

Rooker et al on the benefits to the very rich and 

the loises to the poor; 

BUDGET SECRET 
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f. 	CTT, Stamp Duty, IIS  - it would be important to 

get a positive response from the CBI and some 

leading industrialists on these measures; this 

would be more valuable than too warm a welcome 

from eg. the Stock Exchange or the CLA; 

IIS - it would be essential to emphasise that 

most of the beneficiaries were pensioners; that 

the 	S discriminated against self-employed people 

who needed to save for their own pensions, but the 

total cost was small, and that this was a tax on 

enterprise; 	it t_,,sij 	 /o0-fu 	71it /re J,43 

lof 	Min t ;pi •earilei I /7 en 4, re ber 

h. 	DLT - it would be necessary to have an answer 

to those who argued that the tax should be abolished 

altogether; 

Foreign Earnings Deduction and Foreign Emoluments Deduction 

- research should be done on the arguments that hail 

been put forward in favour of these measures;  

they would be quoted back; the basic case must be 

that these deductions had been appropriate when 

tax rates had been penal and were no longer appropriate 

now that the rates had been reduced. It would be 

necessary to consult the Bank, the Secretaries of 

State for Industry and Energy on the effect of 

foreign emoluments deduction. 

4. 	You agreed to provide the table and a draft presentation 

strategy by 22 February. 

JOHN GIEVE 

BUDGET SECRET 
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COPY NO: 23 • 
CHANCELLOR OF THE EXCHEQUER 
	

cc Chief Secretary 
Financial Secretary 
Minister of State 
Economic Secretary 
PCC Members 
Mr Evans 
Mr Lankester 
Mr Monger 
Mr Odling-Smee 
Mr Ridley 
Mr Lord 
Mr Portillo 

Sir L Airey - IR 
Mr Painter - IR 

Mr Fraser 	- C&E 
Mr Wilmott - C&E 

BUDGET SPEECH: FIRST DRAFT 

... I attach a first complete draft of the Budget Speech. 

This is based on contributions from the relevant Treasury 

Divisions and the two Revenue Departments. It follows pretty 

faithfully the outline discussed with you, though drafting has 

suggested one or two minor improvements in order. The draft is 

a little unpolished in places but I hope it provides a satisfactory 

basis to work on. 

The draft runs to a little under 12,000 words. Your 

predecessor's last Budget Speech was about 13,500 words, which 

he delivered in an hour and twenty minutes. 

You will want to consider the general shape and style of 

the Speech so that further work can be done on it next week. 

On particular points: 

(a) 
	

the sections on the economic background have been 

kept fairly short, especially that dealing with 

the world; but they could be shortened still 

further if you wished; 

2 
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(b) 	treatment of the PSBR (both in the short and medium 

term) is split between section D on the MTFS and 

section G on public sector borrowing and interest 
rates; this is difficult to avoid this year with the 

need to discuss the MTFS at a fairly early stage in 

the Speech; but the allocation of material between 

the two sections can be looked at; 

the section on monetary policy is rather a long one, 

but there is a good deal to say; 

the LTPE Green Paper is dealt with fairly briefly 

in section F, but could be lengthened; 

the short section H is an important one which sets 

the scene for the structural tax changes; 

sections I to L describe the tax changes, for the 

most part in the order of my earlier outline. Share 
options have been moved (at the Revenue's suggestion) 

to the section on savings and investment. The capital 

taxes fit a little awkwardly in the middle of 

section J, and the treatment of foreign emoluments, 
foreign earnings etc comesas a bit of an interruption 
to the passage on income tax. PAS for imports is 

something of a wild card: there are several places 

for it, none of them ideal. 

A M W BATTISHTLL  

2 
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BLOCK A: INTRODUCTION 

This Budget will set the Government's economic course for this 

Parliament. It is founded on the policies which we have 

consistently followed since 1979. 

The hallmark of this Government is consistency of 

purpose. To defeat inflation. 	To improve economic 

performance. To lay the only sound foundations for future 

prosperity, more jobs and lower taxation. 

The results of the medium term financial strategy 

introduced in 1980 by my Rt Hon and Learned Friend the 

Foreign Secretary, can be seen in three years of recovery, 

rising living standards and inflation at the lowest level for 

16 years. Employment is rising and hopefully we have reached 

the turning point for unemployment. 

The success of our policies is not in question. The facts 

speak for themselves. They are a tribute to the wise 

stewardship and foresight of the five Budgets presented by my 

predecessor from this Despatch Box. 

My Budget today has two themes: first, to continue our 

policies which will achieve growth through lower inflation; 

secondly, to reform taxation. The aim is to achieve a simpler 

tax system for all. 

BuoGEr, 
S PC)-T"I 
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As is traditional I shall begin by reviewing the economic 

background to the Budget. I shall then deal with the medium 

term financial strategy; 	with monetary policy and the 

monetary targets for next year; and with public spending. This 

will bring me to the vital issue of public borrowing and to the 

appropriate PSBR for the coming year. Finally I shall deal with 

taxation, and the changes I propose this year. As I have 

indicated I shall devote some time to matters of tax reform. 

I can tell the House now that there will be no overall tax 

increases this year. But I shall announce significant tax 

reductions for next year. This is a Budget for two years, not 

one. 
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BLOCK B: WORLD BACKGROUND 

The outlook for the world recovery is more favourable now than 

for sometime. Inflation in the major industrial countries has 

fallen to its lowest level for more than a decade with consumer 

prices rising by about [41] per cent in the past year. Output in 

the same countries has risen by about [3i ] per cent in the past 

year after three years of virtually no growth. Our overseas 

markets are growing at an annual rate of about [5] per cent. 

And the world background is altogether more promising than it 

was three years ago when the UK economy first began to lead 

the industrialised world out of the depths of recession. 

It is no accident that recovery has followed the 

emergence of widespread international consensus on the critical 

need to defeat inflation. This consensus is now firmly 

established among the members of the international 

community, as is the understanding of the policies required to 

achieve that. I was particularly encouraged at the way Finance 

Ministers from both developed and developing countries readily 

agreed on the crucial importance of control over monetary and 

fiscal policies when the world economy was discussed at last 

year's annual meeting of the IMF. 

So, what are the prospects? It seems likely that output in 

the United States should continue to grow strongly this year. 

And the recovery in the rest of the world is becoming more 

broadly based with activity rising in Japan, and signs that the 
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long awaited upturn appears at last to be getting underway in 

Europe. 

Of course, there are real risks and uncertainties in the 

present situation. The continuing high level of international 

interest rates poses a potential threat to much needed 

investment. It also makes the solution of debt problems more 

difficult. And there is wide acknowledgement of the concern 

generated by the continuing, and growing, high level of US 

budget deficits. Large imbalances in current accounts may 

increase the risk of more volatile exchange rates. They also 

bring risks of greater protectionism. 

Uncertainties remain, too, in the oil markets, though 

perhaps on a lesser scale than at sometimes in the past. The 

possibility of a sharp fall in oil has been reduced by the 

prospect of steady recovery in the world economy. But it has 

not disappeared. And a lower oil price though almost certainly 

helpful to world activity in the long term would be bound to 

pose short-term problems, while countries adjusted to it. 

In managing our own affairs it is only prudent to recognise 

the risks to world recovery and to give them due weight in 

framing domestic policies. 	But the risks should not be 

exaggerated. The world economy now seems better placed to 

achieve continued growth with lower inflation than for some 

years past and to that extent our own prospects are 

strengthened. 

BUDGL.--  -;;HiCRET 
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BLOCK C: DOMESTIC ECONOMY 

The world recovery has been more than matched by the 

progress of our own economy. 

At the end of the seventies, we were poorly equipped to 

withstand economic pressures - weakened by many years of high 

inflation, excessive pay increases, and poor productivity 

performance. We had to tackle inflation and grossly excessive 

public borrowing during the deepening world recession. Since 

1980, inflation has been falling steadily from a peak of more 

than 20 per cent, interest rates have fallen, while consumer 

spending and domestic demand have recovered strongly. 

1983 saw a combination of low inflation and 

soundly-based growth. The increase in prices at 4.6 per cent 

was the lowest since 1967. 

We have seen a welcome further improvement in 

productivity by the [third] quarter of 1983, for the whole 

economy, it was [about 10 per cenc: - GDP(A)/ELF] above the 

level three years earlier. In manufacturing alone, output per 

man hour was up [16 per cent] . 	Of course, productivity 

improvements do in part reflect cyclical factors. 	But in 

manufacturing the underlying rate of growth of productivity 

now appears better than the 1 per cent a year recorded between 

1973 and 1979. 
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• 	5. 	Productivity gains, combined with a moderate level of pay 

settlements, produced the smallest annual increase in unit wage 

costs in manufacturing since 1970 - around 4 per cent. But we 

cannot rest on our laurels. After all, unit wage costs fell last 

year in the US and Germany. 

The slow growth of costs, combined with lower inflation, 

has allowed a significant and welcome recovery in real levels of 

profitability. The CBI has put the net pre-tax real rate of 

return for non-North Sea companies at [6.5 per cent] last year 

with a further estimated improvement to [7.4 per cent] in 

1984. Profitability at these levels, though the best since 1977 

and 1978, are still too low. There needs to be still more 

improvement, as the basis for long run growth and employment. 

So the background is one of lower inflation, lower costs 

and lower interest rates. 

This has produced a better environment for industry and 

rising business and consumer confidence. Not surprisingly, 

demand, output, profits and employment all rose during 1983. 

Lower inflation reduced consumers' needs to save and personal 

consumption rose by some [3i per cent] compared with 1982. 

The rate of investment increased again in the service industries 

and, although manufacturing investment fell back a little, fixed 

investment as a whole rose by [4i1 per cent last year, rather 

faster than consumption. Total domestic demand grew by an 

estimated [441 per cent. 

BUDGE 
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9. 	These trends were reflected in our balance of payments. 

Last year UK exports rose by [1] per cent, in line with the slow 

growth of world trade. The most encouraging growth in export 

volumes occurred in the fourth quarter of 1983 and into 1984. 

Imports are estimated to have risen by about 5 per cent. This 

picture is consistent with our emerging from recession 

generally more quickly than our trading partners. with demand 

growing faster in the UK than in overseas markets. For 1983 

the balance of payments on current account is expected to have 

been in a surplus by about 	[2] billion, a much better 

performance than was expected at the time of the November 

Industry Act Forecast. 

Nominal GDP in 1983 grew by a bit over [9] per cent of 

which [3] per cent represented a real growth of output. This is 

a much healthier division between inflation and real growth 

than we saw in the 1970s. And it brought the average measure 

of GDP above its level in the cyclical peak year of 1979. 

Nevertheless there is still room for further improvement as 

inflation continues to drop. 

I am pleased to say that growth in output has started to 

feed through into the labour market. The number of people in 

employment increased by 87,000 between May and September 

last year. The loss of jobs in manufacturing has slowed down 

sharply, while jobs in services increased by nearly 200,000 in 

the first nine months of 1983. This is encouraging news for the 

unemployed and those who will be leaving school later this year. 
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We are no longer regarded as the poor relation. Last year 

our growth was the fastest of the members of the European 

Community. And both the OECD and the European Commission 

have forecast continued UK growth ahead of our partners in 

Europe this year. 

Even the pessimists can no longer doubt the strength of 

our recovery. I expect inflation to remain low, edging down to 

4i per cent by the end of the year. 	Although personal 

consumption, fuelled by rising incomes and low inflation will 

continue to grow, the recovery is becoming more widely based. 

Investment encouraged by higher profitability is forecast to rise 

by [ ] in 1984. And as world trade grows, so there will 

increasing opportunities for exports. which could rise by about 

[5] per cent in real terms. Output is expected to rise again at 

a rate of 3 per cent in 1984 and only a little less rapidly into 

the first half of 1985. 
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• 	BLOCK D THE MTFS 

Our ultimate objectives are price stability, high 

employment and sustainable growth. Inflation has fallen, and is 

set to fall further. Output has been recovering steadily for two 

years, and there are sound reasons for expecting this growth to 

continue. It can no longer be doubted that steady growth can 

be combined with falling inflation if the right policies are 

followed. 

Z. 	The MTFS remains the centrepiece of this Government's 

monetary and fiscal policy. In this first Budget of a new 

Parliament, therefore, it is appropriate to carry the MTFS 

forward to the end of the Parliament. That is what I have done 

in the MTFS published to-day in the FSBR - the Red Book. The 

policies described there cover the five years from 1984-85 to 

1988-89. They indicate a continuing downward path for the 

monetary ranges over the next five years together with a 

consistent path for public borrowing. These take full account, 

as they must do, of important considerations like the pattern of 

our North Sea oil revenues, and the programme of asset sales. 

But these more technical aspects must not be allowed to 

obscure the key role played by the strategy itself in setting a 

policy framework for strengthening recovery, falling inflation 

and improving prospects for employment. 

5. 	There can be no disputing the importance of securing 

continuing growth in output, with falling unemployment. The 

7uDr 
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• 	MTFS is designed to create the conditions in which lasting 

improvements can be achieved. The precise figures set out in 

the MTFS are not to be regarded as a rigid framework, lacking 

any flexibility. To regard it as such is to misunderstand its 

purpose, and to ignore the way it has been applied in practice. 

As in the past, so in the future there may well need to be 

adjustments to take account of changing economic 

circumstances. But this is the strength of a medium term 

strategy that such changes can be made without jeopardising 

the consistent pursuit of the Government's objectives, in 

particular lower inflation. 

Of course, the Government alone cannot determine 

precisely what happens to inflation, or to the growth of output. 

But it can influence the growth of total national income, or 

money GDP. How far growth in national income is then 

dissipated in rising prices and how far it comes in the form of 

rising output depends on the behaviour of employers and 

employees, on productivity, efficiency and attitudes to pay. 

Within the financial framework the MTFS provides, the 

more that inflation comes down the more room there will be for 

output and employment to grow. Interest rates play a role 

here: nominal rates fall with inflation and help cash flow, 

encouraging spending by both companies and households. Public 

spending programmes drawn up in cash terms go further with 

lower inflation. And, most important of all, with low inflation, 

slower growth in pay makes room more jobs. 
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8. 	The winning combination of falling inflation and rising 

output which we have seen in the last two years is no accident. 

It has come about as the result of responsible financial policies, 

consistently applied, and increasingly better understood 

throughout the country. At the heart of the MTFS is a 

recognition of the crucial importance of sound money, and 

proper monetary control. It is to monetary policy that I turn 

next. 
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BLOCK E: MONETARY POLICY 

It will be clear to the House from what I have said about our 

medium term plans that monetary policy will continue to play a 

crucial role. I propose now to describe how I expect monetary 

policy to operate in the coming year. 

A central theme of my predecessor - and of his 

predecessor too in his better years - was the need for monetary 

and financial discipline. My Rt Hon and Learned Friend saw 

this as the indispensible condition for bringing down inflation 

and establishing the basis for economic recovery. 

It remains no less important now that inflation has been 

substantially reduced and recovery is firmly under way. The 

Government's success to date would all too easily be thrown 

away if monetary conditions were to be relaxed. On the 

contrary, continuing downward pressure on the monetary 

aggregates will be required to achieve further reductions in 

inflation which in turn will help sustain the recovery. 

To judge the appropriate degree of monetary pressure is 

not easy, any more than to achieve it. Monetary targets 

provide an important framework. 	But the assessment of 

monetary conditions remains an art rather than a science. It 

involves judgements on a variety of evidence, sometimes 

conflicting -including the monetary aggregates, the exchange 

rate and interest rates. And our ability to influence monetary 

BUDGE SECRET 
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conditions, particularly in the short run and with due regard for 

external factors, is not untrammelled. 

Yet it is important to strike the right balance between 

excessive stringency which might halt the recovery, and undue 

laxity which would lead the economy to grow at an 

unsustainable pace and rekindle inflation. 

Looking back over the period since the last Budget. I 

believe we have achieved such a balance. Monetary conditions 

in general have been consistent with our objectives. Inflation 

has turned out lower than even we - and certainly members 

opposite -anticipated, notwithstanding several unfavourable 

factors including the rebound of commodity prices. And we can 

look forward to making further progress. This has demonstrably 

not been achieved at the expense of the recovery; which has 

been faster than forecast at the time of last year's Budget. 

The House will find the facts set out in greater detail in 

the Red Book. Monetary growth over the full year to mid-

February, as reflected in the three target aggregates has been 

at or a little above the top of the target range. There was 

particularly rapid growth in the early months; but since the 

summer the growth of all three aggregates has come back 

within the target range. The growth of MO, about which I will 

have more to say in a moment, has been fairly steady. 

So too has been the effective exchange rate. Interest 

rates have fallen; 	but in real terms, taking into account 
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expected inflation, they remain high by historical standards. 

Other evidence that monetary conditions have not been too lax 

includes some slowing down in recent months of the rate of 

increase in house prices. 

I acknowledge that a higher than expected PSBR this year 

has placed a heavier burden on funding. Nonetheless, net sales 

of debt to the public have broadly covered the PSBR. 

Consequently, the money supply has not been inflated by the 

demands of the public sector. Nor have the very substantial 

sales of gilts prevented long rates from moving down further. 

National Savings have again made a major contribution, and are 

likely to achieve this year's target of £3 billion. 

Lending to the private sector rose rapidly in 1983. This 

has given rise in some quarters to what I believe are 

exaggerated fears - either that the recovery is too dependent 

on borrowing or that it is causing an unwarranted loosening of 

monetary conditions. 

There is nothing unusual about company borrowing rising 

at this stage in the cycle; and there seems little reason to 

think that lending to individuals - which has helped consumer 

spending - cannot be sustained. Higher lending for house 

buying, reflecting the heavy inflows of funds to the building 

societies, has taken place without this causing an acceleration 

in house prices. And more generally, as I have said, the overall 

evidence is that monetary conditions have remained well under 

control. 

T"' -r- BUDGt: - 
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• 	12. Nonetheless, it would be imprudent not to watch the 

course of private sector borrowing carefully in the months 

ahead. If there were to be an excessive build-up of liquidity 

and spending, that would obviously be cause for concern. But 

the risks at present do not appear unduly great. 

One encouraging factor has been the strength of new 

issues by UK companies. These reached a record £2.8 billion in 

1983, more than 50 per cent higher than the previous record. If 

this continues - and the size of the Bank of England's new issue 

queue suggests that it may - it should help mitigate the growth 

of lending to companies, and help companies by strengthening 

their balance sheets. 

I propose to introduce four measures in this year's Finance 

Bill to assist the issue of corporate bonds. The attractive tax 

arrangements for deep discount stock and the reliefs for 

companies issuing Eurobonds in this country have already been 

announced. In addition I propose to exempt all new corporate 

fixed interest securities from Capital Gains Tax and to extend 

the stamp duty exemption for such stock to certain convertible 

instruments. I shall come later to another important change 

affecting equity finance. 

Of course the most important contribution the 

Government can make to the revival of the capital market is to 

maintain sound financial conditions. I have decided to make 

two important changes in the way that monetary policy is 

framed. First, for the coming year, there will be separate 

^ 
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targets for broad and narrow money. The range for broad 

money will apply principally to £M3. Secondly, the range for 

narrow money will apply principally to MO. There will no 

longer be a target for Ml. 

