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trek G: Public Expenditure 

HOUSE OF COMMONS 

LONDON S.W.1.A. O.A.A. 

The Public Expenditure White laper containing our spending plans for the 

next three years was approved by the House last week. To-day I want to 

consider this critically important issue in a rather wider perspective. 

For far too long, the seemingly inexorable growth of public expenditure 

in emcees of the growth of the economy as a whole has meant a steady 

increase in the tax burden on the great mass of the population. To take 

just one example: as recently as 1963-64 no married man with a taxable 

income of less than 45 per cent of average earnings had to pay a penny of 

income tax. To-day the tax threshold is dpwn to little more than 30 per 

cent of average earnings. 

More generally, what we have seen is a steady enlargement of the lalwar 

1212 role of the State at the expense of the individual, and a steady 

increase in the dead weight m2kxxati of taxation dragging down our 

economic perforoance as a nation. 

malign 
Of course, the public expenditure which has created this/result has 

for the most part been directed to eminently desirable ends. But there 
an important 
is a/choice to be made, and kkatxmkgia it cannot sensibly be made simply 

by mclking ad hoc mkxmxmmx±m marginal changes in public expenditure from 

year to year. Some iSsues need fore fundamental reviews over a longer 

timescale. And ma constraining it all, we have to take the best view we 

can of what we are likely to be able to afford over the longer term. 
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ixxx, 

I am therefore publishing to-day, in addition to all the customar:: 

Budget doctments, a Green Paper on the prospects 	public spending and 

taxation in the decade to 1993-94. 

The Green Paper starts by examining the trends in public expenditure 

and taxation that have got us where we are to-day. It toes on to discuss 

the pressure for still higher spending which the Goverment will have to 

face over the next ten years. It then examines the rewards to be gained 

if these pressures are containtd and public expenditure kept broadly 

constatt in real terms. 

What it does not do i record itmaixiaxx Gove anent decisions on luxrt±c- 

xima±fix partic 	ending Progrann 	xes, or attempt to foreca t 

the growth of tl economy over the ne 	ecade. Thatx±txrbamxxxkxxxkkxt Its 

message is r ner hat, despite fall g Jorth Bea oil revenues, and with 
gr- &xal 

a contin 	/Aown- d path for th PSBR nsistent with pmagmummxtu the 

achie enent of price stabilit 

grief extract from conclusion of Green Paper7 

In contrast to Hrevious yearn, I have no specific public expenditure 

neastres to annotnce in this Budget. In particular, I shall not be xxx 

announcillig an proposals for the new rates of social security bene-Fdlt 

to xxx±g come into force in November. Following last year's legislation 

to return to the hicmur historic method of uprating, price protection is 

measured by rfere ce to the Retail Price Index in the previous May. 
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HOUSE OF COMMONS 
LONDON S.W.1.A. O.A.A. 

Accordingly, my Rt Hon friend the *timiTrr±Tmm Secretary of State for 

Health and Social Security will be al=ou:Icing the new rateo of social 

security benefits, including c ild benefit, in June. check Fowler letter 

SRammen submission/ 

?-24.1ke, 	(,),DFEJ 

.!' 
Cilvoramft-14  
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he result-ef-its privatisation 

minoritT-shareholdings in 

Questions have been asked about 

the Government's intentions towards these shareholdings. It has 

been suggested that they represent a continuing and deliberate 

means of exerting Government influence over the privatised 

companies. That is not so; incleedl-it-wattid-defeeti-tire-rattin 

purpose of-privatisation were -so: 

14;--L-et-tnts-ptrt-t-h,e matter beyonti eetor-assets 

	beilSibtr—BUT-ttrEr-etYreTEMent-lire-lret-an- 

o . 
investraent_trizt., The Government's policy is to sell such 

shareholdings from its portfolio 	e circumstances of the 

individual companies and market conditions permit. Where 

there are national interests at stake, they can be adequately 

safeguarded through the mechanism of a Special Share as has 

already been done in the case of Britoil, Amersham and Cable 

and Wireless. Meanwhile, in order to reflect the Government's 
IAA/ IL 

policy more closely, the Treasury:  reatrher—then—the—Ferwer 

sponsor Department, will in future take responsibility for 

residual shareholdings other than Special Shares. 

13. During 1983-84 the Government sold substantial 

shareholdings in BP and Cable & Wireless. The terms of the 
CS) 

share sale prospectus/rule out further salics of these shares 
ikci 01..14-u 

during 1984-85, but sales in itilltiCigiiffirlerospace and Britoil 

are not precluded in this way. The Government will be 

considering the possibility of further sales during 1984-85 in the 

light of market conditions and other factors. A full 

AAA 	 G..c; 24  (it- hAs—J 	6- Piki2. L4̂ & 

ee45-114600.--4-16, j 1j%4 
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Clock F - Public Sector Borrowing etc 

HOUSE OF COMMONS 

LONDON S.W.1.A. O.A.A. 

Just as the classical foliqulat for financial discipline - the gold standam 
amixtkx 
and the balanced budget - had both a monttary and a fiscal component, so 

does the medium term financial strategy. 

Thus it is that the MTFS has x±aw always envisaged that the Public 

Sector Borrowing Requirement would fall as a percentage of Gross Domestic 

Product overthe medium term. So far, the main progress towards this end 

occurred as a result of the 1981 Budget, kkuxR2Mitxfx±±±xgx2rumxixparxmaxt 

faizfODRz±zxtB2 which brought the PSBR down to 3* per cent of GDP in ±9Rimx 

1981-82. 

Since then there has been little further fall. The latest estimate 

of the PSBR for the current year, 1983-84, remains what it was in November: 

arould £10 billion, equivalent to 3* per cent of GDP. This is sigificantly 

above what was intended at the time of last year's Budget, and it would 

of coursetumaxlm have been-  hiher still had it not been for the measures 

I took din July. 

It is now necessary to secure a further marked fall in borrowing, so 

that interest rates can resume their decline as monetary growth slows 

down. Sterling interest rates are, of course, also influenced by dollar 

interest rates; but this makes it more, not less, important thiat),prossures 

are curbed and the extent of the dollar's influence 

thus minimised. /a  7 	sentence pointing out that UY rates, formerly (and Lad

traditionally) higher than in the US, are now lower.7 
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HOUSE OF COMMONS 
LONDON S.W.1.A. O.A.A. 

A further reason for reducing the PSBR sig.lificiantly in the coming yc_ 

is the higher level of asset sales planned as the privatisation programme 

gathers pace. While asset sales reduce the 22R2x±qzthazzame -wavmEztkx 

ampatztttcazo2zzzzztszhgztkoxStatpx±xorommaz Government's need to bor., 

as much as any other.'eduction in net public expeqditurc, their impact on 

financial marl-ets inevitably diminishes the benefit so far as interest 

rates are concerned. 

Last year's MTFS showed an illustraiVe PSBR for 1984-85 of 2 per cent 

of GDP, equivalent to around £8 billion. 211Examxm±rtmxx* In all the circum-

stances I believe it would be prudent to aim for somewhat lower figures. 

have therefore decided to provide for a PSBR next year of 2i per cent of 

IrDP, or ammuldx2 roughly 	billion. 

7yzInxNovemherzIztoldxthoxlialomextkatzIzmtglatzkayextms±narazzextxzEz 

The House will recall that in Movember I warned that I might have to 
conventional 

increase txxxxxx taxes slightly in the Budget. That was on the/assumption 

of a 1984-85 2 PSBR of E8 billion. I am glad to report that the latest, and 

more buoyant, forexasts of ram= tax revynte in the coming year, coupled 

with the continuing effects of the containment of public expenditure 

following the duly measures, mean that I will not require a rather larger 

tax increase to bring the PSBR down to £7 billion. In fact I will require 
net 

no overall/increase in taxation at all. 

Moreover, while the measures I shall shortly announce will be broadTy 

neutral in their effects on revenue in ±ER*m 1984-85 (oVer and above the 
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HOUSE OF COMMONS 
LONDON S.W.1.A. O.A.A. 

generally beneficient effects of indexation), they will reduce taxation 

in 1965-86 by some 	billion. Axit Indeed, the MTPS published to-day 

shows that there shiuld be room to cut taxes not only in 1985-86 but 
firmly 

throughout the remainder/ of this Parliament, provided we stick/to our 

Published plans for public expenditure to 1986-87 and maintain a similar 

firm control of public spending thereafter. 
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HOUSE OF COMMONS 

LONDON S.W.1.A. O.A.A. 

As I have already indicated to he House, this will be a radical, tax—

reforming, Budget. It will also significantly reduce the overall burden 

of tax over the next two years taken together 7  and indeed over the whole 

MTFS period — although I would hope to have scope for further reductions 

in tax in subsequent Budgets. 