The reason why I have discarded Ml is that it is no longer 

a satisfactory measure of narrow money, that is, money held 

for transactions purposes. Because of the rapid growth of its 

interest-bearing component. Ml has taken on some of the 

characteristics of broad money. Falling somewhere between 

the two, it is becoming a less reliable guide to monetary 

conditions. 

I am not, however, willing to go back to the earlier period 

when we only targeted broad money. Broad money. and in 

particular £M3, provides an important measure of liquidity in 

the economy. But it needs to be supplemented by a measure of 

money more closely geared to spending. 

MO consists mainly of the notes and coins in the hands of 

the public. For the time being at least, that is the best 

measure of narrow money we have; and recent experience 

suggests that it is moderately responsive to interest rate 

changes. 	It will therefore be the main target aggregate 

alongside £1‘43. 

Separate ranges are needed for broad and narrow money 

because narrow money, and in particular MO, has over the years 

tended to grow considerably more slowly. This reflects the 

BUDGE:: SECRET 
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impact of institutional changes, such as the growth of bank 

accounts, on the public's demand for cash. 

For later years, the Red Book includes illustrative ranges 

showing a downward path for both money measures. While 

precise targets will be decided for those years nearer the time, 

it should be clear that the Government are determined to 

achieve a substantial reduction in monetary growth. 

For the coming year, the target for broad money will be 

set at 6-10 per cent - the same as in last year's MTFS. The 

target for narrow money is 4-8 per cent. Both ranges should be 

consistent with our objective of a continuing reduction in 

inflation. 

In assessing monetary conditions, we will also take into 

account the growth of the other aggregates besides MO and 

£M3. However, experience has shown that it is not enough 

simply to look at the money numbers. We will continue to have 

regard to other evidence as well, including the exchange rate, 

and changes in behaviour which might affect the demand for 

money. And whereas in the past, broad money - and in 

particular EM3 - has perhaps been the prime focus of attention, 

in future I would expect both broad and narrow money to have 

equal status. Broad money may be particularly relevant for 

decisions on fiscal policy and funding, while narrow money may 

be more relevant for interest rates. 
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I have considered whether the move to a target for MO 

should be accompanied by any changes in the methods of 

monetary control. While in principle it would be possible for 

the authorities to control MO directly, this would involve some 

unattractive features -including greater interest rate volatility 

-and some major institutional changes. I have accordingly 

decided that the time is not ripe for such a move. Control of 

the money supply will continue to rely on a combination of an 

appropriate fiscal policy, interest rates and funding. 

In setting the PSBR for 1984-85, which I shall come to in 

a moment, I have of course taken into account the funding 

implications. The broad aim will be to continue fully to fund 

the PSBR, though over or under funding from time to time 

cannot be ruled out. With the PSBR I am planning, there should 

be a considerably lower requirement for net debt sales, leaving 

room for planned privatisation issues and for a further pick-up 

in new capital issues as well as some further reduction in 

interest rates. 

I am sure it is right to rely on a continued substantial 

contribution to funding from personal savings. Within what is 

likely to be a reduced overall funding requirement, I have 

decided that the National Savings target for 1984-85 should be 

[E3t billion - slightly higher than this year] . 

BUDGE. -SFCRzT 
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BLOCK F: PUBLIC EXPENDITURE 

Attention to public borrowing is the natural counterpart 

to objectives for money. But there is a natural reluctance for 

Chancellors to discuss borrowing before dealing first with 

public expenditure. I share that reluctance, and trust the House 

will allow me to return to the PSBR a little later. 

In 1984-85 public spending will take over two-fifths of 

national income. That is why taxation is still far too high. It 

needs to be brought down. In the early years of the last 

Parliament we had to give first priority to bringing down 

inflation by lowering excessive borrowing. At the same time, 

we had to meet the additional pressures on expenditure imposed 

by the recession. There was no alternative but for taxes to 

rise. 

This process began to be reversed in my predecessor's last 

two Budgets. But much more needs to be done if we are to get 

taxation back to the levels of the 1960s and early 1970s. Much 

lower taxation is crucial to improving the performance of the 

economy in the longer term. 

If, as the economy continues to grow, we succeed in 

holding public expenditure broadly constant in real terms, 

public spending will represent a decreasing share of the national 

product. This will provide the necessary room for reducing the 

burden of taxation, both for individuals and for business. We 

BUDC 
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have already taken important steps to achieve this, and I shall 

be announcing others today. 

First, the levels of expenditure we have planned. and set 

out in detail in the Public Expenditure White Paper published 

last month, mean that total public spending should remain 

broadly level in real terms for the next three years. 

Within public spending, negotiations on our contribution to 

the European Community are approaching a climax at next 

week's European Council. We are continuing to press strongly 

both for a comprehensive system for reducing budgetary 

imbalances and for much tighter discipline over agriculture and 

other expenditure. I can assure the House that there will be no 

question of asking its authority to increase the Community's 

revenues until there is satisfaction on these points. 

Secondly, we have assumed in the updated Medium Term 

Financial Strategy published in the Red Book today, that public 

expenditure in 1987-88 and 1988-89, the last two years of the 

MFTS lustrum, will remain at its 1986-87 level in real terms. 

Such public expenditure totals, four and five years hence, will 

naturally be subject to later review and the results of such 

reviews will be published in successive Public Expenditure 

White Papers. But the extended period of stability in public 

expenditure foreshadowed in the MTFS should, as the economy 

grows, lead to further falls in the share of the national product 

taken by public spending. 

+. 
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I am also publishing today a Green Paper on the prospects 

for public expenditure and taxation in the years up to 1993-94. 

This is a discussion document, intended as the government's 

contribution to the public debate on these important issues. It 

does not record decisions by the Government on expenditure 

programmes or on taxes. Nor does it attempt to forecast the 

progress of the economy over the next decade or, within that, 

the likely course of taxation or expenditure policies. 

What it does show is that it will be possible to make 

worthwhile reductions in the tax burden over the next ten years 

only if firm control over public expenditure continues to be 

maintained. The illustrations in the Green Paper are of public 

expenditure remaining level in real terms in the years up to 

1993-94; or growing at no more than an average 19r in real 

terms a year after 1988-89. 

The Green Paper also argues that if there is to be room - 

as there must be - for some expenditure programmes to 

increase more quickly than public expenditure as a whole, this 

will have to be created by containing the growth of other 

programmes, or, where possible, by meeting needs in other 

ways. 

I hope that the public debate on these issues will address 

itself not only to the overall balance between tax and 

expenditure, but also to the balance to be struck between 

individual expenditure programmes. I look forward to hearing a 

wide range of opinions on these issues over the next few 

months. 
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12. The Government has announced its plans for expenditure 

and intends to stick to them. Consistently with that I have no 

public expenditure measures as such to announce in this Budget. 

Decisions on the uprating of social security benefits, including 

child benefit, will be announced in June by my rt hon Friend, 

the Secretary of State for Social Services. 
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BLOCK G: PUBLIC SECTOR BORROWING AND INTEREST RATES 

I come now. as I said I would, to public sector borrowing. 

The level of the PSBR must continue to fall if we are to 

bring down inflation without the need for unacceptably high 

interest rates. We have reduced the size of the PSBR since 

coming into office in 1979 from an average of over 5 per cent 

of GDP in the first two years to under 31 per cent in the last 

three. And we have achieved this at a time of recession with 

heavy pressure on the public finances. 

In this respect Britain now compares well with most other 

countries. Others have been less successful in tackling public 

borrowing. And not because they did not want to. For there is 

now widespread agreement among industrial countries of the 

need to bring public deficits under control. As it is the UK now 

enjoys one of the lowest levels of public borrowing among 

industrial countries. 

The downward trend in borrowing has not been smooth in 

past years, and the problems of forecasting in this area are 

considerable. In July I was obliged to take action because 

public spending was running ahead of plans. Despite that, the 

forecast for borrowing in 1983-84 I gave in the autumn was 

£10 billion. 	This remains our best estimate of the likely 

outturn, though I must remind the House of the large margin of 

error on PSBR estimates even at this late stage in the year. 

BUr* .11:i trz. 
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But I must now consider the appropriate level for 

1984-85. And here there are a number of considerations 

bearing on the acceptable level of borrowing next year and 

beyond. I will mention three in particular. 

First, interest rates. Interest rates remain high, both in 

nominal and in real terms, though they are now lower than they 

have been for [ ] years. Dollar interest rates of course have 

a major impact on our own. But the influence they exert make 

it more, not less, important that pressures arising from 

domestic sources are kept to a minimum. This alone would 

justify keeping the PSBR on a declining trend. 

Secondly, asset sales. Figures for these were published in 

the Public Expenditure White Paper. The Government will 

continue to return assets to the private sector where this is 

likely to lead to increased efficiency. Public sector assets will 

be managed sensibly. The Government are not an investment 

trust, and we shall dispose of minority holdings from time to 

time as appropriate. [Will need to be expanded and perhaps 

moved elsewhere in the light of Chancellor's correspondence 

with Mr Walker.] 

Asset sales reduce the PSBR, but they do not help interest 

rates as much as other cuts in public spending. Their main 

impact is on the structure rather than the level of interest 

rates. Next year the Government are planning for a higher 

level of asset sales than in 1983-84, and the PSBR for next year 

must naturally take that into account. That fact will come as a 

'3 
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surprise only to those who seem to believe this Government 

sees asset sales as a means of concealed reflation. 

Thirdly, North Sea oil revenues. Next year may well be 

the peak year for revenues from North Sea oil and thereafter 

they may decline. The more these revenues can be applied to 

reducing the PSBR now, the lower will be the future burden of 

debt interest payments when oil revenues are in decline. We 

shall ease the future difficulties of adjusting again to lower 

revenues from the North Sea if we make prudent use of the 

revenue during the years of peak oil production. 

Accordingly, the MTFS published today projects a gradual 

decline in public borrowing over a five year period, to [111 per 

cent of GDP in 1988-89. 	The expenditure and revenue 

projections which support that also show that there can be room 

for cutting taxation over the life of this Parliament. But only 

if firm control is kept on public spending. 

1]. 	In the light of these factors, I believe it is right for 

1984-85 to aim somewhat below the PSBR of 2i per cent of 

GDP or £8 billion indicated by my predecessor at the time of 

the 1983 Budget, and included in last year's MTFS. I have 

accordingly decided to provide for a PSBR next year of 21 per 

cent of GDP, or £7 billion. 

12. In November I told the House that I might have to 

increase taxes in the Budget by £ billion to achieve a PSBR of 

£8 billion in 1984-85. On that basis I should have had to 
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increase taxes by £1 billion to secure a PSBR of £71 billion. 

Since the Autumn Statement, however, a number of 

developments have helped the fiscal prospect, both for 1984-85 

and for the following year, 1985-86. These are mainly on the 

revenue side and include higher North Sea oil revenues 

following the strengthening of the dollar. 

13. 	This has eased my task today. Consistently with planning 

for a PSBR of £71 billion next year, the measures I shall shortly 

announce will be broadly neutral in their effect on revenue in 

1984-85. But the Budget will reduce taxes in 1985-86 by 

around El 1 billion, with even larger reductions in succeeding 

years. 
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BLOCK H: TAX REFORM 

This Government is pledged to reduce the burden of taxation to 

more acceptable levels. I would like to have reduced taxes this 

year. But if tax cuts must wait another year there are other 

changes which are too important to defer any longer. I refer to 

the important subject of tax reform and simplication, on which 

I have important proposals to announce later. 

Of course since 1979 we have made considerable progress 

in re-shaping the tax system. by bringing down the absurdly 

high top rates of income tax, by providing a more acceptable 

level and structure for capital taxes, and in other ways. I 

believe it is now time to make a systematic attempt at a more 

rational tax structure. I see four major reasons for doing so. 

First, the tax system has over the years accumulated an 

array of special reliefs and allowances which only serve to 

distort the actions of taxpayers, companies and individuals. 

They influence choices between types of investment, different 

channels of saving, and, for businesses, between the use of 

capital and labour. Many have been the subject of endless 

argument in Finance Bill debates in the House or upstairs in 

Committee. I propose to reduce and, where possible, abolish 

these differences of treatment where they have outlived their 

usefulness, and leave the taxpayer more free to make his own 

decisions. Over a period, a more neutral tax system must make 

for a better allocation of resources and help to improve 

economic performance. 

BUDGE 7-SErRc:i 
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Second, tax reform is the way to better incentives to 

work and invest. There is no point in tax reliefs which simply 

conceal the true burden of taxation and lead to wide variations 

between taxpayers, for no very good economic purpose. Far 

better to reduce or abolish them, and bring down the rates of 

tax for everyone. 

Third, partly because of these reliefs, it is widely 

acknowledged that the tax system suffers from excessive 

complication. Greater simplicity is a most desirable objective 

in itself. A simpler tax system eases the task of the Revenue 

Departments and the compliance costs of taxpayers. It reduces 

the importance of tax shelters, and the endless pursuit of tax 

avoidance, which adds nothing to our economic wealth. 

Fourth. I believe it is right to shift more of the burden 

from direct to indirect taxation, from what we earn to what we 

spend. Far better to let people choose for themselves how best 

to spend their own money. We made a start in this direction in 

the last Parliament: it is now time to carry it further. 

Everyone recognises these anomalies and distortions in 

our present tax system. Everyone agrees that too many people 

are putting too much efort into finding investments, not 

because they are profitable. but because they save tax. But 

Chancellors have hesitated to change a pattern of taxation, of 

high reliefs and high rates, that has become increasingly 

embedded in the whole commercial and financial system. I 

have come to the conclusion that we must now act. When 

N  
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• 	Governments misdirect investment, they waste people's hard 

won savings and impoverish the whole community. And this is 

just as true, when the misdirection comes through the tax 

system as when it comes through a "prestige project" financed 

by the Government's own spending. 

For all these reasons a major theme of this Budget will be 

reform and simplification of the tax system. I am anxious not 

to move too quickly. Whenever changes are made some people 

do better than others, and some may find themselves worse off 

than before. That is why the process of change has to be a 

gradual one, allowing businesses and individuals to adapt to 

shifts in the fiscal environment. 	However, I believe it is 

essential to make a start this year; and I also propose to 

indicate, as far as I can, the way ahead. 

Today I shall propose changes in three important areas: 

first, the balance of taxation on income and spending; secondly, 

business taxation; and thirdly , savings and investment. 
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BLOCK I: INDIRECT TAXES 

My right hon Friend began the process of switching more of the 

tax burden away from taxes on earnings and onto what people 

spend. This was generally welcomed, and it is important to 

maintain the momentum. Freedom to spend or save more of 

one's own money is what matters. So I have reviewed the field 

of consumer spending to see where it would be right to look for 

extra revenue to finance lower income tax. 

I do not see the excise duties as an area for major change. 

It is now widely accepted that they should be adjusted in line 

with the movement in prices from one year to the next, and this 

is broadly the basis of my approach this year. Otherwise the 

revenue is simply eroded by inflation and eventually has to be 

corrected by large duty increases. 

On tobacco I propose to increase the duty by a little more 

than the rate of inflation. Including VAT, this will put 4p on 

the price of a packet of 20 cigarettes. with corresponding 

increases on hand-rolling tobacco and cigars. However, I do not 

propose to raise the duty on pipe tobacco. These changes will 

take effect from midnight on Thursday. 

Next, the oil duties. I am conscious of the concern felt by 

many of my hon and rt hon Friends about the effects of 

increascs in petrol and dery duties on businesses and on rural 

motorists. Equally, however, it would be wrong to allow the 
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therefore to increase the duty on petrol in line with prices by 

about 41p a gallon, including VAT. For dery I propose a smaller 

increase of about 3ip a gallon, including VAT. As almost all 

dery is used by businesses this will help to hold down business 

costs. To help those - particularly pensioners - who use 

paraffin to heat their homes, I am abolishing the duty on 

kereosene. These changes will take effect for oil delivered 

from refineries and warehouses from 6pm tonight. 

In the last three years the duty on heavy fuel oil has not 

been increased, and I propose no change again this year. The 

real burden of this duty will have been reduced by [ ] per cent 

since 1980. This will be of considerable continuing assistance 

to industry, by helping to hold down energy costs. 

I also propose a number of changes in the rates of vehicle 

excise duty. For cars and light vans the duty will be increased 

by £5 from £85 to £90. On goods vehicles I propose to increase 

the rates of duty for most vehicles broadly to maintain their 

real value. However, there will be duty reductions for the 

lightest lorries offset by higher increases for some heavier 

lorries, to recognise their differing effects on road costs. [And the 

current concessionary rate of VED for small horsepower 

pre-1947 cars will be extended to all pre-1947 cars.] These 

changes will take effect from tomorrow. [Finally, on vehicle 

excise duty, I propose to extend exemption to all recipients of 

War Pensioners' Mobility Supplement, including disabled 

ex-servicemen injured in service in peacetime prior to 1939, 

with effect from 21 November 1983.1 



BUDGE i 
In reviewing the duties on alocholic drinks I have taken 

into account the judgement of the European Court on the 

relative taxation of wine and beer. The House will be aware of 

the history of this particular vexed issue. But it is in the longer 

term interests of this country and of our export industries that 

the laws in this area should be observed, and I intend therefore 

to comply in full with the Court's judgement. But I do not 

intend that our important domestic brewing and spirits 

industries should suffer as a consequence. 

I propose to reduce the duty on a bottle of table wine by 

the equivalent of about 18p, including VAT, and to increase the 

duty on a typical pint of beer by about 2p (including VAT). 

I propose to increase the duty on whisky, fortified wine 

and sparkling wine by about 10p a bottle, including VAT. Cider, 

which increasingly competes with beer but pays a lower duty, 

will go up by 3p a pint. The duties on made wine will be aligned 

with those on other wine. 

I am determined that our spirits industry should not 

continue to suffer discrimination in Italy against imports of 

Scotch whisky. I therefore propose to introduce a temporary 

duty surcharge of £50 per hectolitre on vermouth, the operation 

of which will depend on the treatment afforded to our exports 

of spirits. This will further increase the price of a bottle by 

some 43p, including VAT. 

All the changes in the duties on alcoholic drinks will take 

effect from midnight tonight. 
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12. Next, value added tax. When we were returned to power 

in 1979, my predecessor saw VAT as the key to a long overdue 

shift in the balance of taxation. I intend to continue this 

approach. But - as I have said before - it is essential to broaden 

the tax base rather than raise already high tax rates. So the 

rate of VAT will remain unchanged. Instead, I propose to 

extend the VAT coverage. 

There is much to be said for reducing the number of 

reliefs and for moving towards the sort of broad coverage for 

which the tax is suited. At present, only about half of all 

consumer spending is subject to VAT. The remainder is either 

zero-rated or exempt. In extending the standard rate of VAT to 

items which have previously been zero-rated, I have been 

concerned to identify those which currently enjoy an anomalous 

position and which do not impinge heavily on family budgets. 

So I am proposing to tax, at the standard rate of 15 per 

cent, news advertisements and news services, newspapers and 

magazines (but not books), hot take-away food, and alterations 

to buildings. 

Taxation of news advertisements, news services and all 

printed matter except books will take effect from 1 April. I 

realise that this will bring into the tax expenditure on such 

things as newspapers which has traditionally been spared from 

taxation. But long gone are the days when the printed word was 

uniquely the way of spreading news and I no longer feel able to 

justify special treatment for any printed matter other than 
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line with that of the other information media, radio and 

television. 

Taxing hot take-away food will align the VAT treatment 

of prepared food sold in this way with that of catering services 

generally, which have always been subject to VAT at the 

standard rate. This change will take effect from 1 May. 

Taxing building alterations will remove the present 

complicated and nonsensical borderline between zero-rated 

alterations and taxable repair and maintenance. In order to 

allow time for existing commitments to be completed or 

adjusted, without also unacceptably eroding the revenue, I 

propose to apply the change from 1 June. 

l 8. Extending the coverage of VAT in this way should yield 

just over £600m in 1984-85 and nearly El billion in a full year. 

19. Any review of the tax base focuses attention on the 

financial sector. My predecessor referred to this more than 

once, and it has been an objective of successive Governments to 

raise more revenue in this field. I propose to do so. I intend to 

introduce a duty of excise on the granting of consumer credit - 

HP agreements and personal loans. The duty will not apply to 

mortgages or other loans for house purchase or improvement 

which are eligible for income tax relief. Under these proposals 

duty will be payable by lenders at the rate of [1] per cent per 

annum on the amount of outstanding credit. To allow time for 

- :-• 
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preparation and introduction the duty will take effect from 

1 July 1985. 	The tax should eventually yield about 

[£200] million a year. 

20. 	The net effect of all the changes in indirect taxation will 

be to raise additional revenue over and above indexation of 

some [ ] million in 1984-85 and [ ] million in 1985-86. The 

total increase in revenue will be [ ] in 1984-85 and [ I in 

1985-86. The immediate effect will be to add about [ ] per 

cent to the overall level of prices, which has already been taken 

into account in the forecast of inflation which I gave the House 

earlier. 
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BLOCK J: TAXATION OF PROFITS AND CAPITAL 

Next, company taxation. Our system of company tax is littered 

with special reliefs and allowances. Some of them reflect 

concessions introduced to meet short-term pressures. Or high 

inflation. Others reflect economic priorities or circumstances 

which, if they were once relevant, are so no longer. As a 

result, tax rates are too high, investment decisions, and the 

choice of finance, may be distorted and the relative cost of 

employing people or installing machinery is influenced too much 

by considerations of tax. 

We need both to lower the burden of taxation on 

businesses generally and reduce these distortions so far as 

possible. With inflation down to 5 per cent and set to go lower, 

this is the time to act. 

First, stock relief. This was introduced by the right hon 

Gentleman for Leeds East in a desperate attempt to repair the 

damage he had wrought in his first Budget and to help 

businesses cope with high inflation. It has since been patched, 

but is increasingly unnecessary as business profits recover and 

inflation falls. I propose that it should now go altogether for 

accounting periods beginning on or after Budget day. 

Second, capital allowances. They now do much more than 

allow for depreciation and I intend to eliminate the excess so 

far as practicable. It would be unreasonable to make a change 

• 
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of this magnitude overnight, so I propose to do so in three 

stages. In the case of plant and machinery, and the assets 

where the allowances are linked with them, the first year 

allowance will be reduced from 100 per cent to 75 per cent for 

expenditure incurred after today and to 50 per cent for 

expenditure incurred after 31 March next year. 	After 

31 March 1986 there will be no first year allowances at all and 

all the expenditure will qualify for annual allowances on a 

25 per cent reducing balance basis. 

Similarly, I propose that the initial allowance for 

industrial buildings will fall from 75 per cent to 50 per cent 

from tonight, and be reduced to 25 per cent from 

31 March 1985. After 31 March 1986 the initial allowance will 

be abolished, and expenditure will be written off on an annual 

4 per cent straight line basis. 

Over the same period the other capital allowances will be 

brought into line with these changes. The Inland Revenue will 

be issuing a press notice tonight giving further details of the 

proposals on capital allowances and stock relief. 

By reducing the scale of present distortions, these 

changes will produce a company tax structure better suited to 

improving our economic performance. They also enable me to 

reduce the rates of corporation tax. Indeed I intend to cut the 

rates by rather more than the additional revenue which the 

stock relief and capital allowance changes might permit. As an 

earnest of these intentions I intend to fix the rates of 
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corporation tax not only for profits earned in the year just past 

as is usual, but also for rather further ahead as well. 

The 52 per cent rate has stood unchanged since the 

present system was introduced over 10 years ago. I propose 

that it should now be cut to 50 per cent for 1984-85; by a 

further 5 points to 45 per cent for 1985-86; and [at least] by a 

further 	points to 	per cent for 1986-87. And for 1987-88 I 

propose that it should be cut by a further points to 	per 

cent. 

But even that is not as much as I should like. The aim 

must be a corporation tax rate no higher than the basic rate of 

income tax. Alas I cannot afford to promise that today for our 

larger companies. But for the great majority of companies who 

pay tax at the small companies rate there need be no delay. I 

intend to reduce their rate to 30 per cent forthwith. [Marginal 

provisions.] 

I shall have other things to say of interest to smaller 

companies. But first I must deal with two areas of company tax 

which my RHF the Foreign Secretary announced in his Budget 

speech last year as in need of review. I refer to the treatment 

of groups and consortia and the allowances for mining and 

mineral exploitation. Both will need to be reconsidered in the 

light of the changes just announced. So I am not proposing any 

major alterations in them this year. However, I have decided to 

change the definition for consortium relief so as to increase the 

permitted number of members, and allow consortia which 
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recognises the increasing need for companies to tackle large 

projects as a team rather than individually. 

I come now to the Business Expansion Scheme introduced 

last year by my Rt Hon and Learned Friend. This imaginative 

innovation put us well ahead of the world in the incentives for 

investment in new and expanding companies. On the evidence 

so far it is proving a great success and I do not propose to make 

changes in it, despite the many suggestions I have been 

received. But I must stress that the very generous incentives 

are there to encourage investment in projects which are of 

their very nature more than usually risky. Accordingly I am 

withdrawing farming as a qualifying trade under the Scheme 

from today. 

[Next, the Loan Guarantee Scheme. This has proved its 

worth in supporting small firms to start up and expand and it 

will be extended until [ 1. The Secretary of State for Trade 

will make a statement on the operation of the scheme [ 

Unnecessarily high rates of tax discourage enterprise and 

risk taking. This is true of the capital taxes, just as it is of the 

corporation and income taxes. It is a matter of particular 

concern to those involved in running unquoted companies. The 

highest rates of capital transfer tax are way out of line with 

comparable rates abroad, and with the top rates of other taxes 

in this country. I propose therefore to reduce the top rate of 

capital transfer tax from 75 per cent to 60 per cent. For 

lifetime gifts I further propose to make the rate one-half of 

that on death over the whole scale. Together these changes 

will encourage those business interests to look more confidently 



BUDGE -SECRET 
ahead and to hand on the reins when it makes commercial sense 

to do so. 

For capital gains. I will as promised bring forward in the 

Finance Bill proposals to double the limit for retirement relief 

for capital gains tax to a figure of £100,000 backdated to 

April 1983. I think it is right also to raise the threshold for the 

tax, so that it bears only on gains sufficiently large to justify 

what can often be a very complex calculation. The new 

threshold will be £ . The increase will cost £m 	in a full 

year, and will remove taxpayers from the charge. 

We have done much to improve the development land tax. 

[ 	years ago we increase the threshold by [ ] to £50,000. 

The most effective further step in simplifying it is to confine 

the tax to the larger cases. Increasing the threshold to £75,000 

will reduce the numbers affected by more than one-third. That 

is what I propose. I hope that this increase will encourage the 

bringing forward of land for development - to the benefit of the 

construction industry. 

I turn now to the North Sea. Tax changes made last year, 

in particular the improved incentives for future fields, were 

very well received. We have seen encouraging progress since 

then both in the number of projects firmly approved for 

development, and in the number being actively reviewed by the 

industry. I see no need to make any further major change in the 

regime at this stage. 
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17. The impact on the North Sea of the wider corporate tax 

changes to which I have just referred should be generally 

favourable. They should leave the profitability of future fields 

broadly unchanged, while at the same time improving to some 

extent the cash flow for existing fields. 

My rt hon Friend undertook last year to consider whether 

the special fiscal concessions for development outside the 

Southern Basin should be extended to Southern Basin fields. 

After a full study of Southern Basin gas projects, to which the 

industry itself made an important contribution, my conclusion is 

that developments in the Southern Basin are already 

sufficiently profitable and that additional incentives are not 

required. 

One feature of the last year has been an increased level 

of farmouts - by existing North Sea operators. Farmouts often 

have good commercial motives and can promote North Sea 

development. But there is a limit to the extent to which they 

should be carried through at the expense of the Exchequer. 

Last September I announced my intention to legislate this year 

to prevent various PRT reliefs for past expenditure being set 

off against later acquisitions of interests in mature fields. 

Since then I have further reviewed the implications of farmouts 

for corporation tax. I am proposing as a result certain 

measures to limit the potential corporation tax costs to the 

Exchequer of future farmouts. Details of these, and of certain 

other technical changes proposed in the fiscal regime, are given 

in a Revenue Press Release issued today. 
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I am also making changes in the system by which VAT is 

charged on the importation of goods into the United Kingdom. 

At present most importers do not effectively pay VAT on 

imports. I had hoped to persuade our European partners to 

adopt our system, which is simple and cost-effective, and 

facilitates trade between EEC states. But we have so far failed 

to do so. 	As there is an incentive under the present 

arrangements to import goods rather than purchase them on the 

home market, we cannot continue to plough a lonely furrow in 

the interests of European harmonisation. [However, I might be 

persuaded to reconsider my decision if other EEC countries 

reconsidered theirs.] 

Under the new arrangements importers will be required to 

pay VAT due at importation in the same way as customs duties, 

as they do elsewhere in Europe. This change in procedure will 

be introduced from 1 October and will give a once-for-all 

increase in the revenue yield in 1984-85 from VAT of the order 

of El.2 billion. 
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BLOCK K: SAVINGS AND INVESTMENT 

Next, the financial sector, which brings me to the third 

area of the tax system where some reform is long overdue. 

Some moments ago I described how the growth of special 

allowances and reliefs has distorted the corporation tax, and 

the pattern of investment decisions by companies; and I 

announced proposals to remove those distortions. 	Many 

Chancellors before me have referred to similar distortions in 

the pattern of tax and savings, particularly in the way they 

encourage savings through the institutions, and I have proposals 

to make here too. Together they should help to improve both 

the direction and the quality of savings and investment. 

First I propose to draw more closely together the tax 

treatment of banks and building societies and of investors in 

them. 

[As hon Members may know, the Inland Revenue are now 

taking the view that profits made by building societies on the 

realisation of gilt-edged securities should, as is the case with 

banks, be charged to tax at the full corporation tax rates and 

not to capital gains tax. Moreover] I intend to remove the 

special 40 per cent rate of corporation tax from building 

societies. This change will take effect from 1985-86 when, as I 

have already proposed, the main rate will come down to 45 per 

cent. 

• 

- 
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This change will also apply to other bodies such as 

industrial and provident societies, now covered by the special 

rate; but the very large majority of them will not be directly 

affected since they pay tax at the small companies rate and 

will benefit from the reduction in that to 30 per cent. 

I have also been concerned to achieve greater parity 

between banks and building societies in the tax treatment of 

interest paid on personal deposits. I believe they should be able 

to compete on equal terms. 

The arrangements whereby the building societies account 

for income tax at a composite rate on the interest they pay 

their depositors have been criticised in the past as giving an 

unfair advantage to the societies. I propose to introduce, 

therefore, with effect from 1985-86 a composite rate scheme 

to apply to interest received by UK resident individuals from 

banks or other licensed deposit takers. The composite rate will 

not apply to non-residents or to the corporate sector. They will 

continue to receive interest gross as at present. 

The new arrangement should provide a welcome 

simplification of the tax treatment of interest for individual 

bank customers generally. It will also enable tax due to be 

collected much more economically by the Inland Revenue, 

providing significant staff savings and avoiding the prospect of 

substantial extra staff needs as interest starts to become 

payable on a wider variety of accounts, including some current 

accounts. 

el. • ...•••••• Ma 
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I come now to a tax which, it is well know, was originally 

introduced as a temporary measure to finance a war with the 

French. I now propose to halve the rate of this tax. The House 

will remember that stamp duty was doubled from its long 

standing 1 per cent by the post-war Labour Government in 

1947, reduced in 1963 and again doubled by the first Budget of 

the rt hon Gentleman the Member for Leeds East in 1974. At 

its present level it is a clog on mobility and change. 

I propose to bring the rate back to 1 per cent. The 

reduction in the rate of duty on share transfers will remove an 

important disincentive to direct savings in equities and 

maintain the competitiveness of the UK stock market. 

To help ease the burden of stamp duty on house buyers, 

the new 1 per cent rate will apply to land and buildings also. I 

am sure this will be welcomed by the construction industry. [I 

propose also to raise to £30,000 the threshold below which no 

duty is paid on house sales; and to abolish the half per cent 

reduced rate; and at the same time to put an end to certain 

devices for avoiding stamp duty on sales of land and houses.] 

The reductions in stamp duty take effect on [26 March] 

and will cost £[435] million in 1984-85. 

Next life assurance. In its present form relief for the 

payment of life assurance premiums dates from the 

19th century. When that relief was introduced, life assurance 

was the only way in which many people could hope to provide 
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for their dependants after their death, or for their own needs in 

retirement. But that is no longer true. Most life assurance 

premiums nowadays represent just a particular form of savings 

through a particular institutional channel, which happens for 

historical reasons to attract tax relief. 

I recognise, of course, that the vast bulk of life assurance 

savings may well be prudently saved and prudently invested. 

But the decision to save and the choice of savings is one for the 

investor to make, and not for the tax system. And the cost of 

the tax relief -£700 million a year and growing - means that 

income tax rates have to be higher or tax thresholds lower than 

they need to be, or should be. 

So I propose to withdraw the relief on new policies with 

effect from today. I stress that this change will apply to new 

policies only. Relief will continue to be available on existing 

policies for their existing life span. [I have no proposals to 

make this year on the special tax position of friendly societies; 

but I shall be keeping this matter under review in the light of 

the withdrawal of life assurance premium relief.] The change 

will yield £90 million in the first year. 

Share Options 

Whatever my doubts about life assurance relief I have 

none about the importance of encouraging people to share in 

the ownership and fortunes of the companies for which they 

work. The measures introduced in the last Parliament to 
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savings related share option schemes have been a notable 

success. The numbers of these all employee schemes have 

increased from about [30] in 1979 to over [650] now, 

benefiting more than [ ] employees. 

To maintain and build on this progress I propose to 

increase the monthly limit on contributions to savings related 

share option schemes from £50 to £75. [I- Possible relaxation in 

ESC on long service awards to include the giving of shares.] 

But beyond this, I now see the need to do more to attract 

top calibre company management and to increase the incentives 

and motivation of existing executives and key personnel by 

linking their rewards to performance. A relaxation in the tax 

treatment of share options can be a central factor in improving 

the performance, competitiveness and profitability of British 

industry. [I propose, therefore, to introduce a scheme under 

which share option schemes generally will, subject to certain 

conditions, be taken out of income tax, leaving any gain to be 

charged to capital gains tax on, and not until, disposal of the 

relevant shares (this can be developed in the light of eventual 

decision on the shape of the new scheme).] 

Lastly in this group of measures. I come to the investment 

income surcharge. A higher charge in one form or another on 

investment income has been a feature of our tax system for a 

very long time. But, whatever its historical justification, the 

surcharge has come increasingly to be regarded as an unfair and 
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anomalous tax on savings and on the rewards of successful 

enterprise. It hits particularly harshly at elderly people. More 

than half those who pay the surcharge are 65 or over, and of 

these more than half would otherwise be liable at only the basic 

rate of tax. 

It no longer has a place in our tax system, and I propose to 

abolish the surcharge forthwith. The cost will be some 

£20 million in 1984-85 rising to a full year cost of about 

£ [320] million; there will be staff savings rising eventually to 

over 200. 

Taken together, these proposals will go some way towards 

providing a simpler and straightforward tax system for savings 

and investment, making the system at once clearer and more 

honest, and removing biases which have discouraged the 

individual saver from investing directly in industry. 

; 



BLOCK L: INCOME TAX 

Finally I come to income tax. 

Despite what has been achieved since 1979, the rates of 

tax remain too high and the threshold at which people start to 

pay tax too low. An excessive burden of tax inhibits effort and 

enterprise throughout the income range. Low thresholds in 

particular play a part in creating the poverty and 

unemployment traps. We should not be taxing people at the 

same low levels of income that entitle them to social security 

benefits. Not only is this wrong in principle, but it drives 

people into the black economy and creates a wasteful 

bureaucracy. There is no cheap or overnight solution. But it is 

clearly right to build on the progress we have already made, and 

give priority to raising the basic tax thresholds, before looking 

to reduce the rates of tax further. 

And so it is to raising income tax thresholds that I propose 

to apply the revenue from the changes I have announced on 

indirect taxes. 

Before announcing details, however, there are two reliefs 

which I must tell the House I propose to abolish. Both were 

introduced at a time when this country suffered from 

excessively high rates of income tax. Now that these have been 

brought more into line with other countries, I have concluded 

that the reliefs are no longer justified. 

• 
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5. 	The first is the 50 per cent deduction (falling after nine 

years to 25 per cent) given from the emoluments of foreign 

employees coming here to work for foreign employers. At 

present income tax rates the UK has come to be described as 

almost a tax haven for people of foreign domicile. For 

example, someone in that position earning £60,000 a year may 

now pay tax at an average rate of no more than 17 per cent. 

The need for this relief has clearly gone. It has also benefited 

many for whom it was never designed. So I propose to withdraw 

the relief for all new cases from 6 April next. 	Existing 

beneficiaries will retain their entitlement to relief for the five 

years to 5 April 1989. This transition should give sufficient 

time for individuals and their employers to adjust to this change 

in their expecations. 

6. 	I propose also to abolish from 6 April next and for very 

much the same reasons the so-called foreign earnings relief for 

United Kingdom residents who perform their duties both here 

and overseas and who spend at least 30 days abroad in a tax 

year. I further propose to abolish the matching relief for the 

self-employed who spend 30 days abroad, and similarly for 

resident employees and self-employed who have separate 

employments or separate trades carried on wholly abroad. At 

the same time, I have authorised the Inland Revenue to consult 

interested parties about a possible relaxation in the rules 

governing the taxation of expenses incurred by employees in 

travelling to perform their duties overseas. For the present I 

propose to make no change to the 100 per cent deduction given 

for absences abroad of 365 days or more. 

BUDG  " 	 L, C 76",  
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BUDGE • 	7. 	The abolition of these reliefs will eventually yield revenue 

savings of some [ ] and will be another useful step in 

removing complexity and distortions. 

	

8. 	I need also to refer to the car benefit scales for those 

provided with the use of a car by their employer. Despite the 

increases over recent years, the levels still fall short of any 

realistic measure of the true benefit. I am proposing further 

increases in both the car and car fuel scales with effect from 

April 1985. But to reflect both the extent of past increases and 

lower inflation, these will be held to about 10 per cent. 

[Depends on 
decisions] 

I can now turn to the main income tax changes. I propose 

to increase the higher rate thresholds and bands in line with 

statutory indexation of 5.3 per cent. The first higher rate of 

40 per cent will apply when taxable income reaches £15,400 and 

the top rate of 60 per cent to taxable income of £38,100 or 

more. [Within these limits I also propose to rationalise the 

higher rate structure. I propose a similar increase in the age 

allowance.] 