It . My proposals for tax reform are guided by two basic principles. First, 

the need to make changes that will xtrucx2rkax improve our economic 

performance over the longer tern. Second, the desire to make life a little 

simpler for the taxpayer. 

txzmzmaIlxzwarsythatz±haz±axgroforom 

But I am well aware that the tax reformer's path is a mioaxiyxxxx stony one. 
short 

Any change in the system is bound,tx at least in the maxil/term, to bring 

benefits to some and it±ad disadvantages to others. And,thaxthuwasx112. 

axgu±mh if I may borrow from the vocabulary of tile Rt Kon member for Leeds 

East, the howls of anguish from the latter group tend to be rather more 

audible than the murmurings of satisfaction from the former. 

Partly for this reason, I have rejected the extreme suggestion popular 

in some quarters that T should scrap our entire income—based tax system 

and replace it with a brand new expenditure—based system. A reform of 

this kind would produce, in the real world, an upheaval of mind—boggling 

dimensions. 

6. Nor, on the other hand, do I believe ik we can afford tp opt for the quiet 
life and do nothing. I have therefore tclea chosen the middle course of 

proposing a number of major tax reforms, but within the framework of our 

existing income—based system. I shall also be •proposing transitional 

arrangements where I believe it only fair and appropriate to do so. 
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LONDON SW IA OAA 

lixX211Hdaxxixzkat±xlmxIlrupazx 

6. The chan.. es I shall be proposing to-day fall into three broad am±aggicimmi 

categories. These are the taxation of morixgxxx savings and investment, 

business taxation, and the taxation of personal income and spending. 
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Block J:Business taxation. 

HOUSE OF COMMONS 

LONDON SW1A OAA 

I now turn to thm company taxation. 

2. So far as taxation is concerned, Government has two responsibilities 

towards British industry. The first is to ensure that industry does not 

have to bear an excessive burden of taxation. The second is to ensure that, 

theixstruoture-LpfzIams±Ness:ftaxatioxz±sxthextuastdamaggia3ztoxemammtaz 

given a particular burden, it is borne in a way that fut does least damage 

to our economic perfor,!ance as a nation. 

am 
The measures I wictIxrg announcing to-day will, taking the next two 

years together, result in a significant reduction in the burden of taxation 

borne by British industry. But in addition I shall be proposing a far-

reaching reform of the structure of company taxation. 

The current rates of Corporation Tax are far too high, penalising  

profit and success and blunting the cutting edge of enterprise. They are 

the product of too many special reliefs, indiscriminately applied and of 

diminishing relevance to the conditions of to-day. Some of these reliefs 

reflect economic priorities xh± or circumstances which have long vanished, 

and serve simply to distort invdstment decisions and voices about finance. 

Others were introduced to meet short-term pressures, axpuo±m±lbtxtkx notably 

the upward surge of inflation. With inflation down to 5 per cent and set 

to go lower, this is clearly the time to take a fresh look. And with 

unemployment as high as it is today it is particularly difficult to justify  

a tax system which encourages low-yielding or even unprofitable invest-ent 

at the expense of jobs. 
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LONDON SW1A OAA 

My purpose therefore is to phase out these reliefs, in order to bring 

about, over time, a markedly lower rate of tax on company profits. 

First, capital allowances. Over virtually the whole of the post-war 

period the±e have been incentives for investment in both plant and mamk±xxx 

machinery and industrial (though not commercial) buildings. But there is 

little evidence that these incentives have strengthened mx the economy or 

improved the quality of investment. ixdamt Quite the contrary: the evidence 

suggests that businesses have invested ixxlimaxi±g substantially in assets 

yielding a lower rate of return than the investments made by our principal 

competitors. Too much of British investment has been made because the tax 

allowances made it look profitable, rather than because it was truly 

productive. 

Accordingly, I propose to reduce the capital allowances in three annual 

stages. In the case of plant and machinery, and assets whose allowances 

are linked with them, the first year allowance will be reduced from 100 per 

cent to 75 per cent for all such expenditure incurred after to4ay and to 

50 per cent for expenditure incurred after 31st March next year. After 

31st March 1986 there will be no first year allowances at all and all 

expenditure on plant and machinery will quellify for clanual allowances on 

a 25 per cent reducing balance basis. 

I intend a further important change in this area. From next year, 

annual allowances will The j_ve71 a7.! soon as the expenditure is incurred, 
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LONDON SW1A OAA 

and not, as they are today, when the asset comes into use. This will bring 

forward the entitlement to annual allowances for those assets, such as 
well 

ships and oil rigs, for which so-le payrie'lt is normally made/in advance of 

their being brought into use. 

For industrial buildin:s, I propose that the intital allowance will fall 

from 75 per cent to 50 per cent from tonight, and be further reduced to 

25 per cent from 31st March next year. After ±± 31st March 1986 the ±x±±x 

initial allowance will be abblished, and expenditure will be written off on 

an annual 4 per cent straight line basis. When these changes have fully txkl 

taken place, in respect of both 1,plan and machinery and industrial huititimp 

buildings, the tax allowances will still on averaEe be rather more generous 

than would be provided by a strict system of economic depreciation. 

The changes in the rates of allowances will not apply to payments under 

binding contracts entered into on or before today, provided that the 

expenditure is incurred within the next three years. 

L7ransitional arranje7ents for 'reional,  investment7 

Over the same period to 31,st March 1986 all other capital allowances 

will be brought into line with the main changes I have annofinced. The 

Inland Revenue will be issuing a press notice tonight giving further 

details of these proposals. 
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Next, stock relief. As the House will recall, this was introduced by 
in his second Budget 

the right hon ftExt±amaxxtkR Member for Leeds East/1n a desperate attempt 

to repair, in a rough and ready way, the damage he had wrought in his first 

first Budget, and to help businesses cope with high inflathon. The relief, 

happily, is no longer necessary, as company liquidity has improved and, 

above all, inflation has fallen sharply. IxNmalmasax±trxt Accordingly, I 

propose to abolish stouk relief for all accounting periods starting after 

today. The clawback charge will also go from today. 

The changes I have announced in capital alldwances and stock relief 

enable me to embark on a ramplrxraduotionxixzthazra±exzofx0orxzratimaxTazx 

Tivalmatmzxateixo2zawmaratioxzRaxx programme of progressive reductions in 

the main rate of Corporation Tax. For Profits earned in the year just 

ending, on which tax is generally payable in 1984-85, the rate will be cut 

from 52 per axxxt cent to 50 per cent. For profits earned in 1984-85 the 

rate will be further cut to 45 P er xxxxt cent. Looking further ahead, to 

profits earned in 1985-86, the rate will go down to 40 per cent, and for 

profits earned in 1986-87 and thereafter the main rate of Corporation Tax 

will be 35 per cent. All these rates for the years ahead will be included 

in this year's Finance Bill 

These reductions will bring with them a further benefit. 

syst m of cororation tax - which I am of coutse retaining - 

LazhexpaidzmaxpmcdzisxdiOributadxazzdt4±dexd 

c1carly71. Companthes thus have an incentive to finance themselves 
unhealthy 

through 

borrowing, Immtuitimgxhallkx11 in particular bank borrowing, rather than by 

Our imputation 
Cc--7-7, 
taxx v  

14 
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raising equity capital. The closer the Corporation tax rate comes to the 

basic rate of income tax, the smaller this undesirable distortion becomes. 

Of course, the great majority of companies are not lixable to pay the 

main rate of Corporation tax at all. For them it is the small companies 

rate, at present 38 per cent, which applies. I propose to reduce this rate 

forthwith to 30 per cent, for profits earned in 1983-84 and thereafter. 

The Corporation Tax measures I have just announcadwill cost £280 million 

in 1984-85, and EL, MtITHM £600 million - made up of £1,150 million by way 

of aatxxix reductions in the rates only partially offset by a £550 million 

reduction in the value of the reliefs - in 1985-86. The estimates for later 

years, which are incorporated in the MTFS fi,2-ures contained in the Budget 

Red Book, have been drawn up on a cautious basis. Thus business and industry 

can go ahead confidently on the basis of the Corporation Tax rates I have 

announced today, and which set the framework of company taxation for the 

rest of this Parliament. 

I expect these changes to have both a short-term, impact, effect and a 

longer-term, underlying, effect. The short term effect will be to bring 

investment forward over the next two years, in order to enjoy the mata 

benefit of higher capital allowances - a prospect made all the more 

alluring for business by virtue of the fact that the profits earned by any 

new investment will be taxed at the new, lower, rates. The underlying effect 

will be to encourage the search for investTent projects with a genuinely 

worthwhile return and to di2coura.Te unecoLio7ic investent. It is doubtful 
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if it was over really sensible to subsidise capital ittespective of the 

true rate of teturn. Certainly, with over three million unemployed it 

cannot make sense to do so. 