But as I have said, this year I believe it is right to give 

first priority to raising the levels at which people first pay tax. 

For the main income tax threshsolds simple indexation would 

mean putting the single and married allowance up by £100 and 

£150 respectively. I propose to double these amounts: the 

threshold for the single person will be increased by £200 from 

£1785 to £1985 and for the married man by £300 from £2795 to 
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£3095. The additional personal allowance for single parents and 

the widow's bereavement allowance will be increased in 

consequence from £1010 to £1110. 

Effect will be given to these changes under PAYE as from 

the first pay day after [ 1. The revenue cost above 

indexation, will be [E. million] next year. Including indexation 

the total revenue foregone will amount to some [ ] in 1984-85 

and [ ] in a full year. Some [ 	] fewer people will pay tax 

in 1984-85 than if thresholds had remained at their present 

levels. 

There is one other tax I must mention before I sit down. 

the National Insurance Surcharge. This was imposed by the last 

Labour Government and when we took office the rate was 

31 per cent. In the last couple of years we have cut that to 

1 per cent. If the surcharge were still at the level we inherited, 

the private sector would be paying about £3 billion a year more 

than they now do. But the time has surely come to be rid of it 

altogether. I intend to abolish this pernicious tax on jobs. The 

National Insurance Surcharge will go from 6 August next. 

As a result, along with my other Budget proposals the 

burden of taxes on businesses will have fallen from [ I per 

cent of GDP when we came to office to [ ] per cent in 1 1. 
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BLOCK M: CONCLUSION 

This Budget has confirmed the broad strategy on which we 

embarked in 1979. It takes economic renewal another stage 

forward. And it marks a major step towards lower taxes and a 

simpler tax system. I commend it to the House. 
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Mr Kerr 

BUDGET SPEECH 

The Chancellor has asked the advisers to offer comments on the 

Budget draft circulated under your minute of 17 February. 

c. 	I shall send you a series of suggestions that I hope may be 

helpful. The first, attached, concerns Block H: rationale for 

tax reform. 

M D X PORTILLO 
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This Government is pledged to reduce the burden of taxation 

particularly on incomes. Lower taxation leaves people - and 

companies - free to spend more of their own money, and that 

is an important freedom in itself. Lower taxation also stimulates 

economic growth, because money invested or spent by individuals 

or companies tends to be more productively used than money 

churned through government. We aim to establish a virtuous 

circle. Growth in the economy will provide the room for tax cuts 

so long as public expenditure is held- incheck. And reductions 

in taxation will stimulate further growth. 

It is evident that people start paying tax in this country on 

too low a level of income, so that a large number of people who 

are badly off now pay income tax. That is undesirable and wac 

never intended. In part today's high levels of taxation are 

made necessary by the numerous allowances and exemptions that 

are built into the system. Each exemption is cherished by those 

who benefit, but each exemption costs the revenue money. We are 

today sustaining higher rates of tax and imposing tax at lower 

levels of income in order to finance those exemptions. 

The same general point is true of company taxation. Over the years 

governments have grafted on to the corporation tax structure a 

series of allowances aimed at dealing with problems of low 

investment and of inflation. The result is a complicated tax, 

and a rate of tax ver: much higher than is desirable, but made 

necessary in order to finance those allowances. 



• 
From this I conclude that I should move ahead as rapidly as 

I can to reduce taxation. In the measures that I announce 

today for this year I cannot go nearly as far as I wouldlike, 

though I have found ways nonetheless to make some progress in 

key areas. And in some ways I am setting the course for future 

years. But what I also conclude is that I should embark on 

restructuring our tax system, and in particular on removing 
••••=0 

some of the allowances - many now outdatedemthat I can move 

that much faster on .raising thresholds or reducing rates of 

taxation as appropriate. It is this reasoninguhich has led me 

to make this a tax-reforming budget. 
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BUDGE. -SECRET 
bEtt) FROM: A M W BATTISHILL 

DATE: 17 February 1984 

CHANCELLOR OF THE EXCHEQUER 	 cc 

BUDGET SPEECH: FIRST DRAFT 

COPY NO: 
Chief Secretary 
Financial Secretary 
Minister of State 
Economic Secretary 
PCC Members 
Mr Evans 
Mr Lankester 
Mr Monger 
Mr Odling-Smee 
Mr Ridley 
Mr Lord 
Mr Portillo 

Sir L Airey 
	IR 

Mr Painter 
	IR 

Mr Fraser 
	C&E 

Mr Wilmott 
	

C&E 

... I attach a first complete draft of the Budget Speech. 

This is based on contributions from the relevant Treasury 

Divisions and the two Revenue Departments. It follows pretty 

faithfully the outline discussed with you, though drafting has 

suggested one or two minor improvements in order. The draft is 

a little unpolished in places but I hope it provides a satisfactory 

basis to work on. 

The draft runs to a little under 12,000 words. Your 

predecessor's last Budget Speech was about 13,500 words, which 

he delivered in an hour and twenty minutes. 

You will want to consider the general shape and style of 

the Speech so that further work can be done on it next week. 

On particular points: 

(a) 
	

the sections on the economic background have been 

kept fairly short, especially that dealing with 

the world; but they could be shortened still 

further if you wished; 

2 
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treatment of the PSBR (both in the short and medium 

term) is split between section D on the MTFS and 

section G on public sector borrowing and interest 

rates; this is difficult to avoid this year with the 

need to discuss the MTFS at a fairly early stage in 

the Speech; but the allocation of material between 

the two sections can be looked at; 

 

 

 

the section on monetary policy is rather a long one, 

but there is a good deal to say; 

the LTPE Green Paper is dealt with fairly briefly 

in section F, but could be lengthened; 
- 

u the short section H is an important one which sets 

the scene for the structural tax changes; 

(f) sections I to L describe the tax changes, for the 

most part in the order of my earlier outline. Share 

1 

 options have been moved (at the Revenue's suggestion) 

to the section on savings and investment. The capital 

taxes fit a little awkwardly in the middle of 

1  section J, and the treatment of foreign emoluments, 

I foreign earnings etc comas a bit of an interruption 

to the passage on income tax. PAS for imports is 

something of a wild card: there are several places 

for it, none of them ideal. 

Qt/b 

A M W BATTISHILL 
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This Budget will set the Government's economic course for t 

Parliament. It is founded on the policies which we ave 

consistently followed since 1979. 

The hallmark of this Government is co stency of 

purpose. To defeat inflation. 	To impr 	economic 

performance. To lay the only sound found ions for future 

prosperity, more jobs and lower taxation. 

The results of he medium,  t m financial strategy 

rising living --standar s 	 —at—the-*rwest—terel--fer- 
nA. 1.11- 

44-years. Employment is risin 	 have reached 

the turning point for unemplo ent. 

The success of our olicies is not in question. The acts 

speak for themselves 	They are a tribute to the w e 

stewardship and fore ght f the figBudgets presented by my \ 
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4IP  Ch/Ex Ref No FROM: J 0 KERR 
DATE: 20 February 1984 

Mr Battishill cc Sir P Middleton 
Sir T Burns 
Mr Cassell 
Mr Monck 
Mr Portillo 

BUDGET SPEECH: SECTION A 

I attach the Chancellor's redraft of section A of your 

17 February draft. You will note that it omits your para 7 

- ie the "no tax increases" paragraph: the Chancellor now 

feels that its correct home is probably in section G. 

J 0 KERR 



BLOCK A: INTRODUCTION 

This Budget will set the Government's economic course for this 

Parliament. It is founded on the policies which we have 

consistently followed since 1979. 

The hallmark of this Government is consistency of 

purpose. To defeat inflation. 	To improve economic 

performance. To lay the only sound foundations for future 

prosperity, more jobs and lower taxation. 

The results of the medium term financial strategy 

introduced in 1980 can be seen in four years of falling inflation, 

to the lowest levels since the sixties, accompanied now by a 

steady recovery of output and rising living standards. 

Employment is rising and there are signs that we may have 

reached the turning point for unemployment. 

The success of our policies is not in question. The facts 

speak for themselves. They are a tribute to the wise 

stewardship and foresight of the five Budgets presented by my 

rt Hon and Learned Friend the Foreign Secretary from this 

Despatch Box. 

My Budget today has two themes: first, to continue our 

policies of lower inflation, the only sound basis for sustained 

growth; and second, to reform and where possible simplify, the 

tax system. 

BS8 
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BUDG. _sPciziPT t 	 - • 6. 	As is customary I shall begin by reviewing the economic 

background to the Budget. I shall then deal with the medium 

term financial strategy; 	with monetary policy and the 

monetary targets for next year; and with public spending. This 

will bring me to the important issue of public borrowing and to 

the appropriate PSBR for the coming year. Finally I shall deal 

with taxation, and all the major changes which I propose this 

year. As usual, a full list of detailed press releases will be 

issued today. As I have indicated I shall devote some time to 

matters of tax reform. Indeed, this should be seen as a tax 

reform Budget which will pave the way to the tax-cutting 

Budgets of subsequent years. 

-r 
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Ch/Ex Ref No .0.10. 

 

 

Mr Battishill 

 

PS(67(4,44vmstAGINNAil 
cc Sir P Middleton 

Sir T Burns 
Mr Littler 
Mr Lavelle 
Mr Portillo 
Mr Bottrill 

BUDGET SPEECH: SECTION B 

The Chancellor was not at all happy with the "world back-

ground" Section of your 17 February draft. He would be most 

grateful if Mr Lavelle could let you have a revised version for 

incorporation in the next edition. 

2. 	The Chancellor found the first two paragraphs of the 17 

February version redundant. He would retain something like the 

first sentence, but then jump immediately to para 3, and forecast 

US growth. He would includeareference to the fact that UK growth 

is likely this year to be the fastest in the European Community, 

as it was last year. He found the interest rates/US budget deficit 

paragraph - para 4 - much too mealy—mouthed; and would prefer a 

punchier, more up-to-date presentation, hitting the Americans 

rather harder. The oil paragraph - para 5 - struck him as not 

drafted in speech form; and he would omit para 6, though of course 

making the point that exogenous uncertainties provide a reason for 

prudent Budget-making. 

J 0 KERR 
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BLOCK B: WORLD BACKGROUND 	1.1.7k03  

The outlook for the world recovery is more favourable now than 

for sometime. Inflation in the major industrial countries has 

fallen to its lowe t level for more than a decade with consumer 

oVitot 	 prices rising by abo t [41] per cent in the past year. Output in 

crIwA. ett 	 the same countries h s risen by about [31] per cent in the past 

year after three years of virtually no growth. Our overseas 

efluv, 	 markets are growing at 	annual rate of about [5] per cent. 

And the world background 's altogether more promising than it 

was three years ago when tie UK economy first began to lead 

the industrialised world out o the depths of recession. 

2. It is no accident that recovery has followed the 

emergence of widespread interna ional consensus on the critical 

need to defeat inflation. Th consensus is now firmly 

established among the memb s of the international 

community, as is the understanding \of the policies required to 

achieve that. I was particularly enco raged at the way Finance 

Ministers from both developed and de loping countries readily 

agreed on the crucial importance of con ol over monetary and 

fiscal policies when the world economy 	discussed at last 

year's annual meeting of the IMF. 

3. 	So, what are the prospects? It seems likely tha tput in 

the United States should continue to grow strongly this year. 

And the recovery in the rest of the world is becoming more 

broadly based with activity rising in Japan, and signs that the 

fr4, 	1 
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long awaited upturn appears at last to be getting underway in 

Europe.  (Ai flu v1A 	 s, 

Of course, there are real risks and uncertainties in the 

present situation. The continuing high level of international 

interest rates poses a potential threat to much needed 

investment. It also makes the solution of debt problems more 

difficult. And there is wide acknowledgement of the concern 

generated by the continuing, and growing, high level of US 

budget deficits. Large imbalances in current accounts may 

increase the risk of more volatile exchange rates. They also 

bring risks of greater protectionism. 

Uncertainties remain, too, in the oil markets, Fough 

perhaps on a lesser scale than at sometimes in the past. The 

possibility of a sharp fall in oil has been reduced by the 

prospect of steady recovery in the world economy. But it has 

not disappeared. And a lower oil price though almost certainly 

helpful to world activity in the long term would be bound to 

pose short-term problems, while countries adjusted to ID 

6. 	In managing our own affai it is only prudent to recognise 

the risks to world recovery d to give them due weight in 

framing domestic policie 	But the risks should not be 

exaggerated. The won, economy now seems better placed to 

achieve continued gr wth with lower inflation than for some 

years past and  •  that extent our own prospects are 

strengthened. 

BUDGE - SECRET 
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BUDGET SPEECH: SECTION C 

The Chancellor hopes that it will be possible to shorten 

Section C in your 17 February draft. 

2. 	The purpose of the Section, he thinks, is to establish the 

fact of recovery and what its causes were and are. The first 

two pages, as at present drafted, strike him as a little fuzzy 

for this purpose. If it is thought necessary to discuss the 

balance of payments, he does not think that one can duck the 

question of trade in manufactured goods - as para 9 now does. 

Para 10, as now drafted, poses a problem, in that it implies 

6 per cent inflation last year 	For para 11 - the labour market 

- he would greatly prefer to use complete 1983 figures. And it 

will be necessary, he believes, to make a comparison in the 

Section between the pre-recession output peak, and where we now 

think we are. Finally, he does not think that the last sentence 

is quite right. It suggests that we shall have 3 per cent growth 

this year, and growth that will be "only a little less rapid" 

"into the first half of 1985". If he said that, the House would 

assume that he was forecasting the sizzling out of the recovery. 

)6s- 
J 0 KERR 
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BLOCK C: DOMESTIC ECONOMY 
	 mit chs 

The world recovery has been more than matched 

progress of our own economy. 

u ipeN 	re..k  
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At the end of the seventies, we were poorly equipped to 

withstand economic pressures - weakened by many years of high 

inflation, excessive pay increases, and poor productivity 

performance. We had to tackle inflation and grossly excessive 

public borrowing during the deepening world recession. Since 

1980, inflation has been falling steadily from a peak of more 

than 20 per cent, interest rates have fallen, while consumer 

spending and domestic demand have recovered strongly. 

1983 saw a combination of low inflation and 

soundly-based growth. The increase in prices at 4.6 per cent 

was the lowest since 1967. 

We have seen a welcome further improvement in 

productivity by the [third] quarter of 1983, for the whole 

economy, it was [about 10 per cent: - GDP(A)/ELF] above the 

level three years earlier. In manufacturing alone, output per 

man hour was up [16 per cent] . Of course, productivity 

improvements do in part reflect cyclical factors. But in 

manufacturing the underlying rate of growth of productivity 

now appears better than the 1 per cent a year recorded between 

1973 and 1979. 

BUDGET- SECRET 
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Productivity gains, combined with a moderate level of pay 

settlements, produced the smallest annual increase in unit wage 

costs in manufacturing since 1970 - around 4 per cent. But we 

cannot rest on our laurels. After all, unit wage costs fell last 

year in the US and Germany. 

The slow growth of costs, combined with lower inflation, 

has allowed a significant and welcome recovery in real levels of 

profitability. The CBI has put the net pre-tax real rate of 

return for non-North Sea companies at [6.5 per cent] last year 

with a further estimated improvement to [7.4 per cent] in 

1984. Profitability at these levels, though the best since 1977 

and 1978, are still too low. There needs to be still more 

improvement, as the basis for long run growth and employment. 

So the background is one of lower inflation, lower costs 

and lower interest rates. 

This has produced a better environment for industry and 

rising business and consumer confidence. Not surprisingly, 

demand, output, profits and employment all rose during 1983. 

Lower inflation reduced consumers' needs to save and personal 

consumption rose by some [3/ per cent] compared with 1982. 

The rate of investment increased again in the service industries 

and, although manufacturing investment fell back a little, fixed 

investment as a whole rose by [41] per cent last year, rather 

faster than consumption. Total domestic demand grew by an 

estimated [41] per cent. 

BUDGE 1-SECRE`i 
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9. 	These trends were reflected in our balance of payments. 

Last year UK exports rose by [1] per cent, in line with the slow 

growth of world trade. The most encouraging growth in export 

volumes occurred in the fourth quarter of 1983 and into 1984. 

Imports are estimated to have risen by about 5 per cent. This 

picture is consistent with our emerging from recession 

generally more quickly than our trading partners, with demand 

growing faster in the UK than in overseas markets. For 1983 

the balance of payments on current account is expected to have 

been in a surplus by about 	[2] billion, a much better  

performance than was expected at the time of the November 

Industry Act Forecast. 

10. 	Nominal GDP in 1983 grew by a bit over [9] per cent of 

which [3] per cent represented a real growth of output. This is 

a much healthier division between inflation and real growth 

than we saw in the 1970s. And it brought the average measure 

of GDP above its level in the cyclical peak year of 1979. 

Nevertheless there is still room for further improvement as 

inflation continues to drop. 

11. 	I am pleased to say that growth in output has started to 

feed through into the labour market. The number of people in 

employment increased by 87,000 between May and September 

last year. The loss of jobs in manufacturing has slowed down 

sharply, while jobs in services increased by nearly 200,000 in 

the first nine months of 1983. This is encouraging news for the 

unemployed and those who will be leaving school later this year. 

1 
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We are no longer regarded as the poor relation. Last year 

 

our growth was the fastest of the members of the European 

Community. And both the OECD and the European Commission 

have forecast continued UK growth ahead of our partners in 

Europe this year. 

Even the pessimists can no longer doubt the strength of 

our recovery. I expect inflation to remain low, edging down to 

41 per cent by the end of the year. Although personal 

consumption, fuelled by rising incomes and low inflation will 

continue to grow, the recovery is becoming more widely based. 

Investment encouraged by higher profitability is forecast to rise 

by [ ] in 1984. And as world trade grows, so there will 

increasing opportunities for exports, which could rise by about 

[5] per cent in real terms. Output is expected to rise again at 

a rate of 3 per cent in 1984 and only a little less rapidly into 

the first half of 1985. 
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Mr Lankester 
Mr Odling-Smee 
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MR BATTISH ILL 

BUDGET SPEECH: SECTION D 

The Chancellor thinks that section D of your 17 February edition of the draft speech is 

rather good. However, he would be grateful if the drafters could expand it a little to 

bring out more clearly, eg to new members of the House, what the original purpose of 

the MTFS was, how it has worked, and how it should continue to work. He would like 

that to be set out before one comes on to the question of moving to a five-year range 

(ie para 2). 

(Do 
J 0 KERR 
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BLOCK D THE MTFS 
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Our ultimate objectives are price stability, high 

employment and sustainable growth. Inflation has fallen, and is 

set to fall further. Output has been recovering steadily for two 

years, and there are sound reasons for expecting this growth to 

continue. It can no longer be doubted that steady growth can 

be combined with falling inflation if the right policies are 

followed. 

S ItA 	°I'l- 
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monetary ranges over the next five years together with a 

consistent path for public borrowing. These take full account, 

as they must do, of important considerations like the pattern of 

our North Sea oil revenues, and the programme of asset sales. 

But these more technical aspects must not be allowed to 

obscure the key role played by the strategy itself in setting a 

policy framework for strengthening recovery, falling inflation 

and improving prospects for employment. 

5. 	There can be no disputing the importance of securing 

continuing growth in output, with falling unemployment. The 

BUDGE SECRET 

2. 	The MTFS remains the centrepiece of this Government's 

monetary and fiscal policy. In this first Budget of a new 

Parliament, therefore, it is appropriate to carry the MTFS 

forward to the end of the Parliament. That is what I have done 

in the MTFS published to-day in the FSBR - the Red Book. The 

policies described there cover the five years from 1984-85 to 

1988-89. They indicate a continuing downward path for the 



BUDGE I - SECRET • 	MTFS is designed to create the conditions in which lasting 

improvements can be achieved. The precise figures set out in 

the MTFS are not to be regarded as a rigid framework, lacking 

any flexibility. To regard it as such is to misunderstand its 

purpose, and to ignore the way it has been applied in practice. 

As in the past, so in the future there may well need to be 

adjustments to take account of changing economic 

circumstances. But this is the strength of a medium term 

strategy that such changes can be made without jeopardising 

the consistent pursuit of the Government's objectives, in 

particular lower inflation. 

Of course, the Government alone cannot determine 

precisely what happens to inflation, or to the growth of output. 

But it can influence the growth of total national income, or 

money GDP. How far growth in national income is then 

dissipated in rising prices and how far it comes in the form of 

rising output depends on the behaviour of employers and 

employees, on productivity, efficiency and attitudes to pay. 

Within the financial framework the MTFS provides, the 

more that inflation comes down the more room there will be for 

output and employment to grow. Interest rates play a role 

here: nominal rates fall with inflation and help cash flow, 

encouraging spending by both companies and households. Public 

spending programmes drawn up in cash terms go further with 

lower inflation. And, most important of all, with low inflation, 

slower growth in pay makes room more jobs. 

BUDGET- SECRET 
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8. 	The winning_combination of falling inflation and rising 

output which we have seen in the last two years is no accident. 

It has come about as the result of responsible financial policies, 

consistently applied, and increasingly better understood 

throughout the country. At the heart of the MTFS is a 

recognition of the crucial importance of sound money, and 

proper monetary control. It is to monetary policy that I turn 

next. 

El',JDGET-SECRF.T 
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BUDGET SPEECH: SECTION E 

The Chancellor assumes that Section E of your 17 February 

edition of the draft Speech will undergo a major transmogrification 

before next weekend. The following are his suggestions of points 

which might be taken into account as work proceeds this week. His 

principal concern is that the drafting needs to be very much tauter. 

He would omit paras 2 and 4-6. 

Para 9 of the present draft strikes him as very rum. A totally 

new PSBR paragraph is, he believes, required, including the July 

measures, and a rebuttal of Gilmourism. The reference to national 

savings performance this year ought to find a home with that on the 

target for next year (now para 25), but in Section G. 

Thirdly, he would transfer paras 13 and 14 to Section K. 

Fourthly, the paras on the choice of target aggregates - 15/19 

- need, the Chancellor believes, to be redrafted ab initio. One 

might start with a reference to the introduction of narrow money 

in 1982, move on to a discussion of Ml's unsatisfactory performance; 

them come on to Mo, and the case for separate target ranges. 

In para 22, he would omit the second sentence, but would add, 

at the end of the first the words "in particular M2 and PSL2". 

Finally, para 24 ought, he believes, to be suppressed: the 

argument in it is, or should be, made in Section G. 

J 0 KERR 
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It will be clear to the House from what I have said about our 

medium term plans that monetary policy will continue to play a 

crucial role. I propose now to describe how I expect monetary 

policy to operate in the coming year. 

A central theme of my 
	

decessor - and of his 

predecessor too in his better year,g - was the need for monetary 

and financial discipline. My rtt Hon and Learned Friend saw 

this as the indispensible condition for bringing down inflation 

and establishing the basis for economic recovery. 

It remains no less important now that inflation has been 

substantially reduced and recovery is firmly under way. The 

Government's success to date would all too easily be thrown 

away if monetary conditions were to be relaxed. On the 

contrary, continuing downward pressure on the monetary 

aggregates will be required to achieve further reductions in 

inflation which in turn will help sustain the recovery. 

To judge the appropriate degree of monetary pressure is 

not easy, any more than to achiev it. Monetary targets 

/ 

17 
provide an important framework/ But the assessment of 

conflicting -including the monetary aggregates, the exchange 

rate and interest rate. And our ability to influence monetary 

BUDGE r. SECRET 

monetary conditions remains a art rather than a science. It 

involves judgements on a/variety of evidence, sometimes 
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conditions, particularly in the short run and with due regard for 

external factors, is not untrammelled. 

Yet it is important to strike the right balance between 

excessive stringency which might halt the recovery, and undue 

laxity which would lead the economy to grow at an 

unsustainable pace and rekindle inflation. 

Looking back over the ,period since the last Budget, I 

believe we have achieved suFh a balance. Monetary conditions 

in general have been conystent with our objectives. Inflation 

has turned out lower thAn even we - and certainly members 

opposite -anticipated, /notwithstanding several unfavourable 

factors including the rebound of commodity prices. And we can 

look forward to mO'cing further progress. This has demonstrably 

not been achieved at the expense of the recovery; which has 

been faster then forecast at the time of last year's Budget. 

The House will find the facts set out in greater detail in 

the Red Book. Monetary growth over the full year to mid-

February, as reflected in the three target aggregates has been 

at or a little above the top of the target range. There was 

particularly rapid growth in the early months; but since the 

summer the growth of all three aggregates has come back 

within the target range. The growth of MO, about which I will 

have more to say in a moment, has been fairly steady. 

So too has been the effective exchange rate. Interest 

rates have fallen; but in real terms, taking into account 

• 
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expected inflation, they remain high by historical standards. 

Other evidence that monetary conditions have not been too lax 

includes some slowing down in recent months of the rate of 

increase in house prices. 

I acknowledge that a higher than expected PSBR this year 

has placed a heavier burden on funding. No etheless, net sales 

)SYV(1A? 	
of debt to the public have broadly covered the PSBR. 

Consequently, the money supply has ot been inflated by the 

6 	
CVV)' 	

demands of the public sector. Nor have the very substantial 

A3-'1  
sales of gilts prevented long , tes from moving down further. 

V 
National Savings have ag, made a major contribution, and are 

likely to achieve this ye r's
/ 
 target of £3 billion. 

Lending to the private sector rose rapidly in 1983. This 

has given rise in some quarters to what I believe are 

att..1-arel turCIted 
 fears - either that the recovery is too dependent 

on borrowing or that it is causing an unwarranted loosening of 

monetary conditions. 

There is nothing unusual about company borrowing rising 

at this stage in the cycle; and there seems little reason to 

think that lending to individuals - which has helped consumer 

spending - cannot be sustained. Higher lending for house 

buying, reflecting the heavy inflows of funds to the building 

societies, has taken place without this causing an acceleration 

in house prices. And more generally, as I have said, the overall 

evidence is that monetary conditions have remained well under 

control. 

BUDGET- SECRET  



BUDGET-SECR:r • 	12. Nonetheless, it would be imprudent not to watch the 

course of private sector borrowing carefully in the months 

ahead. If there were to be an excessive build-up of liquidity 

and spending, that would obviously be cause for concern. But 

the risks at present do not appear unduly great. 

13. 	ne encouraging factor has been the strength of new 

issues b UK companies. These reached a record £2.8 billion in 

1983, more -, han 50 per cent higher than the previous record. If 

this continues and the size of the Bank of England's new issue 

queue suggests th t it may - it should help mitigate the growth 

of lending to compa ies, and help companies by strengthening 

their balance sheets. 

4-6 1.124-4-CtA 
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I propose to introduce 'fur measures in this year's Finance 

Bill to assist the issue of corporate bonds. The attractive ax 

arrangements for deep discount' stock and the reliefs for 

companies issuing Eurobonds in this country have already been 

announced. In addition I propose to exempt all new corporate 

fixed interest securities from Capital Gains Tax and to extend 

the stamp duty exemption for such stock to certain convertible 
\\ 

instruments. I shall come later to another important change 

affecting equity finance. 

Of course the most important contribution the 

Government can make to the revival of the capital market is to 

maintain sound financial conditions. I have decided to make 

two important changes in the way that monetary policy is 

framed. First, for the coming year, there will be separate 

6U DC)  t-:.  • 1 SFCPET  
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I am not, however, willing to go back to the earlier period 

when we only targeted broad money. Broad money, and in 

particular £M3, provides an important measure of liquidity in 

the economy. But it needs to be supplemented by a measure of 

money more closely geared to spending. 

MO consists mainly of the notes and coins in the hands of 

the public. For the time being at least, that is the best 

measure of narrow money we have; and recent experience 

suggests that it is moderately responsive to interest rate 

changes. 	It will therefore be the main target aggregate 

alongside £M3. 

Separate ranges are needed for broad and narrow money 

because narrow money, and in particular MO, has over the years 

tended to grow considerably more slowly. This reflects the 

BUDGE i•-SECRFT 
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targets for broad and narrow money. The range for broad 

money will apply principally to £M3. Secondly, the range for 

narrow money will apply principally to MO. There will no 

longer be a target for Ml. 

16. The reason why I have discarded M1 is that it is no longer 

a satisfactory measure of narrow money, that is, money held 

for transactions purposes. Because of the rapid growth of its 

interest-bearing component, Ml has taken on some of the 

characteristics of broad money. Falling somewhere between 

the two, it is becoming a less reliable guide to monetary 

conditions. 
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impact of institutional changes, such as the growth of bank 

accounts, on the public's demand for cash. 

For later years, the Red Book includes illustrative ranges 

showing a downward path for both money measures. While 

precise targets will be decided for those years nearer the time, 

it should be clear that the Government are determined to 

achieve a substantial reduction in monetary growth. 

For the coming year, the target for broad money will be 
3  

set at 6-10 per cent - tite-strme as in last year's MTFS. The 

kf(
target for narrow money • 4-8 per cent. Both ranges altettletate ett-e 

consistent with our objective of a continuing reduction in 

inflation. 

In assessing monetary conditions, we will also take into 

account the growth of the other aggregates besides MO and 
tdvin. 	PSL z_ 2„)  

£M37 	 enough- 

-simply-te-leek-at-the-money-nunitreil. We will continue to have 

regard to other evidence as well, including the exchange rate, 

and changes in behaviour which might affect the demand for 

money. And whereas in the past, broad money - and in 

particular EM3 - has perhaps been the prime focus of attention, 

in future I would expect both broad and narrow money to have 

equal status. Broad money may be particularly relevant for 

decisions on fiscal policy and funding, while narrow money may 

be more relevant for interest rates. 

• 
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I have considered whether the move to a target for MO 

should be accompanied by any changes in the methods of 

monetary control. While in principle it would be possible for 

the authorities to control MO directly, this would involve some 

unattractive features -including greater interest rate volatility 

-and some major institutional changes. I have accordingly 

decided that the time is not ripe for such a move. Control of 

the money supply will continue to rely on a combination of an 

appropriate fiscal policy, interest rates and funding. 

In setting the PSBR for 1984-85, which I shall come to in 

a moment, I have of course taken into account the funding 

implications. The broad aim will be to continue fully to fund 

the PSBR, though over or under funding from time to time 

cannot be ruled out. With the PSBR I am planning, there should 

be a considerably lower requirement for net debt sales, leaving 

room for planned privatisation issues and for a further pick-up 

in new capital issues as well as some further reduction in 

interest rates. 

I am sure it is right to rely on a continued substantial 

contribution to funding from personal savings. Within what is 

likely to be a reduced overall funding requirement, I have 

decided that the National Savings target for 1984-85 should be 

[£3i billion - slightly higher than this year] . 

BUDGE - SECRET. 
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MR BATTISHILL 

BUDGET SPEECH: SECTION F 

The Chancellor's main concern about the public expenditure section in the 17 February 

edition of the draft Budget speech is that it under-plays the importance of the issues 

discussed in the LTPE. It ought, he thinks, to contain an historical passage - past 

apparently inexorable rise of spending and taxation/corner turned on expenditure - 

PEWP levels constant in real terms/corner turning on tax - as well as a piece on 

continuing upward pressures, and their containment. 

The Chancellor suggests that the initial link passage, replacing the present para 

1, should explain that fiscal policy must be in harmony with monetary policy [interest 

rates] [US ad terrorem example], but that the fiscal stance is a matter of the 

difference between expenditure and taxation, and tells one nothing about the levels of 

both, yet these are both of the first importance to the economy, and both too high. 

The Chancellor believes that the treatment of the 1987-88 and 1988-89 figures in 

para 7 is incorrect. The drafting needs to make it clear that the assumptions for 

these two years are only assumptions, with nothing as yet decided, and all still to play 

for. 
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As you know, he thinks that the section should contain a paragraph on manpower 

targets - the 1984 target achieved, and the 1988 target set. 

In the present para 12, he thinks it important to clarify that, while the 

announcement of the social security upratings will be in June, the upratings will, as 

usual, be in November. 

Finally, as the Chief Secretary knows, a discussion on the vexed question of 

CaIke Abbey is proceeding with Mr Jenkin: the purpose is, at minimal price, to enable 

an announcement to be made at the end of the public expenditure section of the 

speech. You may wish to get language drafted now. 

J 0 KERR 
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borrowing is the natural counterpart 1. 	Attention to pu lic 

to objectives for mon y. But there is a natural reluctance for 

Chancellors to discus borrowing before dealing first with 

public expenditure. I sh e that reluctance, and trust the House 

will allow me to return to be PSBR a little later. `"-- 
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2. 	In 1984-85 public spending will take over two-fifths of 

national income. That is why taxation is still far too high. It 

needs to be brought down. In the early years of the last 

Parliament we had to give first priority to bringing down 
6 P pwp 

inflation by lowering excessive borrowing. 1  At the same time, 

we had to meet the additional pressures on expenditure imposed 

by the recession. There was no alternative but for taxes to 

rise. 

This process began to be reversed in my predecessor's last 

two Budgets. But much more needs to be done if we are to get 

taxation back to the levels of the 1960s and early 1970s. Much 

lower taxation is crucial to improving the performance of the 

economy in the longer term. 

If, as the economy continues to grow, we succeed in 

holding public expenditure broadly constant in real terms, 

public spending will represent a decreasing share of the national 	A•1 

product. This will provide the necessary room for reducing the 

burden of taxation, both for individuals and for business. We 

8U DC 
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have already taken important steps to achieve this, and I shall 

be announcing others today. 

First, the levels of expenditure we have planned, and set 

out in detail in the Public Expenditure White Paper published 

last month, mean that total public spending should remain 

broadly level in real terms for the next three years. 

Within public spending, negotiations on our contribution to 

the European Community [are approaching a clima;:i at next 

week's European Council.\We are continuing to press strongly 

both for a comprehensive system for reducing budgetary 

imbalances and for much tighter discipline over agriculture and 

other expenditure. I can assure the House that there will be no 

Skeeko. v  
question of .801414 its authority to increase the Community's 

tv^lfro 
revu7titil there is satisfaction on these points. 

7. 	Secondly, we have assumed in the updated Medium Term 

Financial Strategy published in the Red Book today, that public 

expenditure in 1987-88 and 1988-89, the last two years of the 

MFTS lustrum, will remain at its 1986-87 level in real terms. 

Such public expenditure totals, four and five years hence, will 

naturally be subject to later review and the results of such 

reviews will be published in successive Public Expenditure 

White Papers. But the extended period of stability in public 

expenditure foreshadowed in the MTFS should, as the economy 

grows, lead to further falls in the share of the national product 

taken by public spending. 
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I am also publishing today a Green Paper on the prospects 

for public expenditure and taxation in the years up to 1993-94. 

This is a discussion document, intended as the government's 

contribution to the public debate on these important issues. It 

does not record decisions by the Government on expenditure 

programmes or on taxes. Nor does it attempt to forecast the 

progress of the economy over the next decade or, within that, 

the likely course of taxation or expenditure policies. 

What it does show is that it will be possible to make 

worthwhile reductions in the tax burden over the next ten years 

only if firm control over public expenditure continues to be 

maintained. The illustrations in the Green Paper are of public 

expenditure remaining level in real terms in the years up to 

1993-94; or growing at no more than an average 1% in real 

terms a year after 1988-89. 

livaqa 

The Green Paper also argues that if there is to be room - 

as there must be - for some expenditure programmes to 

increase more quickly than public expenditure as a whole, this 

will have to be created by containing the growth of other 

programmes, or, where possible, by meeting needs in other 

ways. 

I hope that the public debate on these issues will address 

itself not only to the overall balance between tax and 

expenditure, but also to the balance to be struck between 

individual expenditure programmes. I look forward to hearing a 

wide range of opinions on these issues over the next few 

months. 

; 
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12. 	The Government has announced its plans for expenditure 

and intends to stick to them. Consistently with that I have no 

public expenditure measures as such to announce in this Budget. 
M*41  

Decisions on the uprating of social security benefits, including 

child benefit, will be announced in June by my rt hon Friend, 

the Secretary of State for Social Services. 
	(4 
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MR BATTISHILL 

BUDGET SPEECH: SECTION G 

The Chancellor is not altogether happy with section G - "Public Sector Borrowing and 

Interest Rates" of the 17 February edition of the draft Budget speech. He assumes 

that a major revision will take place this week, and has suggested that the logical 

order of the section should be as follows:- 

Start with the original MTFS, and the proposed steady reduction in the PSBR. 

Stress the importance of the fall from 51 per cent of GDP to 31 per cent, but 

then point to the 3 flat years, not least because of the 1983- 84 over-run, despite 

the July measures. gtite the expected 1983-84 outturn figure. 

Stress the importance of getting back on a downward track. 	Last year's 

MTFS indicated 21 per cent of GDP eisitais £8b for 1984-85. But a rather lower 

PSBR would be prudent - explain why. 	State revised 1984-85 figure, ie 2} per 

cent of GDP emais £7.5bn. 

At time of Autumn Statement, pointed out that there might have to be an 

increase in taxation to hit £8 billion. Glad to be able to report that position has 

improved, due to impact of recovery on tax revenues. As a result, although no 

net reduction in tax for 1984-85, neither will there need to be any overall 

increase to bring PSBR down to £7.5 billion. 



(d) 	Moreover, 1985-86 prospect very much better. 	Hence measures to - be 

announced today, although neutral so far as '84-85 is concerned, will reduce the 

tax take in 1985-86 by over £1.5 billion. The 2 years need to be seen together. 

J 0 KERR 
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I come now, as I said I would, to public sector borrowing. 

2. 	The level of the PSBR must continue to fall if we are to 

bring down inflation without the need for unacceptably high 

interest rates. We have reduced the size of the PSBR since 

coming into office in 1979 from an average of over 5 per cent 

of GDP in the first two years to under 31 per cent in the last 

three. And we have achieved this at a time of recession with 

heavy pressure on the public finances. 
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In this respect Britain now compares well with most other 

countries. Others have been less successful in tackling public 

borrowing. And not because they did not want to. For there is 

now widespread agreement among industrial countries of the 

need to bring public deficits under control. As it is the UK now 

enjoys one of the lowest levels of public borrowing among 

industrial countries. 