These makx chanL;es hold out an exciting prospect for ±ka British 
as a whole 

industry/±m further to improve its profitability and to expand, buildinz 

on the recovery that is already well under way. 

But before coming um to personal taxation, I have nututM a number of 

other measures to announce in the business field. 
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First, the taxation of savings and investment. 

The proposals I am about to make should improve lithkimx± both the 

direction and quality of savings and investment. And they will contribute 

further to the creation of a property-owning and share-owning democracy, 

in which more decisions are made by individuals xxItx rather than by 

intermediary institutions. 

First, stamp duty. This was doubled from its long-standing 1 per cent 

by the post-war Labour Government in 1947, reduced by the Macmillan 

Government in 1963, and dxulsdurd once again doubled to 2 per cent in the 

first Budget presented by the Ft Hon member for Leeds East in 1974. At its 

present level it is an impediment fo mobility and incompatible with the 

forces of competition which have been unleashed in the City following the 

withdrawal of the Stock Exchange case from the Restrictive Practices Court. 

I therefore propose to halve the rate of Stamp Duty to 1 per cent. 

(On all transactions taking place after to-day.7 

For the home buyer, the new flat rate 1 per cent matm stamp duty will 

start at £30,000. Below this AksoN4gki level no duty will be payable at 

all. As a result of this increased threshold, 	osti!ntc thttic 90 per cent 
Ablh 

of first time home buyers will 11.4- 1en7 r be liable for stamp duty. 
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The reduction in the rate of duty on share transfers will remove an 

important disincentive to direct 50EY±H;TE investment in equities and increase 

the international competitiveness of the UK stock market. It should also 

help British companies to raise equity finance. In addition, I have three 

proposals to amxix±xthxx±mille2a12xxorpt encourage the issue of =pax 

corporate bonds. I shall go ahead with the new arrangements for deep 

discount lammax stock and mata±xx the reliefs for companies issuing Eurobonds 

in this country which were announced by my Rt Hon and Learned Friend in 

last year's Budget, but not enacted. And I xlax±±xlaffxxxamp propose to exempt 

from Capital Gains Tax new corporate fixed interest securities that have 

been held for more than a year. 

a.AA 

Since such securities are already exempt from Stamp Duty, 	Mrilpt i 0 n 

I now pxopammx propose to extend to certain converjlibl,- loan stocks, this 

means that the tax concessions for Government borrowing in the gilt—edged 

marl-et will now apply equally to private sector borrowing in the corporate 

bond mar::et. 

The reductions in Stamp Duty will cost 1,450 million in 158'i--O5, of which 

£160 million is the cost of the relief on share transfers and Z290 million 

the cost of the relief on transfers of kuxxxsTxutkxxxlm±±dixxxxxAxtax 

houses and other real estate. 

6,Af C IM %kJ 

Igext, life assurance. /here is no longer any justification for life 

assurance rremium relief, which was introduced at a time when this provided 
tpOttivs4., 

the 1.1.4etror ohly savings medium for ordinary people. Its main effect to—day 
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is to encourgge institutional rather than direct investment, and to spawn 

a multiplicity of tax management schemes — as anyone reading the advertise—

meat d in their daily newspapers can see for themselves. So I propose to 

ahmt±skxthff withdraw the relief on all new policies with effect from 

today LI March7. I stress that this change will apply to new (or newly 

enhanced) policies only, taken out or increased after today. Existing 

policyholders will not be affected at all. The change is estimated to 

yield £90 million in 1984-85. 

Alongside the abolition of outdated pritrib7es for institutional 

investment it is necessary to consider unjustlfted penalties on direct 

personal investment. The investment income uurcharge is an unfair and 

anomalous tax on savings and on the rewards of successful enterprise. 

It hits the small businessman who w±skasxtuxsamaxfurzremokedztzrettrzulat 

reaches retirement mx2 without the cushion of a company pension scheme 

and impedes the creation of farm tenancies. In the vast majority of cases 

it is a tax on savings Which have been made out of hard—came axed 

income in the first nlace. More than half of those who pay tkjcs the 

invtstment income surcharge are over 65, and of these more than half would 

otherwise be liable to tax at only the basic rate. 

I have therefore decided that the Investment Income Surcharge should 

also be abolished. The cost in 1984-85 will be some E25 million. 

Finally, I propose to draw more closely together the tax treatment of 

±xxxstur xixxhallks depositors in banks and building societies. These 
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institutions, which are coming to resemble each other more and more 

closely, compete in the same market for personal deposits. They should be 

able to do so on more equal terms. 

One source of unequal treatment has already been rempved, with the 

recent ftrig ruling by the Inland Revenue, on legal advice accepted by 

Ministers, that under existing law the building societies' ptofits from 

gilt-edged securities are liable to tax in exactly the same way as the 

banks' gilt-edged profits are. 

But the major source of unequal treatment, against which the banks 

in particular have consistently complained, lies with the special arrange-

ment by which the Building Schcieties Lliere explain, as simply as possible, 

& at not too great a length, the Composite Rate7. This system, which has 
worked well 
exzinxfurxe for the past 90 years, has both an advantage and a disad-

vantage. The Cisadvantage is that a small minority of depositors, who 

are xutx±ialatHxtm below the income tax threshold, still suffer the dmdmati gl 

deduction of tax at the composite rate. However, it is always open to 

such depositors to kix±takxthiairxxxxixx put their savings elsewhere, such 

as National Savings. The advantage of the scheme is its extreme simplicity, 

itax both for the taxpayer and the Inland Revehue. The taxpayer is spared 

the bother of making any return of the ADDoaxic building society interest 

he has earned during the year, and being assessed individually on it; 

while the Revenue are spared the need to recruit an extra L7,0007 civil 

servants in order to deal with such assessments. 
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In common with my Timartxxxxxiammixu-Pxatt predecessors of all Parties 

over the past 90 years, I am satisfied that the advantage outweighs the 

disadvantage. It follows that equal treatment between building societies 
should 

and banks lecttxtuscxxlio be achieved, not by removing the Composite Rate 

frot the Societies, but by extending it to the banks and other licenced 

deposit takers. 

Non—taxpayers will continue to be able to receive interest gross, 
appropriate 

should they wish to, by putting their money into/Emartaix National Savings 

facilities. But the pmx purpose of the move is not, of course, to attract 

savings into Government hands: as I have alread—  announced, next year's 

target for National Savings is the sane as this year's and the total 
the size of 

Government appetite for savings, which is measured by/the Public Sectnr 

Borrowing Requirement, has been significantly reduced. Moreover I have 
substantially 

decided to reduce/the perritted maximum size of future holdins in the 

National Savings Investment Account and in Income Bonds. 

C4)posR; 
The new _rran:•,7its will provide a welcome simplification of the 

tax treatment of bank interest for individual bark customers: in effect, 

unless they are higher rate taxpayers, they will be able to forget about 

it altogether, since all the tax due has effectively been deducted at 

source. And it will enable the ml nd Revenue to make staff savings of 
NJrArr, 

up to 1,000 civil servants, his figure takes no account of the impossible 
with 

task the Revenue would otherwise have been faced wittlxkad were the recent 

trehd towards the payment of interest on current accounts to develop, as 

it atmamtxmilita±x± seems highly likely to do. 
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Accordinly, I.propose to extend the composite rate arrangements to 

interest received by UK resident individuals from banks and other licenced 

deposit takers, with effect from 1985-86. The composite rate will not apply 

either to non—residents or to the corporate sector. Arrangements will also 

be made to exclude from the scheme Certificates of Deposit of £50,000 or 

more. 

major 
Taken together, the/proposals I have just announced on Stamp Duty, 

life assurance relief, the investment income surcharge and the Composite 

Rate, coupled with other minor proposals, will go a fair way towards 

profiding a simpler and more straightforwardx tax system for savings and 

investment, while removing biases which have discouraged the individual 

saver from investing direct:14 in industry. ickxklacxxamxxilimx They also 

reinforce the Government's policy of encayraging competition in the 

financial sector, as part of our policy of promthting competition in the 

economy as a whole. 
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I have announced major refoi 	is of both the taxation of savings and 

investment and the taxation of businesses. The third and final area in 

which I propose to make progress on tax reform is the taxation of personal 

income and spending. 