The downward trend in borrowing has not been smooth in 

past years, and the problems of forecasting in this area are 

considerable. In July I was obliged to take action because 

public spending was running ahead of plans. Despite that, the 

forecast for borrowing in 1983-84 I gave in the autumn was 

El° billion. This remains our best estimate of the likely 

outturn, though I must remind the House of the large margin of 

error on PSBR estimates even at this late stage in the year. 
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But I must now consider the appropriate level for 

1984-85. And here there are a number of considerations 

bearing on the acceptable level of borrowing next year and 

beyond. I will mention three in particular. 

First, interest rates. Interest rates remain high, both in 

nominal and in real terms, though they are now lower than they 

have been for [ ] years. Dollar interest rates of course have 

a major impact on our own. But the influence they exert make 

it more, not less, important that pressures arising from 

domestic sources are kept to a minimum. This alone would 

justify keeping the PSBR on a declining trend. 

Secondly, asset sales. Figures for these were published in 

the Public Expenditure White Paper. The Government will 

continue to return assets to the private sector where this is 

likely to lead to increased efficiency. Public sector assets will 

be managed sensibly. The Government are not an investment 

trust, and we shall dispose of minority holdings from time to 

time as appropriate. [Will need to be expanded and perhaps 

moved elsewhere in the light of Chancellor's correspondence 

with Mr Walker.] 

8. 	Asset sales reduce the PSBR, but they do not help interest 

rates as much as other cuts in public spending. Their main 

impact is on the structure rather than the level of interest 

rates. Next year the Government are planning for a higher 

level of asset sales than in 1983-84, and the PSBR for next year 

must naturally take that into account. That fact will come as a 
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surprise only to those who seem to believe this Government 

sees asset sales as a means of concealed reflation. 

Thirdly, North Sea oil revenues. Next year may well be 

the peak year for revenues from North Sea oil and thereafter 

they may decline. The more these revenues can be applied to 

reducing the PSBR now, the lower will be the future burden of 

debt interest payments when oil revenues are in decline. We 

shall ease the future difficulties of adjusting again to lower 

revenues from the North Sea if we make prudent use of the 

revenue during the years of peak oil production. 

Accordingly, the MTFS published today projects a gradual 

decline in public borrowing over a five year period, to [1 -1 ] per 

cent of GDP in 1988-89. 	The expenditure and revenue 

projections which support that also show that there can be room 

for cutting taxation over the life of this Parliament. But only 

if firm control is kept on public spending. 

1]. In the light of these factors, I believe it is right for 

1984-85 to aim somewhat below the PSBR of 21 per cent of 

GDP or £8 billion indicated by my predecessor at the time of 

the 1983 Budget, and included in last year's MTFS. I have 

accordingly decided to provide for a PSBR next year of 21 per 

cent of GDP, or £71 billion. 

12. In November I told the House that I might have to 

increase taxes in the Budget by £1 billion to achieve a PSBR of 

£8 billion in 1984-85. On that basis I should have had to 

- 
! 
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increase taxes by £1 billion to secure a PSBR of £71 billion. 

Since the Autumn Statement, however, a number of 

developments have helped the fiscal prospect, both for 1984-85 

and for the following year, 1985-86. These are mainly on the 

revenue side and include higher North Sea oil revenues 

following the strengthening of the dollar. 

13. This has eased my task today. Consistently with planning 

for a PSBR of £71 billion next year, the measures I shall shortly 

announce will be broadly neutral in their effect on revenue in 

1984-85. But the Budget will reduce taxes in 1985-86 by 

around £11 billion, with even larger reductions in succeeding 

years. 
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MR BATTISH ILL 

BUDGET SPEECH: SECTION H 

The Chancellor assumes that there will be some re-writing this week of the "tax 

reform usection of the 17 February edition of the draft Budget speech. He suggests 

that the section should be shortened; that the main point to make is not that there are 

too many special reliefs and allowances but that rates (and thresholds) are too high 

(because of the reliefs and allowances), and must come down; that the argument about 

excessive complication (para 5) can be compressed into one simple point(- ie that a 

good tax system is a clear and simple one: Ours manifestly isn't or simple: We 

intend to make it clearer and simple); and that the philosophical point (para 6) needs 

to be written up considerably. 

3 0 KERR 
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BLOCK H: TAX REFORM 

Itvirk.i 	- 	th 
r 	vi 

0. 	(tr-,  

v 
This Government is pledged to reduce the burden of taxation to 

more acceptable levels. I would like to have reduced taxes this 

year. But if tax cuts must wait another year there are other 

changes which are too important to defer any longer. I refer to 

the important subject of tax reform and simplication, on which 

I have important proposals to announce later. 

Of course since 1979 we have made considerable progress 

in re-shaping the tax system, by bringing down the absurdly 

high top rates of income tax, by providing a more acceptable 

level and structure for capital taxes, and in other ways. I 

believe it is now time to make a systematic attempt at a more 

rational tax structure. I see four major reasons for doing so. 

First, the tax system has over the years accumulated an 

array of special reliefs and allowances which only serve to 

distort the actions of taxpayers, companies and individuals. 

They influence choices between types of investment, different 

channels of saving, and, for businesses, between the use of 

capital and labour. Many have been the subject of endless 

argument in Finance Bill debates in the House or upstairs in 

Committee. I propose to reduce and, where possible, abolish 

these differences of treatment where they have outlived their 

usefulness, and leave the taxpayer more free to make his own 

decisions. Over a period, a more neutral tax system must make 

for a better allocation of resources and help to improve 

economic performance. 

trtt-  tAA.j4:4  
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tax shelters, and the endless pursuit of tax 

avoidance, which adds nothing to our economic wealth. 
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Second, tax reform is the way to better incentives to 

work and invest. There is no point in tax reliefs which simply 

conceal the true burden of taxation and lead to wide variations 

between taxpayers, for no very good economic purpose. Far 

better to reduce or abolish them, and bring down the rates of 

tax for everyone. 

Third, partly because of these reliefs, it is widely 

acknowledged that the tax system suffers from excessive 

complication. Greater simplicity is a most desirable objective 

in itself. A simpler tax system eases the task of the Revenue 

Departments and the compliance costs of taxpayers. It reduces 

d\km -Vb)  

Fourth, I believe it is right to shift more of the burden 

from direct to indirect taxation, from what we earn to what we 

spend. Far better to let people choose for themselves how best 

to spend their own money. We made a start in this direction in 

the last Parliament: it is now time to carry it further. 

Everyone recognises these anomalies and distortions in 

our present tax system. Everyone agrees that too many people 

are putting too much efort into finding investments, not 

because they are profitable, but because they save tax. But 

Chancellors have hesitated to change a pattern of taxation, of 

high reliefs and high rates, that has become increasingly 

embedded in the whole commercial and financial system. I 

have come to the conclusion that we must now act. When 

BUDGET..  SECRET 
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Governments misdirect investment, they waste people's hard 

won savings and impoverish the whole community. And this is 

just as true, when the misdirection comes through the tax 

system as when it comes through a "prestige project" financed 

by the Government's own spending. 

CA A!, 
For all these reasons rrinajor-theme of tilis Budget will be 

feform and simplification of the tax system. I am anxious not 

to move too quickly. Whenever changes are made some people 

do better than others, and some may find themselves worse off 

than before. That is why the process of change has to be a 

gradual one, allowing businesses and individuals to adapt to 

shifts in the fiscal environment. However, I believe it is 

essential to make a start this year; and I also propose to 

indicate, as far as I can, the way ahead. 

Today I shall propose changes in three important areas: 

first, the balance of taxation on income and spending; secondly, 

business taxation; and thirdly, savings and investment. 

SUOGF ) 	
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FROM: J 0 KERR 
DATE: 20 February 1984 

cc PS/Minister of State 
Sir P Middleton 
Sir T Burns 
Mr Cassell 
Mr Monger 
Mr Griffiths 
Mr Lord 
Mr Portillo 

Mr Fraser: C & E 
Mr Willmott: C & E 
Mr Knox: C & E 
Mr Freedman: C & E 

BUDGET SPEECH: SECTION I 

I attach the Chancellor's revised version of the "Indirect 

Taxes" Section of the 17 Febrij,Ary edition of the draft Budget 
4Anst 

Speech. He assumes that it can be further improved in a number 

of respects: suggestions are included in square brackets. The 

paragraph which most concerns him is the wine/beer paragraph. 

He has also offered, for consideration, an alternative schema 

for the VAT-base-widening paragraphs. 

2. 	As you know, the Chancellor has asked whether it is really 

necessary, as was suggested in the 17 February version, to have 

different operative dates for the three changes to the VAT-base, 

with Fleet Street being knocked on 1 April, fish and chips on 

1 May, and the building trade on 1 June. He wonders whether it 

would not be feasible, given that it would certainly be desirable, 

to have a single implementation date. 

J 0 KERR 
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BLOCK 1 INDIRECT TAXES 

My right hon Friend began the process of switching more of the 

tax burden away from taxes on earnings and onto what people 

spend. This was generally welcomed, and it is important to 

maintain the momentum. Freedom to spend or save more of 

one's own money is what matters. So I have reviewed the field 

of consumer spending to see where it would be right to look for 

extra revenue to finance lower income tax. 

I do not see the excise duties as an area for major change. 

It is now widely accepted that they should be adjusted in line 

with the movement in prices from one year to the next, and this 

is broadly the basis of my approach this year. 

On tobacco, I propose an increase which. including VAT, 

will put 4p on the price of a packet of 20 cigarettes. with 

corresponding increases on hand-rolling tobacco and cigars. 

However, I do not propose to raise the duty on pipe tobacco. 

These changes will take effect from midnight on Thursday. 

Next, the oil duties. I am conscious of the concern felt by 

many of my hon and rt hon Friends about the effects of 

increases in petrol and dery duties on businesses and on rural 

motorists. Equally, however, I cannot afford to allow the real 

value of these duties to fall significantly. I propose therefore 

to increase the duty on petrol in line with prices by about 4p a 

gallon, including VAT. For dery I propose a smaller increase of 

BS10 
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about 3ip a gallon, including VAT. These changes will take 

effect for oil delivered from refineries and warehouses from 

6pm tonight. 

In the last three years the duty on heavy fuel oil has not 

been increased, and I propose no change again this year. The 

real burden of this duty will have been reduced by [ I per cent 

since 1980. This will be of continuing assistance to industry, by 

helping to hold down energy costs. 

To help those - particularly pensioners - who use paraffin 

to heat their homes. I am abolishing the duty on kereosene. Ptu4 upl 

I also propose some changes in the rates of vehicle excise 

duty. In general, these will go up roughly in line with prices. 

Thus for cars and light vans the duty will be increased by £5 

from £85 to £90. However, there will be duty reductions for 

the lightest lorries offset by higher increases for some heavier 

lorries, to recognise their differing effects on road costs. 

These changes will take effect from tomorrow. [Finally. -4soa• 

(vehicle  excise duty, I propose to extend exemptionti.to all .) 

recipients of War Pensioners' Mobility Supplement.] 

[In reviewing the duties on alocholic drinks I am obliged 

to take into account the judgement of the European Court on 

the relative taxation of wine and beer. The House will be 

aware of the history of this particular vexed issue. But it is in 

the longer term interests of this country and of our export 

industries that the laws in this area should be observed. and I 

.40reft 
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intend therefore to comply in full with the Court's judgement. 

But I do not intend that our important domestic brewing and 

spirits industries should suffer as a consequence.] 

[Rewrite required. including some exposition] 

I propose to increase the duty on a typical pint of beer by 

about 2p (including VAT) and to reduce the duty on a bottle of 

table wine by the equivalent of about 18p, including VAT. 

Cider, which increasingly competes with beer but pays a 

lower duty, will go up by 3p a pint. I propose to increase the 

duty on whisky, fortified wine and sparkling wine by about 10p a 

bottle, including VAT. 	[The duties on made wine will be 

aligned with those on other wine.] [Omit. if possible.] 

I am determined that our spirits industry should not 

continue to suffer discrimination in Italy against imports of 

Scotch whisky. I therefore propose to introduce a temporary 

duty surcharge on vermouth, the operation of which will depend 

on the treatment afforded to our exports of spirits. This will 

further increase the price of a bottle by some 43p, including 

VAT. [Some exposition required.] 

All the changes in the duties on alcoholic drinks will take 

effect from midnight tonight. 

Next, value added tax. When we were returned to power 

in 1979, my predecessor saw VAT as the key to a long overdue 

shift in the balance of taxation. I intend to continue this 
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approach. But I do not propose to increase the rate of VAT. 

Instead, I propose to extend the coverage of the tax. 

At present, little more than half of all consumer spending 

is subject to VAT. The remainder is either zero-rated or 

exempt. In extending the standard rate of VAT to items which 

have previously been zero-rated, I have been concerned to 

identify those which currently enjoy an anomalous position and 

which do not impinge heavily on family budgets. 

So I am proposing to tax, at the standard rate of 15 per 

cent, newspaper advertisements and news services, newspapers 

and magazines (but not books), hot take-away food, and 

alterations to buildings. 

Taxation of news advertisements, news services and all 

printed matter except books will take effect from 1 April. The 

tax treatment of these items will thus come into line with that 

of the other information media, radio and television. 

Taxing hot take-away food will align the VAT treatment 

of prepared food sold in this way with that of catering services 

generally, which have always been subject to VAT at the 

standard rate. This change will take effect from I May. 

Taxing building alterations will remove the present 

complicated and nonsensical borderline between zero-rated 

alterations and taxable repair and maintenance. In order to 

allow time for existing commitments to be completed or 



• 	BUD 
adjusted, without also unacceptably eroding the revenue. I 

propose to apply the change from 1 June. 

Extending the coverage of VAT in this way should yield 

just over £600m in 1984-85 and nearly El billion in a full year. 

There is a fourth area which ought to be brought into 

VAT: financial transactions ( [ref IFS] . But this is prevented 

by Article 6. Instead, therefore, I intend to introduce a duty of 

excise on the granting of consumer credit -HP agreements and 

personal loans. The duty will not apply to mortgages or other 

loans for house purchase or improvement which are eligible for 

income tax relief. Under these proposals duty will be payable 

by lenders at the rate of [1] per cent per annum on the amount 

of outstanding credit. To allow time for preparation and 

introduction the duty will take effect from 1 July 1985. The 

tax should eventually yield about [£200] million a year. 

The net effect of all the changes in indirect taxation will 

be to raise additional revenue over and above indexation of 

some [ ] million in 1984-85 and [ 1 million in 1985-86. The 

total increase in revenue will be [ I in 1984-85 and [ I in 

1985-86. The immediate effect will be to add about [ I per 

cent to the overall level of prices, which has already been taken 

into account in the forecast of inflation which I gave the House 

earlier. 

The revenue thus raised will enable me to lighten the 

burden of taxation on incomes. But I turn first to company 

taxation. 
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[Alternative scheme for paras 14-18  

So I am proposing to tax at the SR of 15 per cent, 3 

categories hitherto zero-rated. 

First, alterations to buildings. At present essential repair 

and maintenance subject to VAT, alterations zero. No sense. 

and unenforceable boundaries etc. 

Second, newsapaper ads, news services, newspapers. 

magazines and books: with the exemption of books, which will 

remain zero rated, everything in the category liable at 15 per 

cent. Brings newspapers into line with radio and TV, already 

subject to VAT at SR. 

Finally food. In general. this is zero-rated, 	some 
I.  

ex 	s: ice cream. crilft_etc etc and food eaten at 

restaurants etc. I propose to add to the line of food liable to 

VAT hot take-away food.] 
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My right hon Friend began the process of switching more of the 

tax burden away from taxes on earnings and onto what people 

spend. This was generally welcomed, and it is important to 

maintain the momentum. Freedom to spend or save more of 

one's own money is what matters. So I have reviewed the field 

of consumer spending to see where it would be right to look for 

extra revenue to finance lower income tax. 

nksi. 	tp.A. 

ka 

oVlo Nz; 
1.1e4- 

f 1.51 t riscie Ott 

-COM WO 
k Itikt 

2. 	I do not see the excise duties as an area for major change. 

It is now widely accepted that they should be adjusted in line 

with the movement in prices from one year to the next, and this 

is broadly the basis of my approach this yearJ9!rcrise  the 

revenue is simply eroded by inflterand eventually has to be 

corrected by large-clincreases. 

advt. 	 (.4./VottiL ) 
On tobacco I propose to increase themitety-b5s-e-iittits-triThe 
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thatt-tirts-FEra tra.including VAT, 00 will put 4p on 

the price of a packet of 20 cigarettes, with corresponding 

increases on hand-rolling tobacco and cigars. However, I do not 

propose to raise the duty on pipe tobacco. These changes will 

take effect from midnight on Thursday. 

Next, the oil duties. I am conscious of the concern felt by 

many of my hon and rt hon Friends about the effects of 

increases in petrol and dery duties on businesses and on rural 

motorists. Equally, however, it-mauld....las-mateitt to allow the 
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by £5 from £85 to £90. 

real value of these duties to fall significantly. I propose 

therefore to increase the duty on petrol in line with prices by 

about 4ip a gallon, including VAT. For dery I propose a smaller 

increase of about 3ip a gallon, including VAT. EAs-aLmost 

cienr--is_use ld___2Lbusinesses--thvin help to BM-down-business 

help those - particularly pensioners - who use -rertq 
paraffin to heat their homes, I am abolishing the duty on 

kereosene. These changes will take effect for oil delivered 

from refineries and warehouses from 6pm tonight. 

5. 	In the last three years the duty on heavy fuel oil has not 

been increased, and I propose no change again this year. The 

real burden of this duty will have been reduced by [ I per cent 

since 1980. This will be of sengItteralao continuing assistance 

to industry, by helping to hold down energy costs. 

I also propose 9.-uuralaer-eff changes in the rates of vehicle 
bo• if1.-usa '&44 1414  It slit yeyti 7 A- 	rk 	1.1" 

excise duty. ,For cars and light vans the duty will be increased 

"rtral—Mtttn. However, there will be duty reductions for the 

lightest lorries offset by higher increases for some heavier 

lorries, to recognise their differing effects on road costs. ,kentl-the 

curr 	cessionary-  rate---71—VED—for—small--hopsepower 
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changes will take effect from tomorrow. [Finally, on vehicle 

excise duty, I propose to extend exemption to all recipients of 

War Pensioners' Mobility Supplement, inc/<11'n 	led 

ex-ser c en in. 	in service 
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reviewing the duties on alocholic drinks I thwe-taleen 

into account the judgement of the European Court on the 

relative taxation of wine and beer. The House will be aware of 

the history of this particular vexed issue. But it is in the longer 

term interests of this country and of our export industries that 

the laws in this area should be observed, and I intend therefore 

to comply in full with the Court's judgement. But I do not 

intend that our important domestic brewing and spirits 

—3 industries should suffer as a consequence. 	P1)4 tt-co4+04 
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I propose o reduce the duty on a bottle of table wine by 

the equivalent of about 18p, including VAT, aggrii, tv increase the 

duty on a typical pint of beer by about 2p (including VAT). 

)0 I propose to increase the duty on whisky, fortified wine 

and sparkling wine by about 10p a bottle, including VAT.' Cider, 

which increasingly competes with beer but pays a lower duty, 

will go up by 3p a pint. he duties on made wine will be aligned 

A 
with those on other wineelEo v.. 	p44-hocit TJ 

It. I am determined that our spirits industry should not 

continue to suffer discrimination in Italy against imports of 

Scotch whisky. I therefore propose to introduce a temporary 

duty surcharge CV:56Teri4MIZEI;p on vermouth, the operation 

of which will depend on the treatment afforded to our exports 

of spirits. This will further increase the price of a bottle by 

some 43p, including VAT. 	 4.4t44,1.4. 

12: 	All the changes in the duties on alcoholic drinks will take 

effect from midnight tonight. 
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13. Next, value added tax. When we were returned to power 

in 1979, my predecessor saw VAT as the key to a long overdue 

shift in the balance of taxation. I intend to continue this 

approach. But Lkrifr 	ft,  440 	tarr- 

es. 

Instead, I propose to 

extend the  we  coverage.  Ir. 
-There_is_nuLch ta_be—said—fur 	reduc±rig -the-number-tyf 

reliefs an.d-for-ninving tnwards_the-sort 
1.144_,4  

At present, 	 alf of all 

consumer spending is subject to VAT. The remainder is either 

zero-rated or exempt. In extending the standard rate of VAT to 

items which have previously been zero-rated, I have been 

concerned to identify those which currently enjoy an anomalous 

position and which do not impinge heavily on family budgets. 

• 

;147-44  
e•P'S  "1-44"" 
viSt  

.....-, 
11§ 	So I am proposing to tax, at the standard rate of 15 per 

cent,k ( 	advertisements and news services, newspapers and rt 

magazines (but not books), hot take-away food, and alterations 

to buildings.  

i. g)Taxation of news advertisements, news services and all 

printed matter except books will take effect from 1 April. I 

realise that this will bring into the tax expenditure o• such 

things as newspapers which has traditionally been 'ared from 

taxation. But long gone are the days when tu printed word was 

uniquely the way of spreading news alueIrirlo longer feel able to 

justify special treatment for srfy printed matter other than 

BUDr;FT- 
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boon. The tax treatment of these items will thus come into 

line with that of the other information media, radio and 

television. 

1 	Taxing hot take-away food will align the VAT treatment 

of prepared food sold in this way with that of catering services 

generally, which have always been subject to VAT at the 

standard rate. This change will take effect from 1 May. 

1S Taxing building alterations will remove the present 

complicated and nonsensical borderline between zero-rated 

alterations and taxable repair and maintenance.4  In order to 

allow time for existing commitments to be completed or 

adjusted, without also unacceptably eroding the revenue, I 

propose to apply the change from 1 June. 

1(t. Extending the coverage of VAT in this way should yield 

just over £600m in 1984-85 and nearly El billion in a full year. 

k 0-011  
e- 

C--19. Any review of the 

financial sector. 	y pred/ecessor referred to this more than 

once, an 	has been an objective of successive Governments to 

r se more revenue in this field. I propose to do so. intend to 

introduce a duty of excise on the granting of consumer credit - 

HP agreements and personal loans. The duty will not apply to 

mortgages or other loans for house purchase or improvement 

which are eligible for income tax relief. Under these proposals 

duty will be payable by lenders at the rate of [1] per cent per 

annum on the amount of outstanding credit. To allow time for 

base focuses attention on he 

BUDGET- SECRET 
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preparation and introduction the duty will take effect from 

1 July 1985. 	The tax should eventually yield about 

[£200] million a year. 

21. 	The net effect of all the changes in indirect taxation will 

be to raise additional revenue over and above indexation of 

some [ ] million in 1984-85 and [ ] million in 1985-86. The 

total increase in revenue will be [ ] in 1984-85 and [ ] in 

1985-86. The immediate effect will be to add about [ ] per 

cent to the overall level of prices, which has already been taken 

into account in the forecast of inflation which I gave the House 

earlier. 

I 
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The Chancellor believes that the balance of the business 

taxation Section of the 17 February edition of the draft Budget 

Speech needs to be considerably changed. His prime concern is 

that only two out of seven pages are devoted to what is, and will 

be seen as, a major and radical restructuring and reform of 

business taxation. He is sure that the CT/capital allowances/ 

stock relief proposals must be presented very high profile. He 

is also clear that it would be tactically wise to announce the 

reductions in the CT rates before moving on to the allowances and 

stock relief: the present draft adopts the opposite order. He 

will also wish to deal straight away with the argument that the 

reform will reduce investment, and to explain why he believes that 

it will have the opposite effect. As to the rates to be specified, 

he suggests that the 1986-87 and 1987-88 numbers for para 8 should 

be 40 per cent and 35 per cent, and that para 9 should be redrafted 

to read:- 

"Ideally the Corporation Tax rate should be the same as 

the basic rate of income tax. This gives us a target at 

which to aim: achievement will depend on success in 

holding down public spending. But for the great majority 

of companies, who pay tax at the small companies rate, 

there need be no delay. I intend to reduce their rate 

from 38 per cent to 30 per cent forthwith." 

2. 	On the minor items in the Section:- 

BUDGET SECRET 
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the Chancellor has commented that the VAT 

threshold should be mentioned; 

on the other hand, he does not wish groups/ 

consortia and mining/minerals - present para 10 

- to clog up the Budget Speech at all: they can 

be dealt with in a press release; 

the BES paragraph (para 11) should he thinks 

be rather tauter, and might read as follows:- 

"I come now to the BES, introduced in 1981 

by my RH and LF as the business start-up 

scheme, and greatly expanded last year. 

This imaginative scheme puts us well ahead 

of the world in incentives for investment 

in new and expanding companies. It is 

proving a considerable success; and I have 

only one change to propose. The very generous 

incentives are intended to encourage invest-

ment in projects which are of there very nature 

more than usually risky. But there is evidence 

that they are in some cases being exploited by 

those who ought to know better. This cannot 

be permitted. Farming will from today no longer 

be treated as a qualifying trade under the 

scheme. And any more evidence of abuse would 

require a further tightening of the scheme." 

The CTT and CGT paragraphs could both, he believes, 

be truncated, the former losing its present last 

sentence, the latter its last two. 

On DLT, he suggests the following simplified language:- 

"We have done much to improve the DLT. Early 

in the last Parliament, we increased the 

BUDGET SECRET 
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threshold by /— 	 7 to £50,000. I 
now propose a further increase to £75,000, 

which will reduce the numbers affected by 

the tax by more than one-third." 

the four North Sea paragraphs - present 16/19 

- can he believes be reduced to one very short one 

(unless a decision to change PRT has by then been 

taken); 

the PAS paragraph (20) is not, he thinks, at 

all satisfactory, and needs much more thought. 

J 0 KERR 
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BLOCK J: TAXATION OF PROFITS AND CAPITAL tCA cy 
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C Next, company taxation? Our system of company tax is littered 
..., 

with special reliefs and allowances. Some of them reflect 

concessions introduced to meet short-term pressures. Or high 

inflation. Others reflect economic priorities or circumstances 

which, if they were once relevant, are so no longer. As a 

result, tax rates are too high, investment decisions, and the 

choice of finance, may be distorted and the relative cost of 

employing people or installing machinery is influenced too much 

by considerations of tax. 

2. 	We need both to lower the burden of taxation on 

businesses generally and reduce these distortions so far as 

possible. With inflation down to 5 per cent and set to go lower, 

this is the time to act. c-r 
I-141425 .4-u-31 

nr• 	Cdl (A4tX,  

First, stock relief. This was introduced by the right hon 

Gentleman for Leeds East in a desperate attempt to repair the 

damage he had wrought in his first Budget and to help 

businesses cope with high inflation. It has since been patched, 

but is increasingly unnecessary as business profits recover and 

inflation falls. I propose that it should now go altogether for 

accounting periods beginning on or after Budget day. 

Second, capital allowances. They now do much more than 

allow for depreciation and I intend to eliminate the excess so 

far as practicable. It would be unreasonable to make a change 

BUDGET- SECRET 
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of this magnitude overnight, so I propose to do so in three 

stages. In the case of plant and machinery, and the assets 

where the allowances are linked with them, the first year 

allowance will be reduced from 100 per cent to 75 per cent for 

expenditure incurred after today and to 50 per cent for 

expenditure incurred after 31 March next year. 	After 

31 March 1986 there will be no first year allowances at all and 

all the expenditure will qualify for annual allowances on a 

25 per cent reducing balance basis. 

Similarly, I propose that the initial allowance for 

industrial buildings will fall from 75 per cent to 50 per cent 

from tonight, and be reduced to 25 per cent from 

31 March 1985. After 31 March 1986 the initial allowance will 

be abolished, and expenditure will be written off on an annual 

4 per cent straight line basis. 

Over the same period the other capital allowances will be 

brought into line with these changes. The Inland Revenue will 

be issuing a press notice tonight giving further details of the 

proposals on capital allowances and stock relief. 

By reducing the scale of present distortions, these 

changes will produce a company tax structure better suited to 

improving our economic performance. They also enable me to 

reduce the rates of corporation tax. Indeed I intend to cut the 
- 

rates by rather more than the additional revenue which the 

stock relief and capital allowance changes might permit. As an 

earnest of these intentions I intend to fix the rates of 

BUDGET-SECPF-r 
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corporation tax not only for profits earned in the year just past 

as is usual, but also for rather further ahead as well. 

8. 	The 52 per cent rate has stood unchanged since the 

present system was introduced over 10 years ago. I propose 

that it should now be cut to 50 per cent for 1984-85; by a 

further 5 points to 45 per cent for 1985-86; an4-4.at4eaati by a 

further') points to40 per cent for 1986-87. And for 1987-88 I 

propose that it should be cut by a further S/ points to 3S/  per 

cent. 

t 	N 
 

sLop  
entust--be... ation tax rate 	 the basic rate of 

income tax. 	
.; 1.4.1 	Jct.-Ir. 	 4.)*" 

afftyrcl-te-prcauise_that-txsday-fer-i3er 

4.:1-rger_e  tetvipalwasC-,--p  
.CBut for the great majority of companies/who 

pay tax at the small companies rate
/ 
 there need be no delay. I 

intend to reduce their rate to 10 per cent forthwith. [Marginal 

provisions.] 	

v/4 
I shall have other things to say of interest to smaller 

companies. But first I must deal with two areas of company tax 

which my RHF the Foreign Secretary announced in his Budget 

speech last year as in need of review. I refer to the treatment 

of groups and consortia and the allowances for mining and 

mineral exploitation. Both will need to be reconsidered in the 

light of the changes just announced. So I am not proposing any 

major alterations in them this year. However, I have decided to 

change the definition for consortium relief so as to increase the 

permitted number of members, and allow consortia which 

BUDGET SEC 
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include some foreign members. This is a useful change which 

recognises the increasing need for companies to tackle large 

projects as a team rather than individually] 

ttn 11,1% 	t., • 
11. 	I come now to the Business Expansion Scheme introducedv_,k\  

C 

This imaginative 	 11". 	Lr. • 

innovation put us well ahead of the world in the incentives for 

investment in new and expanding companies. .eir-t-ke-GrAi4aza4e 

ol / 44..1-• 	 44---14- 
..e&-fetrIt  is proving a great success  and-l-cle-aet-propose to make 

> 

 

. • 	• g • • 	 g 

 

  

%-aleGeiAziad.—But-I-must-stress-that .  he very generous incentives 

are there to encourage investment in projects which are of 

their very nature more than usually risky. Accordingly I am 

withdrawing farming as a qualifying trade under the Scheme 

from today. 
	I kg.otl\it 

[Next, the Loan Guarantee Scheme. This has proved its 

worth in supporting small firms to start up and expand and it 

will be extended until [ I. The Secretary of State for Trade 

will make a statement on the operation of the scheme [ ] 

Unnecessarily high rates of tax discourage enterprise and 

risk taking. This is true of the capital taxes, just as it is of the 

corporation and income taxes. It is a matter of particular 

concern to those involved in running unquoted companies. The 

highest rates of capital transfer tax are way out of line with 

comparable rates abroad, and with the top rates of other taxes 

in this country. I propose therefore to reduce the top rate of 

capital transfer tax from 75 per cent to 60 per cent. For 

lifetime gifts I further propose to make the rate one-half of 

Ethat on death over the whole scale. Together these changes 

will encourage those business interests to look more confidently 
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ahead and to hand on the reins when it makes commercial sense 

to 
- 

to do sOl:Th 

For capital gains, I will as promised bring forward in the 

Finance Bill proposals to double the limit for retirement relief 

for capital gains tax to a figure of £100,000 backdated to 

April 1983.C I think it is right also to raise the threshold for the 

tax, so that it bears only on gains sufficiently large to justify 

what can often be a very complex calculation. The new 

threshold will be £ . The increase will cost £m 	in a full 

]
year, and will remove taxpayers from the charge. 

We have done miAch to improve the development land tax. 
w 	g v 

4 	1-4T.aars-age  we increase) the threshold by [ ] to £50,000. 

ITfr,r!!!1°F-effective further step in sifflplifying it is to confine 
k 	 r 

the tax to the larger cases. Increas 	the threshold to £75,000 	c-it-v --- 

will reduce the numbers affected bylimore than one-third. 'NITA 

ja-kuhat-i-lazoluaee.FI hope that this increase will encourage the 

bringing forward of land for development - to the benefit of the 

construction industry. 

L.-- 16. 	I turn now to the North Sea. Tax changes made last year, 

in particular the improved incentives for future fields, were 

very well received. We have seen encouraging progress since 

then both in the number of projects firmly approved for 

development, and in the number being actively reviewed by the 

industry. I see no need to make any further major change in the 

regime at this stage. 

v> 	BUDGET. SECR:. 



BUDGE -SEC ET • 	17. The impact on the North Sea of the wider corporate tax 

changes to which I have just referred should be generally 

favourable. They should leave the profitability of future fields 

broadly unchanged, while at the same time improving to some 

extent the cash flow for existing fields. 

My rt hon Friend undertook last year to consider whether 

the special fiscal concessions for development outside the 

Southern Basin should be extended to Southern Basin fields. 

After a full study of Southern Basin gas projects, to which the 

industry itself made an important contribution, my conclusion is 

that developments in the Southern Basin are already 

sufficiently profitable and that additional incentives are not 

required. 

One feature of the last year has been an increased level 

of farmouts - by existing North Sea operators. Farmouts often 

have good commercial motives and can promote North Sea 

development. But there is a limit to the extent to which they 

should be carried through at the expense of the Exchequer. 

Last September I announced my intention to legislate this year 

to prevent various PRT reliefs for past expenditure being set 

off against later acquisitions of interests in mature fields. 

Since then I have further reviewed the implications of farmouts 

for corporation tax. I am proposing as a result certain 

measures to limit the potential corporation tax costs to the 

Exchequer of future farmouts. Details of these, and of certain 

other technical changes proposed in the fiscal regime, are given 

in a Revenue Press Release issued today. 
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I am also making changes in the system by which VAT is 

charged on the importation of goods into the United Kingdom. 

At present most importers do not effectively pay VAT on 

imports. I had hoped to persuade our European partners to 

adopt our system, which is simple and cost-effective, and 

facilitates trade between EEC states. But we have so far failed 

to do so. 	As there is an incentive under the present 

arrangements to import goods rather than purchase them on the 

home market, we cannot 

the interests of European 

persuaded to reconsider 

reconsidered theirs.] 

continue to plough a lonely furrow in 

harmonisation. [However, I might be 

my decision if other EEC countries 

Under the new arrangements importers will be required to 

pay VAT due at importation in the same way as customs duties, 

as they do elsewhere in Europe. This change in procedure will 

be introduced from 1 October and will give a once-for-all 

increase in the revenue yield in 1984-85 from VAT of the order 

of £1.2 billion. 
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BUDGET SPEECH: SECTION K 

The Chancellor has worked over the weekend on the "savings 

and investment" Section of the 17 February edition of the draft 

• • Budget Speech. I attach a re-type, including his changes. 

2. 	I add, by way of explanation, that:- 

the omission of the reference to building societies 

gilts is quite deliberate: he sees no reason to mention 

in the Budget Speech a measure not to be covered in the 

Finance Bill; 

the marker in para 11 is intended to signal the need 

for a substantive passage - perhaps even two paragraphs 

- on what's going on in the Stock Exchange, why its good 

news, and why this Budget will help; 

share options have dropped out, because the Chancellor 

considers that they should go either with business tax, or 

with personal tax. His own preference would be to put 

them in Section J - ie with business tax - alongside 

foreign earnings and emoluments, which he thinks should 

be transferred from Section L. And he would considerably 
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boil down paras K 16/18, omitting all but the first 

sentence of 16, all of 17, and the first sentence of 

18. 

  

W. 
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BLOCK K: SAVINGS AND INVESTMENT 

Next, savings and investment, the third area of the tax 

system where some reform is long overdue. 

Some moments ago I described how the growth of special 

allowances and reliefs has distorted the corporation tax, and 

the pattern of investment decisions by companies; and I 

announced proposals to remove those distortions. 	Many 

Chancellors before me have referred to similar distortions in 

the pattern of tax and savings, particularly in the way they 

encourage savings through the institutions, and I have proposals 

to make here too. Together they should help to improve both 

the direction and the quality of savings and investment. 

[Property 	owning/share-owning/ [Council-house-owning] 

democracy]. 

BSI 

First I propose to draw more closely together the tax 

treatment of banks and building societies and of investors in 

them, which reflects the reality ... [some justification required: 

not just tidiness.] 

311144 I have been concerned to achieve greater parity 

between banks and building societies in the tax treatment of 

interest paid on personal deposits. I believe they should be able 

to compete on equal terms. 



• The arrangements whereby the building societies account 

for income tax at a composite rate on the interest they pay 

their depositors have been criticised in the past as giving an 

unfair advantage to the societies. I propose to introduce, 

therefore, with effect from 1985-86 a similar composite rate 

scheme to apply to interest received by UK resident individuals 

from banks or other licensed deposit takers. The composite 

rate will not apply to non-residents or to the corporate sector. 

They will continue to receive interest gross as at present. 

The new arrangement should provide a welcome 

simplification of the tax treatment of interest for individual 

bank customers generally. It will also enable tax due to be 

collected much more economically by the Inland Revenue,aatd  $o 

a. 
providing significant staff savings [indicate order of 

magnitude] and avoiding the prospect of substantial extra staff 

needs as interest starts to become payable on a wider variety of 

current accounts. 

I also intend to remove the special 40 per cent rate of 

corporation tax from building societies. This change will take 

effect from 1985-86 when, as I have already proposed, the main 

rate will come down to 45 per cent. 

This change will also apply to other bodies such as 

industrial and provident societies, now covered by the special 

rate; but the very large majority of them will not be directly 

affected since they pay tax at thc small companies rate and 

will benefit from the reduction in that to 30 per cent. 



- 
tM 

Next life assurance. There is no longer any justification 

for Life Assurance Premium Relief> the main effect of which 

is to encourage institutional rather than direct investment. So I 

propose to withdraw the relief on new policies with effect from 

today. I stress that this change will apply to new policies only, 

taken out after today. Existing policy holders will not be 

affected. The change will yield £90 million in the first year. 

I come now to stamp duty, which was doubled from its 

long standing 1 per cent by the post-war Labour Government in 

1947, reduced by the Conservative Government in 1963 and 

again doubled to 2 per cent in the first Budget presented by the 

rt hon Gentleman the Member for Leeds East in 1974. At its 

present level it is a clog on mobility and change. 