The broad principle was clearly set out in the Manifesto on which we 

were first elected in 1979. L77uote from 1979 manifesto7 My predecessor 

made an important move in this direction in his first budget, and the time 

ha.c come to make a furter =ve to—day. A change of thiS kind is important 

in two ways. It improvs incentives and makes it more wiarth while to work, 

and it increases the freedom of choice of the individual. 

T do not however see the excise duties as an area for major change this 
of course 

year. I shall/need to md,j.Axt raise the duties in line with inflation, so 

as to maintain their real value: not to do so would run counter to the 

philosophy I outlined a momen# ago. But broadly speaking I do npt intend 

to do any more than revalorise the Excise duties, and with infla#ion now 

as low as it is the necessary increasds are mercifully modest. 

I propose din increase in the tobacco duty which, including VAT, will put 

4p on the price of a packet of 20 cigarettes, with corresponding increases 

for hand—rolling tobacco and cigars. But I do not propose to increase the 

duty on pipe tobacco, which is important for a great many pensioners. 
These changes will take effect from midnight on Thursday. 

5.1 propose increases in tie ktxtx duties on petrol and dery which, again 
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including VAT, will increase the 1)rifie at the pumps by 4ip and 3ip a gallon 

respectively. I do not propose to increase the duty on heavy fuel oil, 

whict is of particular importance to industrial costs. These changes will 

take effect for oil delivered from rc—Pineries and warehouses from six 

o'clock this evening. 

There is one excise duty which I propose to do away with altogether. 

Nany of those who find it hardest to make ands meet, including in particulaz 

many old age pensioners, use paraffin stoves to heat their homes. Armardixg 

Accordingly, I propose to abolish the duty on kerosene from six o(clock 

this evening. I am sure that this will be welcomed on all sides of the 

House. 

The various rates of Vehicle Excise Duty will, once again, go up 

roughly in line with prices. Thus the duty for cars and light vans will 

be increased by £5, from £85 to £90 a year. However, given the further 

evidence my rt hon Friend the Secretary of State has now received on the 

contribution that =MI various types of vehicle make to the wear and tear 

caused to the roads, there will be Dtxty reductions in duty for the lightest 

lotties,offset by higher increases for some heavier lorries. All these 

changes in Vehicle Excise Duty will take effect from to—morro. 

In addition, however, I propose to Drxtmma exempt from Vehicle Excise 

Duty all recipients of the War Pensioners' Mobility Supplement. 

I now come to the most difficult decision I have to take in the Excise 
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Duty field. As the House till be aware, the rules of the European 

Community, so far frma as alcoholic drink is concerned, are designed to 

prevent a Member state from protecting its own domestic product by 

imposing a significantly higher duty on imported competitors, the 

comparison being made broadly on the basis of relative alcoholic content. 

In pursuit of this, the Commission has taken a number of countries to 

the European Court of Justice. 

In our case, the Commission contended that we were protectEidg beer 

by under—taxing it in relation to wine. We fought the case, but lost; and 

I am not obliged to implement the judgTent handed down by the Court last 

year. Accordingly, I propose to increase the duty on kxxxxaxtyptualxpixtxm2 

kaamixxmtxbyxtkox212 beer, not by the 7p a pint which has been widely 

rumoured in the press, hut by the minimum amount needed to comply with the 

judgment: 2p on a typical pint of beer, Akxktuffxsamx including VAT. At the 

same time, the duty on table wine will be reduced by the equivalent of 

about 18p a bottle, again includin7 VAT. 

/le 	el"  e7444,11 ,2-)4,..N-i:FT0t".4 
;.4--i-os--14A.a.e7e r-—.., that wh e we comply with the judgment of 

the European Court, one of our partj.ers iblamxxmtI refer to Italy, which 
At/Pp A4k4 	14* (..,1 AA10 A---0 • A. -7  

has been clearly ordered by the Court to remove its discrimination against 

Scotch whisky forthwith, and shows no sign whatever of complying. I have 

therefore decided to introduce a temporary duty surcharge on vermouth of 

some 20p a bottle on top of the regular revalorisation increase. This 

surcharge will lamaxackax2ruxx±mtx2Rxt come into operation on 1st September 

unless the Italian G4vernment has — as I very much hope — implemented 

the Court's judgment by that date, and it will lapse as soon as I am 

satisfied that they have complied. 
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/ider, which increasingly co metes with beer but will,4160! attracts a 

lower duty, will go up by 3p a pint. The duties on made-wine will be 

aligned with those on other wine. And I propose to increase the du-4 on 

sparkling wine, fortified wine, and spirits by about 10p a bottle, 

including. VAT. L1When cone into force?7 

ixexlma±xtkmmexakx These chan-es in excise duties will, 'IA told, 
SO"10 

bring in/F,650 million in 1984-25. But that is of course merely what is 

needed to keep pace with inflation. 

The extra revenue I need to make the switch this year from taxes on 

earning to taxes on spending must therefore come from VAT. I ciao...0410 propose 

change in the rate of VAT. Instead, I intend to broaden the base of 

the tax by laxixg±xgx±xtmxt extending the 15 per cent rate to three areas of 

expanditure that havu hitherto been xtaxdard zero-rated. 

First, alterations to buildings. At present repairs and maintenance 

are taxed, but alterations are not The borderline between these two 

categories is the most confused in the whole field of VAT. I propose to 

end this confusion, not to mention the illogicality of the difference, 

by bringing all alterations into tax. However, to allow a rdasonable time 

for existing commitments to be completed or adjusted, the change will be 

deferred until 1st June. 

Second, I propose to brin-:77 into tax newspapers (including newspaper 

advertisements) and all other printed matter, with the sole exception of 



contd) 

HOUSE OF COMMONS 

LONDON S.W.1.A. O.A.A. 

books, which will remain zero-rated. Other . ews media, of course, are 

already subject to tax. LEheck7 This altxxmxixiI± change will apply from 

1st Aril. 

1. Third, food. Most food is zero-rated. But food served in restaurants, 

and a-miscellaneous range of items including ice-cream, confectionery, 

soft drinks and crisps were brought into tax by the Rt Hon Member for 

Leeds East. Take-away food clearly competes with these forms of catering, 

gnd I therefore intend to bring into tax hot take-away food and drink, 

with effect from 1st May. 

The Hx± total effect of the extensions of the VAT coverage which I 
of the tax 

have -:roposed will be to increase the yui yield /by E600 million in 1984-85 

and by almost El billion in 1985-86. 

2nkixgxtkmxVkTlxakaxgaxxxxdxtkxxExa±za The total impact effect on the 

Retail Price Index of the VAT changes and Excise Duty changes taken 

together will be three-quarters of one per cent. This has already been 

taken into account in the forecast x2xix2±Rtimxxwkixkx±xgxxxx0xxxtx4*xlmm 

I gave to the House earlier of a decline in inflation to 4,1- per cent by 

the end of the year. 

L70. The revenue raised by the broadening of the VAT base will enable to 

lighten the burden of income tax, within the overall framework of a neutral 

Budge t.7 
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Finally, I come to income tax. 

Since we took office in 1979, we have cut the basic rate of income tax 

from 33 per cent to 30 per cent and sharply reduced the punitive higher 

rates inherited from the last Labout Government. We have increased the 

main tax allowances not simply in line with prices but by almost 8 per 

cent in real terms. It is a good record. But it is not enough. The burden 

of income tax is still too heavy. 

During the lifetime of this Rxx±±ammiltTxticIaxE2IgimaT Parliament, I intend 

to carry further the progress we have already made. For the most part, 

this will have to wait for future Budgets, particularly since I have 

thought it right this year to concentrate on setting a new regime of 

business taxation for the lifetime of a Parliament - and beyond. But as 

a result of the measures I have txxamt just announced on indirect taxes 

I can make a start. 

I Timmimax propose to make no change this year in the rates of income 

tax. So far as the allowances and thresholds are concerned, I must clearly 

increase these by the amounts set out in the statutory ±xiaxat indexation 

formula, based on the 5.3 per cent increase in the Retail Price Index in 

December. The question is how much more than this I can do. 

I have decided that, this year, the right course is to use every penny 

I have in hand, within the =text framework of a revenue neutral Budget, 
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to lift the level of the basic tax thresholds, for the married and sing 

alike. It is fundamentally wrong that people should pay income tax on 

incomes so low that they are entitled to social security benefits on 

grounds of need. Immxtxxxthmaldnatitz Moreover low tax thresholds greatly 

exacerbate the poverty and unemployment traps, whamExaxtxx so that the 

incentive to find a better job or even any job at all virtually ceases to 

exist. There is,x17xclairrIv alas, no quick or cheap solution to these 

problems, but that is all the more reason to make a start on solving them 

now. 