I propose to halve the rate to bring it back to 1 per cent. 

The reduction in the rate of duty on share transfers will remove 

an important disincentive to direct savings in equities and 

maintain the competitiveness of the UK stock market. 

[Important changes in securities market. Government's role] 

To help ease the burden of stamp duty on house buyers, 

the new 1 per cent rate will apply to land and buildings also. I 

am sure this will be welcomed by the construction industry. 41 

propose also to raise to £30,000 the threshold below which no 

duty is paid on house sales; 90 per centeirst time buyers will as 

a result no longer be liable for stamp duty. 

The reductions in stamp duty take effect on [26 March] 

and will cost £ [435] million in 1984-85.] 
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Lastly in this group of measures, I come to the investment 

income surcharge. A higher charge in one form or another on 

investment income has been a feature of our tax system for a 

very long time. But, whatever its historical justification, the 

present level of surcharge has come increasingly to be regarded 

as an unfair and anomalous tax on savings and on the rewards of 

successful enterprise. It hits particularly harshly at elderly 

people. More than half those who pay the surcharge are 65 or 

over, and of these more than half would otherwise be liable at 

only the basic rate of tax. 

I have accordingly considered whether and how to reduce 

the level of Investment Income Surcharge. There are obvious 

difficulties, for the full year yield is some £320 million. 

Nevertheless I have been concerned that the current anomalous 

position should if possible be corrected. 

And I have concluded that thesimplest solution is outright 

abolition forthwith. The cost will be some £20 million in 

1984-85. There will be staff savings rising to over 200. 

Taken together, these proposals will go some way towards 

providing a simpler and straightforward tax system for savings 

and investment, mating-tl?e--ey.stoaao at once clearer and more 

honest, and removing biases which have discouraged the 

individual saver from investing directly in industry. [Expand: 

recap on philosophy] 

• 
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BLOCK K: SAVINGS AND INVESTMENT 

1. 	Next, 

 

the third 
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area of the tax system where some reform is long overdue. 

2. 	Some moments ago I described how the growth of special 

allowances and reliefs has distorted the corporation tax, and 

the pattern of investment decisions by companies; and I 

announced proposals to remove those distortions. 	Many 

Chancellors before me have referred to similar distortions in 

the pattern of tax and savings, particularly in the way they 

encourage savings through the institutions, and I have proposals 

to make here too. Together they should help to improve both 

the direction and the quality of savings and investment. C PAPP/J/4 -..., 
61411•11•A iS 	-  crwrtiltA iCCiSuAia- lituAt • crul*Alch-3 agAt4 

1 
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First I propose to draw more closely together the tax 

treatment of banks and building societies and of investors in 

them)  LIUCLIttiSirsie &j 
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[A34ton Mem ers may know. 	and Kevenue are n 

taking the view that profits rr6de by building socie s on the 	c.70 

realisation of gilt-edged securities  should, a s the case with 

banks, be charged to tax at the bull c oration tax rates and 
\ 	-7  3 case 

Nntend to remove the 

special 40 per cent rate of corporation tax from building 

societies. This change will take effect from 1985-86 when, as I 

have already proposed, the main rate will come down to 45 per 

cent. 
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8 	This change will also apply to other bodies such as 

industrial and provident societies, now covered by the special 

rate; but the very large majority of them will not be directly 

affected since they pay tax at the small companies rate and 

will benefit from the reduction in that to 30 per cent. 

kI have Mee,  been concerned to achieve greater parity 

between banks and building societies in the tax treatment of 

interest paid on personal deposits. I believe they should be able 

to compete on equal terms. 

The arrangements whereby the building societies account 

for income tax at a composite rate on the interest they pay 

their depositors have been criticised in the past as giving an 

unfair advantage to the societies. I propose to introduce, 

SPeAMPI  
therefore, with effect from 1985-86 a Fomposite rate scheme 

to apply to interest received by UK resident individuals from 

banks or other licensed deposit takers. The composite rate will 

not apply to non-residents or to the corporate sector. They will 

continue to receive interest gross as at present. 

6 The new arrangement should provide a welcome 

simplification of the tax treatment of interest for individual 

bank customers generally. It will also enable tax due to be 

collected much more economically by the Inland Revenue, 
CAdiZt4it crab., tg hecki 44.acha 

providing significant staff savingsl:nd avoiding the prospect of , 

substantial extra staff needs as interest starts to become 

payable on a wider variety of 
	

current 
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ktmo “llgesLas...a.,-terrryrerretry-Inettsere-to___finance-a-war with the 

Ezejach„.1-41eror•propese-te-.11alve-the-rat-e--af-this-tax....,The 4fritrse 

0-4  
....milLzenuaza.ber--411at stamp duty, was doubled from its long 

standing 1 per cent by the post-war Labour Government in 
(t_t‘,  c.Afthro  	 

1947, reduce in 1963 and again doubled
14 

 the first Budget  lari IttitA4-141.4 

the rt hon Gentleman the Member for Leeds East in 1974. At 

its present level it is a clog on mobility and change. 

1,„AvIr? 	s 41)I-J 
it I propose to lar-iag the rate Ihack to 1 per cent. The 

reduction in the rate of duty on share transfers will remove an 

important disincentive to direct savings in equities and 

E Imp 	c 
; 	4144,,,A.44,4u,M (4,41(0- 	u4s44"1,40‘...14 

, 

To help ease the burden of stamp duty on house buyers, 

the new 1 per cent rate will apply to land and buildings also. I 	(-/P41At:1 

am sure this will be welcomed by the construction industry. [I 

propose also to raise to £30,000 the threshold below which no 

/0 Vs 	S4i:e1 1-et4,e 
duty is paid on house sales; wand-ro—alsorgh—the-half-per cent 

cl& 	PL( 	I ( /ea 4a4. tittlekcj.v., tv."40  eA414:1 
,  reduced  rate;--aiir-a-CiWe-garn-e--t-fme to put an end to certain-  - 

'44,eviceiTor avoidiiiiiTail les  of land and-houses:r- 

11 	The reductions in stamp duty take effect on [26 March] 

maintain the competitiveness of the UK stock market. 

and will cost £[435] million in 1984-85. 

CI 34, '  Next life assurance. In  its-pres mt.-form relief fore 
ii„,4, a he tompi Vim, talk i. .  riv., th 

est it pe 	p 410.41,44. 	ayounke t st_ I ivriarticautance 	 —dates -from the 

WLA.I••• tg• biPAtt' il 19th  centu • 	 was in rot e., h e assurance 
1240.(raUe 144t,  RINWI-cd 
rzt.TIA3 Ti..t. ti +kJ 

iluvvittukt---Vi 0  6 
*4  Mt" [t0.4. 

\*.."----.... 

on y way in w ic many people cou d hope to Pr 

;us ›r 	ou-0 P4itt. 
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e first year. 

ir exis in 

make this year on the special tax position 

but I shall be keeping this matter und rev ew in e light of 

the withdrawal of life assuran premium re 'ef.] The change 

41.4 vc 
t 	(Pe 

.1 
()Htr---J  flot ; 	

jp 1A) 

ndly so ties; 

• 

will yield £90 
••• 

Share Options 

G E. " 
for their depend ts after their death, or or their own needs in 

retirement. But that is no longer true. Most life assurance 

premiums nowadays epresent just a particular form of savings 

through a particulr institutional channel, which happens for 

historical reasons to attract tax relief. 

, 
14. 	I recognise, of ,47/ourse, that the vast bulk of life assurance 

savings may well be prudently s ed and prudently invested. 

But the decisio to save and the choi e of savings is one for the 

investor to ike, and not for the tax s tern. And the cost of 

the tax r ief -£700 millio a year and g owing - means that 

income ax rates have-t be higher or tax r holds lower than 

3 they eed to be, or should be. 

4.1). So I propose to withdraw the relief on new policies with 

effect from today. I stress that this change will apply to new 
4941_ 

icies on y7  Ft-ettEET-M1.1--cont4ritte- to-Lte a ilablorr 	extsting 
siv‘v 

\ yikkl 

	Th 

16. )  Whatever my 	s about life assurance relief I have 

none about t importanc of encouraging people to share in 

the ow rship and fortunes o the companies for which they 

[
. The measures introduced n the last Parliament to 

BUDGET- CFCRF; 
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improve employee involvement through profit sharing and 

savings related sha 	option schemes have been a notable 

success. The number of these all employee schemes have 

increased from about [30] in 1979 to over [650] now, 

benefiting more than [ 1 employees. 

To maintain and buils, on this progress I propose to 

increase the monthly limit on ontributions to savings related 

share option schemes from £50 t £75. [-E Possible relaxation in 

ESC on long service awards to incli1e the giving of shares.] 3 

LBUt beyond this, I now see the ne d to do more to attract 

top calibre company management and to crease the incentives 

and motivation of existing executives an\I key personnel by 

linking their rewards to performance 3 A relaxation in the tax 

treatment of share options can be a central factor in improving 

the performance, competitiveness and profitability of British 

industry. fl propose, therefore, to introduce a s eme under 

which share option schemes generally will, subject  •  certain 

conditions, be taken out of income tax, leaving any gal to be 

charged to capital gains tax on, and not until, disposal o the 

relevant shares (this can be developed in the light of event 

decision on the shape of the new scheme).k 

Lastly in this group of measures, I come to the investment 

income surcharge. A higher charge in one form or another on 

investment income has been a feature of our tax system for a 

very long time. But, whatever its historical justification, the 
14/41( tkt 

If urcharge has come increasingly to be regarded as an unfair and 
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anomalous tax on savings and on the rewards of successful 

enterprise. It hits particularly harshly at elderly people. More 

than half those who pay the surcharge are 65 or over, and of 

these more than half would otherwise be liable at only the basic 

rate of tax. 
I . 	yte IttuktO.a cga•tall 04.4,1404 a liaa tate W. 

Itetttce.q 	mciJ.
N.( 0*A  .9 cat 4.068t • 

cosi/NA* 00,41-iut Wei) ) 	r1/44-ci-utAL few ,8 tick"' fX 

fg. 	 a 	x t o system, an 

alaeHsh—tire—s-rrrtllEty„g fur thw i.1; 4,...3e cost will be some m  
ce Wirti4.4. 

£20 million in 1984-85,515ing 	tt, e.f 	ycat coat of about 

1111 	ion; here will be staff savings rising eveiitwaly to 

over 200. 

21. 	Taken together, these proposals will go some way towards 

providing a simpler and straightforward tax system for savings 

and investment, making the system at once clearer and more 

honest, and removing biases which have discouraged the 

6‘..g..4 744. 
chwt. e 4 3 kr:, 

hot Newt . 
nitou&t. k4 

hk.p. 
7i,tt 

cu.totwe 
cut oft et(w.t. 
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individual saver from investing directly in industry. 
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BUDGET SECRET 

11, Ch/Ex Ref NoLZ  FROM: J 0 KERR 
DATE: 20 February 1984 

Mr Battishill cc PS/Chief Secretary 
PS/Financial Secretary 
Sir P Middleton 
Sir T Burns 
Mr Cassell 
Mr Monck 
Mr Monger 
Mr Ridley 
Mr R I G Allen 
Mr Lord 
Mr Portillo 

BUDGET SPEECH: SECTION L 

The Chancellor's principal reaction to the "income tax" 

Section of the 17 February edition of the Budget Speech is that 

it is badly balanced. At four pages, it is a little too long; 

but the real problem is that two of the four are devoted to the 

trivia of foreign earnings, foreign emoluments, and car benefit 

scales, whereas the income tax thresholds, and NIS abolition, 

are squeezed into the other two. So the Section needs, in his 

view, a comprehensive re-write, losing the present paras 4-8 in 

Section J, and leaving one and a half to two pages each on income 

tax, and NIS. 

2. 	For the former, the Chancellor suggests a revised schema along 

the following lines:- 

achievement on income tax since 1979 / spelt out_7. 

Over the lifetime of this Parliament intend to do much 

more. Inevitably limited on what I can do this year: 

but watch this space for 1985 /-2-year theme]; 

no change on rates. Statutory indexation for the 

bulk of allowances and thresholds - age allowance, higher 

rate band; 

but special problem of basic thresholds - single and 

married. /Expand/expatiate7; 

d. therefore propose to use money from VAT to raise 
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these substantially. Spell out. Help the poorest 

etc. etc. Thresholds in real terms will be at highest 

level since 1972. /For both revenue cost, and people 

taken out of taxation, give figures both including and 

above indexation1.7 

For the NIS surprise, the Chancellor thinks that one needs a 

bit more theatre. So after the announcement of the income tax 

threshold increase, he would like a filler paragraph, back on the 

2-year Budget theme, hinting at more action on personal taxes in 

1985, given the 85/86 forecast fiscal adjustment; but stressing 

the prudence of not using it in advance, and pointing up the 

overall revenue neutrality this year, and the importance of holding 

spending down as the key to future tax cuts. The aim would be to 

make the House think that the measures so far described do in fact 

achieve revenue neutrality in 1984-85. 

On NIS itself, the present para 12 obviously needs considerable 

expansion. The Chancellor's schema is as follows:- 

Labour original sin, and second offence of raising 

the rate; 

hence inherited rate of 31/2  per cent. Programme of 

reductions, bringing it down in last Budget to 1 per cent. 

Private sector thus saved £3 billion a year; 

many representations for a further 1/2  per cent 

reduction this year. Given careful consideration, but 

rejected; 

decided to abolish outtright, from earliest possible 

date - ie 1 August. 

J 0 KERR 
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BLOCK L: INCOME TAX 	
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Finally I come to income tax. 

2. 	.1:14epite what has been achieved since l979, 

tax remain too high and the threshold at which people start 

60--- 
*v 

v. 
&, 

pay tax too low. An excessive burden of tax inhibits effort and 

enterprise throughout the income range. Low thresholds in 

particular play a part in creating the /poverty and 

unemployment traps. We should not be taxing people at the 

same low levels of income that entitle them to social security 

benefits. Not only is this wrong in principle, ;but it drives 

people intt the black econp'my and creates a wasteful 

bureau&cy.1  There is no cheap or overnight solution. But it is 

clearly right to build op. the progress we have already made, and 

give priority to raiging the basic tax thresholds, before looking 

to reduce the rates of tax further. 

/ 

/dire 

	

3. 	Zd so it is to raising income tax thresholds that I propose 

to pply the revenue from the changes I have announced on 

ct taxes. 

/2 

	

E4. 	Before announcing details, however, there are two reliefs 

which I must tell the House I propose to abolish. Both were 

introduced at a time when this country suffered from 

excessively high rates of income tax. Now that these have been 

brought more into line with other countries, I have concluded 

that the reliefs are no longer justified. 

BUDGET-SECRET 
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The first is the 50 per cent deduction (falling after nine 

years to 25 per cent) given from the emoluments of foreign 

employees coming here to work for foreign employers. At 

present income tax rates the UK has come to be described as 

almost a tax haven for people of foreign domicile. For 

example, someone in that position earning £60,000 a year may 

now pay tax at an average rate of no more than 17 per cent. 

The need for this relief has clearly gone. It has also benefited 

many for whom it was never designed. So I propose to withdraw 

the relief for all new cases from 6 April next. Existing 

beneficiaries will retain their entitlement to relief E for the five 

years to 5 April 1989. This transition should give sufficient 

time for individuals and their employers to adjust to this change 

in their expecations. 

I propose also to abolish from 6 April next and for very 

much the same reasons the so-called foreign earnings relief for 

United Kingdom residents who perform their duties both here 

and overseas and who spend at least 30 days abroad in a tax 

year. I further propose to abolish the matching relief for the 

self-employed who spend 30 days abroad, and similarly for 

resident employees and self-employed who have separate 

employments or separate trades carried on wholly abroad. At 

the same time, I have authorised the Inland Revenue to consult 

interested parties about a possible relaxation in the rules 

governing the taxation of expenses incurred by employees in 

travelling to perform their duties overseas. For the present I 

propose to make no change to the 100 per cent deduction given 

for absences abroad of 365 days or more. 

BUDGE (-SE 
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The abolition of these reliefs will eventually yield revenue 

savings of some [ ] and will be another useful step in 

removing complexity and distortions. 

I need also to refer to the car benefit scales for those 

provided with the use of a car by their employer. Despite the 
20  ow, 	 We-A..4s , 

increases et=r----L7e-v(the levels still fall short of any 

realistic measureof the true benefit. I am proposin further 
prh 

increases n oth the car and car fuel scales with effect from 

• 

I can now turn to the main income tax changes. I propose 

to increase the higher rate thresholds and bands in line with 

statutory indexation of 5.3 per cent. The first higher rate of 

40 per cent will apply when taxable income reaches £15,400 and 

the top rate of 60 per cent to taxable income of £38,100 or 

more. [Within these limits I also propose to rationalise the 

[Depends on 	higher rate structure. I propose a similar increase in the age 
decisions] 

allowance.] 

But as I have said, this year I believe it is right to give 

first priority to raising the levels at which people first pay tax. 

For the main income tax thresholds simple indexation would 

mean putting the single and married allowance up by £100 and 

£150 respectively. I propose to double these amounts: the 

threshold for the single person will be increased by £200 from 

£1785 to £1985 and for the married man by £300 from £2795 to 



12. 	There is one other tax I must mention before I sit down, 
3 	I 	 • 

the National Insurance Surcharge. This was imposed by the last 

Labour Government and when we took office the rate was 

31 per cent. In the last couple of years we have cut that to 

1 per cent. If the surcharge were still at the level we inherited, 

the private sector would be paying about £3 billion a year more 
J tAi &0-41' 

- 

National Insurance Surcharge will go from 6 August next. 
04 Av. cc,' 14Z 1.M tAits\ # 

- C ttkm 

than they now do. But the time has surely come to be rid of it 
444.4 IN 14 it,t4 tict_e 

altogether. I intend to abolish this pernicious tax on jobs. The-. 1 
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£3095. The additional personal allowance for single parents and 

the widow's bereavement allowance will be increased in 

consequence from E1010 to £1110. 

41c) 9-* "hit f 
- LINA 

11. 	Effect will be given to these changes under PAYE as from 

the first pay day after [ I. The revenue cost above 

indexation, will be [£ million] next year. Including indexation 

the total revenue foregone will amount to some [ ] in 1984-85 

and [ ] in a full year. Some [ 	] fewer people will pay tax 

in 1984-85 than if thresholds had remained at their present 

ju.3% 	 L 	11—j- (K'j  levels. 
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%Lid f'114. 	Wt.14't' 	13. As a result, along with my other Budget proposals the 

Acv u,tt it; AA. 
burden of taxes on businesses will have fallen from [ ] per 

cent of GDP when we came to office to [ ] per cent in [ ] . 
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BUDGET SPEECH: SECTION M 

The Chancellor liked the draft conclusion of the Budget 

Speech. His only suggestion at this stage is that it might be 

useful to repeat, in the peroration, the tax reform point. One 

could do that by starting the penultimate sentence:- 

"And it is an important tax reform Budget, which 

marks a major step 	 

J 0 KERR 
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BLOCK M: CONCLUSION 

This Budget has confirmed the broad strategy on which we 

embarked in 1979. It takes economic renewal another stage 
CS S4,_r rv 4 

_fax.  

forward. And it mar s a major step towards lower taxes and a 

simpler tax system. I commend it to the House. 

8 up 	
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