Accordingly, I propose to increase the bulk of the allowances and 

thresholds strictly in line with the statutory requirement. The first 

-- rate of 40 per cent will apply when taxable income reaches £15,400 

a year and the top rate of 60 per cent to taxable income of £36,100 or 

more. The single age allowance will rise hy from £2,360 to £2,490 and 

the married age allowance fror ?:;!i',3,755 to £3,955. 

For the basic thresholds statutory indexation would mean putting the 

single and married allowancus up by £100 and £150 r4spectively. I am glad 

to say that, as a result of the measures I have already announced, I can 

do considerably better than that. In short, I propose to increase the 

basic thresholds by well over double what is required by indexation. 

The single person's threshold will be increased by £220, from £1,765 to 

£2,000; and the married threshold by Z360,from £2,795 to 	£3,155. 
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This is an increase of around 12.j)--  per cent, or more than 7 per cent 

in real terns. It bri-:12s the married mn's tax threshold, for 1984-85 as 

a whole, to its highest leVel in real terms since the war. It means that 

every tax-paying tarried couple in the land will enjoy =tax an income 

tax cut of at least E2 a week. 

The changes xittxm±mu I have announced will also take a large number 

of people, those with the smallest incomes of all, out of income tax 

altog*ther. Some 850,000 fewer people will pay tax in 1984-85 than if 

tkrxtmadm threshplds had not been increased at all, and 400,000 fewer 

than if the allowances had merely been indexed. 

10. All these changes will take effect under PAYE on the first pay day 

after 10th May. Their cost is considerable: some £1.8 billion in 1984-85, 
roughly 

of which mattimmxtamixtkum half represents the cost of indexation. 

This is as far as I can go on income tax this year, and still produce 

a broadly revenue-neutral Bud2'et for 1984-85. But as I have alrwady said, 

so long as we hold to our published planned levels of public spending, 

there is an excellent prospect of further income tax =ft cuts in next 

year's Budget. txdxm2xTxkxmicxx±xnautxztoldxthexHuunexemx This is in addition 

to the fact that, as T told the House earlier, the measures I have announced 

in this xxxxtrt Budget will reduce taxation in 1985-86 by some E1-71- billion. 
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Just as the classical formula for financial discipline - the gold stand= 
mmixidur 
and the balanced budget - had both a monttary and a fiscal component, so 

does the medium term financial strategy. 

2, Thus it is that the MTFS has mtam always envisaged that the. Public 

Sector Borrowing Requirement would fall as a percentage of Gross Domestic 

Product over .the medium term. So far, the main progress towards this end 

occurred as a result of the 1981 Budget, tkuxiakitx2x±tixgx2xxxxi4xpummauxt 

ofz4bRzinx±OR which brought the PSBR down to 3i per cent of GDP in ±2a±3€x 

1981-82. 

Since then there has been little further fall. The latest estimate 

of the PSBR for the current year, 1983-84, remains what it was in November 

aroukd £10 billion, equivalent to 3  per cent of GDP. This is sigificantly 

above what was intended at the time of last year's Budget, and it would 

of coursetomaxim have been higher still had it not been for the measures 

I took din July. 

It is now necessary to secure a further marked fall in borrowing, so 

that interest rates can resume thtir decline as monetary growth slows 

down. Sterling interest rates are, of course, also influenced by dollar 

interest rates, but this makes it more, not less, important thht pressures 

from domestic sources are curbed and the extent of the dollar's influence 

thus minimised.sentence pointing out that UK rates, formerly (and [Add 
traditionally) higher than in the US, are now lower.7 

<-‘ 
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A further reason for reducing the PSBR sinificiantly in the coming year 

is the higher level of asset sales planned as the privatisation progranme 

gathers pace. While asset sales reduce the kffltRx±mzthmzEamerKwayxazzIkm 

amiutztttpazz2mazzatzzkgmtilexOtatox±maxemsms; Government's need-to borrow 

as much as any other reduction in net public expenditure, their impact  on 

financial markets inevitably diminishes the benefit so far as interest 

rates are concerned. 

Last year's MTFS showed an illustrajsiVe PSBR for 1984-85 of 2i per cent 

of GDP, equivalent to around £8 billion. 21taxmaxmiAmxm* Tn all the circum-

stances I believe it would be prudent to aim for somewhat lower figures. 

I have therefore decided to provide for a PSBR next year of 2 per cent of 

GDP, or ax 2 roughly VT billion. 

7=inxiftgamtuarzizto±dxthexhoutmoxthatzIzmightzkayextmzinmrmamextmzms 

The House will recall that in November I warned that I might have to 
conventional 

increase txxxx;xx taxes slightly in the Budget. That was on the/assumption 

of a 1984-85 k PSBR of £8 billion. I am glad to report that the latest, and 

more buoyant, foremasts of =Ram tax revunte in the coming year, coupled 

with the continuing effects of the containment of public expenditure 

following the duly measures, mean that I will not require a rather larger 

tax increase to bring the PSBR down to £7 billion. In fact I will require 
net 

no overall/increase in taxation at all. 

Moreover, while the measures I shall shortly announce will be broacqy 

neutral in their effects on revenue in taffitm 1984-85 (over and above the 



OF(contd) 

HOUSE OF COMMONS 
LONDON S.W.1.A. O.A.A. 

generally beneficient effects of indexation), they will reduce taxation 

in 1985-86 by some ,Z1Z billion. taut Indeed, the MTIPS published to-day 

shows that there shluld be room to cut taxes not only in 1985-86 but 
firmly 

throughout the remaindet of this Parliament, provided we stick/to our 

published plans for public expenditure to 1986-87 and maintain a similar 

firm control of public spending thereafter. 
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The Public Expenditure White Japer containing our spending plans for the 

next three years was approved by the House last week. To-day I want to 

consider this critically important issue in a rather wider perspective. 

For far too long, the seemingly inexorable growth of public expenditure 

in emcees of the growth of the economy as a whole has meant a steady 

increase in the tax burden on the great mass of the population. To take 

just one example: as recently as 1963-64 no married man with a taxable 

income of less than 45 per cent of average earnings had to pay a penny of 

income tax. To-day the tax threshold is down to little more than 30 per 

cent of average earnings. 

More generally, what we have seen is a steady enlargement of the DffNETZ 

mt role of the State at the expense of the individual, and a steady 

increase in the dead wecight uittmxat± of taxation dragging down our 

economic performance as a nation. 

malign 
Of course, the public expenditure which has created this/result has 

for the most part been directed to eminently desirable ends. But there 
an important 
is mAhoice to be made, and kkat)cokmig it cannot sensibly be made simply 

by mclking ad hoc mkarmgmmxix marginal changes in public expenditure from 

year to year. Some issues need more fundamental reviews over a longer 

timescale. And mm constraining it all, we have to take tlqe best view we 

can of what we are like14' to be able to afford over the longer term. 
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kgar.ff 

1 am therefore publishing to-day, in addition to all the customary 

Budget doctments, a Green'2aper on the prospects of public spending and 

taxation in the decade to 1993-94. 

The Green I'aper starts by examining the trends in public expenditure 

and taxation that have got us where we are to-day. It goes on to discuss 

the pressure for still higher spending which the Goverment will have to 

face over the next ten years. It then examines the rewards to be ggined 

if these pressures are containtd and public expenditure kept broadly 

constaAt in real terms. 

What it does not do is record Axmisixxx Government decisions on paxtigul 

mpximitia particular spending programmes or taxes, or attempt to forecast 

the growth of the economy over the next decade.kixtxillixdxxxxxiatxxxtkail Its 

message is rather that, despite falling North Sea oil revenues, and with 
gradual 

a continuing/downward path for the PSBR consistent with pmagxxxxxim the 

achievement of price Stability, ±t 

rief extract from conclusion of Green Paper7 

In contrast to ;:i.evious years, I have no specific public expenditure 

meastres to annoince in this Budget. In particular, I shall not be xxx 

announciig an proposals for the new rates of social security benefit 

to alup±g come into force in November. Following last year's legislation 

to return to the 11±xxx historic method of uprating, price protection is 

measured by rfereace to the Retail Price Index in the previous May. 
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Accordingly, my Rt Hon fried the 21m±atx3omagrim Secretary of State for 

Health and Social Security will be announcing the new rates of social 

security benefits, including child benefit, in June. (Check Fowler letter 

SRammen submission7 
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As I have already indicated to the House, this uill be a radical, tax-

reforming, Budget. It will also significantly reduce the overall burden 

of tax over the next two years taken together - and indeed over the whole 

MTFS period - although I would hope to have scope for further reductions 

in tax in subsequent Budgets. 

My proposals for tax reform are guided by two basic principles. First, 

the need to make changes that will likxmx2xkxx improve our economic 

performance over the longer term. Second, the desire to make life a little 

simpler for the taxpayer. 

ixamzweiixemaxexthatzthaztaxemedommr 

But I am well aware that the tax reformer's path is a mtaxIxxxxx stony one. 
short 

Any change in the system is boundltx at least in the Bt/term, to bring 

benefits to some and d±asi disadvantages to others. AndIkkmxichxxiegxn2 

axgxixh if I may borrow from the vocabulary of the Rt Hon member for Leeds 

East, the howls of anguish from the latter group tend to be rather more 

audible than the murmurings of satisfaction from the former. 

Partly for this reason, I have rejected the extreme suggestion popular 

in some quarters that I should scrap our entire income-based tax system 

and replace it withm a brand new expenditure-based system. A reform of 

this kind would produce, in the real world, an upheaval of mind-boggling 

dimensions. 

f) Nor, on the other hand, do believe ±k we can afford tp opt for the quiet 

life and do nothing. I have therefore taken chosen the middle course of 

proposing a number of major tax reforms, but within the framework of our 

existing income-based system . I shall also be proposing transitional 

arrangements where I believe it only fair and appropriate to do so. 



• 
• 

HOUSE OF COMMONS 

LONDON SW1A OAA 

EzxbaJtax-yxIxotTattxkxxyrapmma 

G. The chanes I shall be proposing to-day fall 
cateL;ories. These are the taxation of modulgxax 

business taxation, and the taxation of personal 

into three broad matanxim 

savinzs and invest7cnt, 

income and spending. 
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First, the taxation of savinfs and investent. 

The proposals I am about to make should improve hattmax± both the 

direction and quality of savin:zs and investment. And they will contribute 

further to the creation of a prop-2rty—owning anC snare—owning democracy, 

in which more decisions are made by individuals mxtx rather than by 

intermediary institutions. 

First, stamp duty. This was doubled from its long—standing 1 per cent 

by the post—war Labour Government in  1947, reduced by the Macmillan 

Government in 1963, and mtmmh±mt once e.ain doubled to 2 per cent in the 

first Budget presented by the Rt Hon member for  Leeds East in 1974. At its 

present level it is an impediment fo mobility and incompatible with the 

forces of  competition which have heen unleashed in the City following the 

withdrawal of the Stock  Exchange case  from the Restrictive Practices Court. 

I therefore propcse to halve the rate of Stamp Duty to 1 per Cent. 

Z-On all transactions taking place after to—day.7 

For the home buyer, the new flat rate 1 per cent matm stamp duty will 

start at £30,000. Below this iksaRRgibt level no duty will be payable at 

all. As a result of this increased threshld, I estimate that 90 per cent 

of first time home buyers will no longer be liable for stamp duty. 
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The reduction in the rate of duty on share transfers will remove an 

important disincentive to direct xxxixm investment in equities and increase 

the international competitiveness of the Uh stock market. It should also 

help British companies to raise equity finance. In addition, I have three 

proposals to xesixtxtkfudsaxXxxgxxxxlsik encourage the issue of xxlmax 

corporate bonds. I shall go ahead with the new arrangements for deep 

discount headm stock and xEctx±xx the reliefs for companies issuing 13urobonds 

in this country which were announced by my Rt Hon and Learned Friend in 

last year's Budget, but not enati4ed. And I akatlXlmaxxxxxla propose to exempt 

from Capital Gains Tax new Corporate fixed interest securities that have 

been held for x more thaa a year. 

Since such securities are already exempt from Stamp Duty, an exemption 

I now Itrapxxem propose to extend to certain conveitibl2 loan stocks, this 

-means that the tax concessions for Government borrowing in the gilt—edged 

market will now apply ecially to private sector borrowing in the corporate 

bond market. 

The reductions in Stamp Duty will cost £450 million in 1984-85, of which 

Z160 million is the cost of the relief on share transfers and £290 million 

the cost of the relief on transfers of kaxxxx*xatkxxxkx±triixxxxxDtxtax 

houses and other real estate. 

gext, life assurance. There is no longer any justification for life 

assurance premium relief, which as introduced at a time when thisrovided 

thc main or ohly savings medium for ordinary people. Its main effect to—day 
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is to encourage institutional rather than direct investment, and to spawn 

a multiplicity of tgx management schemes - as anyone reading the advertise-

ment in their daily newspapers can see for themselves. So I propose to 

alaulislaxtka withdraw the relief on 411 new policies with effect from 

today  LI  March7. I stress that this change will apply to new (or newly 

enhanced) policies only, taken out or increased after today. Existing 

policyholders will not be affected at all. The change is estimated to 

yield £90 million in 1984-85. 

Alongside the abolition of outdated priVibges for institutional 

investment it is.  neuessary to consider unjustlfted penalties on direct 

personal investment. The investment income surcharge is an unfair and 

anomalous tax on savings and on the rewards of successful enterprise. 

It hits the small businessman who  w±xkusxtoxsamax2gxmcoaolasitztzretimmant 

reaches retirement mx2 without the cushion of a company pension scheme 

and impedes the creation of farm tenancies. In the vast majority of cases 

it is a tax on savings which have been made out of hard-earned taxed 

income in the first place. More than half of those who pay ttrim the 

inv*stment income surcharge are over 651  and of these more than half would 

otherwise be liable to tax at only the basic rate. 

I have therefore decided that the Investment Income Surcharge should 

also be abolished. The cost in 1984-65 will be some £25 million. 

Finally, I propose to draw more closely together the tax treatment of 

immstlaxxximxhakks depositors in banks and building societies. These 
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institutions, which are coming to resemble each other more and more 

closely, compete in the same market for personal deposits. They should be 

able to do so on more equal terms. 

11. One source of unequal treatment has already been renpved, with the 

recent mix ruling by the Inland Revenue, on legal advice accepted by 

Ninisters, that under existing law the building societies ptofits from 

gilt-edged securities are liable to tax in exactly the sane way as the 

banks' gilt-edged profits are. 

14. But the major source of unequal treatment, against which the banks 

in particular have consistently complained, lies with the special arrane-

meat by which the Building Stbcieties LEere explain, as simply as possible, 

& at not too great a length, the Composite Rate7. This system, which has 
worked well 
bampizinxforxe for the past 90 years, has both an advantage and a disad- 

vantage. The Cisadvantage is that a small minority of depositors, who 

are xxtx±±athimxto below the income tax threshold, still suffer the dudamk±z 

deduction of tax at the composite rate. However, it is always open to 

such depositors to xxitahxthaixxxamixx  put their savings elsewhere, such 

as National .Savings. The advantage of the scheme is its extreme simplicity, 

2ax both foe the taxpayer and the Inland Revehue. The taxpayer is spared 

the bother of making any return of the dmpax± building society inte2est 

he has earned during the year, and being assessed individually on it; 

while the Revenue are spared the need to recruit an extra Z7,0007 civil 

sevants in order to deal with such assessments. 
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In common-with my larlatezuvuczpzmixtrixa±± predecessors of all Parties 

over the past 90 years, I am satisfied that the advantage outweighs the 

disadvantage. It follows that equal treatment between building societies 
should 

and banks witaakaxxxkla be achieved, not by removing the Composite Rate 

frot the Societies, but by extending it to the banks and other licenced 

deposit takers. 

Non—taxpayers will continue to be able to receive interest gross, 
appropriate 

should they wish to, by putting their money into/mmxta±x National Savin,s 

facilities. But the pxx purpose of the move is not, of course, to attract 

savings into Government hands: as I have already announced, next year's 

target for National Savings is the same as this year's and the total 
the size of 

Government appetite for savings, which is measured by/the Public Sect - 

Borrowing Requirement, has been sig ificantly reduced. Moreover I have 
substantially 

decided to reduce/the pernitted maximum size of future holdings in the 

National Savings Investment Account and in Income Bonds. 

The new arrangements will provide a welcome simplification of the 

tax treatment of bank interest for individual bank customers: in effect, 

unless they are higher rate taxpayers, they will be able to forget about 

it altogether, since all the tax due has effectively been deducted at 

source. And it will enable the Inland Revenue to make staff savings of 

up to 1,000 civil servants. This figure takes no account of the impossible 
with 

task the Revenue would otherwise have been faced witlaxkad were the recent 

trebd towards the payment of interest on current accounts to develpp, as 

it a±mmxtxgartaiya seems highly likely to do. 
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16. Accordingly, I propose to extend the composite rate arrangements to 

interest received by UL resident individuals from banks and other licenced 

deposit takers, with effect from 1985-86. The composite rate will not aI:1)1y 

either to non-residents or to the corporate sector. Arrangements will also 

be made to exclude from the scheme Certificates of Deposit of £50,000 or 

more. 

major 
19. Taken together, the/proposals I have just announced on Stamp Duty, 

life assurance relief, the investment income surcharge and the Composite 

Rate, coupled with other minor proposals, will go a fair way towards 

proViding a simpler and more straightforwardx tax system for savings and 

investment, while removing biases which have discouraged the individual 

saver from investing direct14 in industry. Atx±haxxxxxx±imxx They also 

reinforce the Government's policy of encoyraging competition in the 

fin4ncial sector, as part of our policy of promeating competition in the 

economy as a whole. 
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I now turn to klug company taxation. 

2. So far as taxation is concerned, Government has two responsibilities 

towards British industry. The first is to ensure that industry does not 

have to bear an excessive burden of taxation. The second is to ensure that, 

thoztruoturerAafzbus±nosExtaxationzisxthexteastxdamagingztoxsamarm±az 

given a particular burden, it is borne in a way that ix does least damage • 

to our economic performance as a nation. 

am 
The measures I wittxkx announcing to-day will, taking the next two 

years together, result in a significant reduction in the burden of taxatioy 

borne by British industry. But in addition I shall be proposing a far-

reaching reform of the structure of company taxation. 

The current rates of Corporation Tax are far too high, penalising 

profit and success and blunting the cutting edge of enterprise. They are 

the product of too many special reliefs, indiscriminately applied and of 

diminishing relevance to the conditions of to-day. Some of these reliefs 

reflect economic priorities whi or circumstances which have long vanished, 

and serve simply to distort invOstment decisions and uoices abut finance. 

Others were introduced to meet ohort-torr pressures, xxlmaimiiyxika notab13; 

the upward surge of inflation. With inflation down to 5 per cent and set 

to go lower, this is clearly the time to take a fresh look. And with 

unemployment as high as it is today it is particularly difficult to ju.stif-L-

a tax system which encourages low-yielding or even unprofitable invest-ent 

at the expense of jobs. 
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My purpose therefore is to phase out these reliefs, in order to bring 

about, over time, a markedly lower rate of tax on company profits. 

First, capital allowances. Over virtually the whole of the post-war 

Period thete have been incentives for investment in both plant and xamkillar 

machinery and industrial (though not conmercial) buildings. But there is 

little evidence that these incentives have strengthened ak, the economy or 

improved the quality of investment. xrl:mxd Quite the contrary: the evidence 

suggests that  businesses  have invested ixxklasori±y substantially in assets 

yielding a lower rate of return than the investments made by our principal 

competitors. Too much of British investment has been made because the tax 

allowances made it look profitable, rather than because it was truly 

productive. 

Accordingly, I propose to reduce the capital allowances in three annual 

stages. In the case of plant and machinery, and assets whose allowances 

are linked with them, the first year allowance will be reduced from 100 - 0,1 

cent to 75 per cent for all such expenditure incurred after today and to 

50 per cent for expenditure incurred after 31st March next year. After 

31st March 1986 there will be no first year allowances at all and all 

expenditure on plant and machinery will quellify for elnnual allowances on 

a 25 per cent reducing balance basis. 

I intend a further important change in this area.  From next year, 

annual allowances will be [riven as soon as the expenditure is incurred, 
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and not, as they are today, when the asset comes into use. This will bring 

forward the entitlement to annual allowances for those assets, such as 
well 

ships and oil rigs, for which some payment is normally made/in advance of 

their 'oeing brought into use. 

For industrial buildings, I propose that the intital allowance will fall 

from  75 per cent to 50 per cent from tonight, and be further reduced to 

25 per cent from 31st March next year. After ti 31st March 1986 the ixkix 

initial allowance will be abthlished, and expenditure will be written off on 

an annual  4  per cent straight line basis. When these changes have fully tztc 

tahen place, in respect of both planja and machinery and industrial hzirihtingi 

buildings, the tax allowances will still on average be rather more generous 

Than would be provided by a strict system of economic depreciatton. 

The changes in the rates of allowances will not apply to payments under 

binding contracts entered into on or before today, provided that the 

expenditure is incurred within the next three years. 

L7ransitiona1 arrangements for 'regional' investment7 

Over the same period to 31st March 1986 all other capital allowances 

will be brought into line with the main changes I have annotanced. The 

Inland Revenue will be issuing a press notice tonight giving further 

details of these proposals. 



• 
HOUSE OF COMMONS 

LONDON SW 1A OAA 

Next, stock relief. As the House will recall, this was introduced by 
in his second Budget 

the right hon ,ailltiapraxxillax Member for Leeds East/in a desperate attempt 

to repair, in a rough and ready way, the damage he had wrought in his first 

first Budget, and to help businesses cope with high infladathon. The relief, 

happily, is no longer necessary, as company liquidity has improved and, 

above all, inflation has fallen sharply. ±xImpulmaxtkat  Accordingly, I 

propose to abolish stouk relief for all accounting periods starting after 

today. The clawback charge will also go from today. 

The changes I have annpunced in capital allowances  and stock relief 

enable ITle to embark on a za3arxraduetionxixzthaztatesszofx2arlormatimax2axx 

211oxmatiaztateixfafzUotplatat±paz2axx  programme of progressive reductions in 

the main rate of Corporation Tax. For profits earned in the year just 

ending, on which tax is generally payable in 1984-85, the rate will he cut 

from 52 per ammt cent to 50 per cent. For profits earned in 1984-85 the 

rate will be further cut to 45 per maxxt cent. Looking further ahead, to 

Profits earned in 1985-86, the rate will go down to 40 per cent; and for 

profits earned in 1986-87 and thereafter the main rate of Corporation Tax 

will be 35 per cent. All these rates for the years ahead will be included 

in this year's Finance Bill. 

These reductions will bring with them a further benefit. Our imputation 

system of corporation tax - which I am of course retaining - requires taxx 

tuzlioxpa±dataa_cprofttsxdiOributadxaszlitkidomi  Z7xp1ain next bit mote 
unhealthy 

clearly7. Companies thus have an incentive to finance themselves through 

borrowing, ±EaludingxhaRkxt in particular bank  borrowing, rather than by 
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raising equity capital. The closer the Corporation tax rate comes to the 

basic rate of income tax, the smaller this undesirable distortion becomes. 

Of course, the great majority of companies are not liable to pay the 

main rate of Corporation tax at all. For them it is the small companies 

rate, at present 38 per cent, which applies. I propose to reduce this rate 

forthwith to 30 per cent, for profits earned in 1983-84 and thereafter. 

The Corporation Tax measures I have just announcaiwill cost £280 rainier) 

in 1984-85, and axbamtkzx £600 million — made up of £1,150 million by way 

of mxtxxix Aductions in the rates only partially offset by a £550 million 

reduction in the value of the reliefs — in 1985-86. The estimates for later 

years, which are incorporated in the NTPS figures contained in the Budet 

Red Book, have been drawn up on a cautious basis. Thus business and industry 

can go ahead confidently on the basis of the Corporation Tax rates I have 

announced today, and which set the framework of company taxation for the 

rest of this Parliament. 

I expect these changes to have both a short—term, impact, effect and a 

longer—term, underlying, effect. The short term effect will be to bring 

investment forward over the next two years, in order to enjoy the radaa 

benefit of higher capital allowances — a prospect made all the more 

alluring for business by virtue of the fact that the profits earned by any 

new investment will be taxed at the new, lower, rates. The underlying effect 

will be to encourage the search for investTent projects with a genuinely 

worthwhile return and to discourage uneconomic investTent. It is doubtful 

• 
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if it was ever really sensible to subsidise capital ittespective of the 

true rate of tuturn. Certainly, with over three million unemployed it 

cannot make sense to do so. 

These makx changes hold out an exciting prospect for ±1 British 
as a whole 

industry/kx further to improve its profitability and to expand, buildin; 

on the recovery that is already well under way. 

But before coming xx to personal taxation, I have mxxiik a number of.  

other measures to announce in the business field. 

then... 

CBES  & farming: to be drafted to minimise awkwardness of the 
selective & arguably distortionary nature of the relief, but rather 
better than IR's attempt7 

CLGS: probably not in at all; but have a cochshy — you hnow my views7 

[former 18 as amended7 

[former 19 as amended72:..but add reference to a1uses7 

(-former 20 as amended, but add colourful example of abuse7 
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Finally, I have two further changes to propose affecting busineses, 

both of which will come into fore on 1st October. 

baxxxamy Ever since VAT was introduced in this country, we have 

treated imports differently from the way in which they are treated by all 

our main European Commtnity competttors. In a nutshell, they charge VAT 
at the point of import 

on imported goods/and we do not. Of course,  jakaxlEATx±xximaNktak±g  even 

under our system the VAT is eventually paid, when the importer: sells to 

his customer; but that is on average some three months later, during which 
taxpayer's 

time the importer has enjoyed free credit at theAxpense.x2xkluaxt This 

gives the imported product a small but unmistakable edge over its home—

produced equivalent, since businesses buying from a UL supplier have to 

pay VAT straight away. 

The UL system does indeed have many advantages, which is why the 

European Commission has for some years now been seeking to get it adopted 

throughout the Community, with the full support of both my predecessor and 

myself. But the plain fact is that in all that time the Uommission has 

made no prouress whatever, and we remain the odd man out. 

I must tell the House that I am not prepared to put British industry 

at a competitive disadvantage any longer. Should our European partners 

at any time undergo a Damascene conversion, and all agree that the 

Co-imission's proposal should be accepted after all, then of course we woul. 

revert to the present system. But in the meantime I propose to move to the 

system that prevails throughout the rest of the Community, and charge VAT 

tn imports. 
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In order to avoid tkmxtimkxla conestion at the ports, I propose to 

make the same facilities for deferring payment as kxxxxactwagE apply to 

customs duties. That means that most importers will be able to defer 

payTent of VAT by on average one month after the date of importation. 

Put that is all. 

As I have said, this change will apply from 1st October. It will bring 
extra 

in an wilt±t±axat £1.2 billion Mk in 1984-85, but there will of course be 

no increased mimmmmxim revenue in subsequent yeats. 

The second change I propose to make on 114 October conerns the ITatimlal 

Inaurance Surcharge. This, once again, was a brainchild of the rt hon 

Member for Leeds East. Introdtced in 1976 at the rate of 3*ximaxxauxt* 

2J-4-- per cent, he then raised it in 1978 ±Iff (check both dates) to 3i  per cent 

During the last Parliament, my predecessor succeeded in reducing it to 

1 per cent, and we are egammittm pledged to abolish it during the lifetime 

of this Parliament. 

43zxinzthazmmumpxtazthaz2lidgatxtxhavashsazxwmadxtzzauiTzthazf:lurckargazhy 

axturtkarxixplarxtmat 

Given the impact that this tax has, not only on industrial costs but 

also — at a time of high unemployment — on jobs, I have decided to take 

the opportunity of this my first Budget to fulfil that pledge. This will 

save private sector employers almost £350 million in 1984-85 and ;etting 

on for m £1 billion in 1985-86. 
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I have announced major reforms of both the taxation of savings and 

investment and the taxation of businesses. The third and final area in 

which I propose to make progress on tax reform is the taxation of personal' 

income and spending. 

The broad principle was clearly set out in the Alnifesto on which we 

were first elected in 1979. Zuote from 1979 manifesto7 my predecessor 

made an important move in this direction in his first budget, and the time 

has come to make a further move to—day. A change of this kind is important 

in two ways. It improvr)s incentives and makes it more whrth while to work, 

and it increases the freedom of choice of the individual. 

I do not however see the excise duties as an area for major change this 
of course 

year. I shall/need to ad*ust raise the duties in line with inflation, so 

as to maintain their real value: not to do so woulg run counter to the 

philosophy I outlined a momen* ago. But broadly speaking I do npt intend 

to do any more than revalorise the Excise duties, and with inflOion now 

as low as it is the necessary increas4s are mercifully modest. 

I propose din increase in the tobacco duty which, including VAT, will put 

4P on the price of a packet of 20 cigarettes, with corresponding increases 

for hand—rolling tobacco and cigars. But I do not propose to increase the 

duty on pipe tobacco, which is important for a great many pensioners. 
These changes will take effect from midnight on Thursday. 

5.1 propose increases in tieItaty duties on petrol and dery which, again 
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including VAT, will increase the priue at the pumps by 4-ip and, 3ip a gallon 

respectively. I do not propose to increase the duty on heavy fuel oil, 

which is of particular importance to industrial costs. These changes will 

take effect for oil delivered from refineries and warehouses from six 

o'clock this evening. 

There is one excise duty which I propose to do away with altogether. 

Many of those who find it hardest to make inds meet, including in particula 

many old age pensioners, use paraffin stoves to heat their homes. Ammatikg 

Accordingly, I propose to abolish the duty on kerosene from six otclock 

this evening. I am sure that this will be welcomed on all sides of the 

House. 

The various rates of Vehickle Excise Duty will, once again, do up 

roughly in line with prices. Thus the duty for cars and light vans will 

be increased by £5, from £85 to £90 a year. However, given the further 

evidence my rt hon Friend the Secretary of State has now received on the 

contribution that =mow various types of vehicle make to the wear and tear 

caused to the roads, there will be dmickg reductions in duty for the lightest 

lotties,offset by higher increases for some heavier lorries. All these 

chanes in Vehicle Excise Duty will take effect from to—morro. 

In addition, however, I propose to xxtmxt exempt from Vehicle Excise 

Duty all recipients of the War l'ensioners' Mobility Supplement. 

9. I now come to the most difficult decision I have tb take in the Excise 



• 
K (c6ntd) 

• 

 

HOUSE OF COMMONS 
LONDON S.W.1.A. O.A.A. 

Duty field. As the House till be aware, the rules of the European 

Community, so far 2rmaa as alcoholic drink is concermed, are designed to 

prevent a Member state from protecting its own domestic product by 

imposing a significantly higher duty on imported competitors, the 

comparison being made broadly on the basis of telative alcoholic content. 

In pursuit of this, the Commission has taken a number of countries to 

the European Court of Justice. 

In our case, the Commission contended that we were protectidg beer 

by under-taxing it in relation to wine. We fought the case, but lost, and 

I am not obliged to implement the judgvent handed down by the Court last 

year. Accordingly, I propose to increase the duty on txxxxax±ypizatxp±n±xuf 

laxam*xmatxhyxthexU beer, not by the 7p a pint which has been widely 

rumoured in the press, but by the minimum amount needed to comply with the 

judifient: 2p on a typical pint of beer, Atxkluaxsama including VAT. At the 

same time, the duty on table wine will be reduced by the equivalent of 

about 18p a bottle, again including VAT. 

It-iS unacceptable, however,- that while we comply with the judgment of 
can get away Scot free 2mam in failing to do 

the European Court, one of our partliers/txxxxxmix I refer to Italy, which 

has been clearly ordered by the Court to remove its discrimination against 

Scotch whisky forthwith, and shows no sign whatever of complying. I have 

therefflre decided to introduce a temporary duty surcharge on vermouth of 

some 20p a bottle on top of the regular revalorisation increase. This 

surcharge will gicairmicux2matxixtx2alut come into operation on 1st September 

unless the Italian Goevernment has - as I very much hope - implemented 

the Court's judgment by that date, and it will lapse as soon as I am 

satisfied that they have complied. 
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Cider, which increasingly competes with beer but which attracts a 

lower duty, will go up by 3p a pint. The duties on made-wine will be 

aligned with those on other wine. And I propose to increase the dutSE on 

sparkling wine, fortified wine, and spirits by about 10p a bottle, 

including VAT. tWheu come into force?7 

Ixexpea±x±kesexakx These changes in excise duties will, alt told, 
some 

bring in/Z650 million in 1984-85. But that is of course merely what is 

needed to keep pace with inflation. 

The extra revenue I need to make the switch this year from taxes on 

earning to taxes on spending must therefore come from VAT. I do not propose 

any change in the rate of VAT. Instead, I intend to broaden the base of 

the tax by laxixgiTagxiximxt extending the 15 per cent rate to three areas of 

expenditure that have hitherto been x±xxAarrt zero-rated. 

First, alterations to buildings. At present repairs and maintenance 

are taxed, but alterations are not The borderline between these two 

categories is the most confused in the whole field of VAT. I propose to 

end this confusion, not to mention the illogicality of the difference, 

by bringing all alterations into tax. However, to allow a r4asonable time 

for existing commitments to be completed or adjusted, the change will be 

deferred until let June. 

Second, I propose to bring into tax newspapers (including newspaper 

advertisements) and all other printed matter, with the sole exception of 

4r, 
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books, which will remain zero-rated. Other news media, of course, are 

already subject to tax. Zaheck7 This altaxxxxilt change will apply from 

1st April. 

la'. Third, food. Most food is zero-rated. But food served in restaurants, 

and a miscellaneous range of items including ice-cream, confectionery, 

soft drinks and crisps were brought into tax by the Rt Hon Member for 

Leeds East. Take-away food clearly competes with these forms of caterilig, 

gnd I therefore intend to bring into tax hot take-away food and drink, 

with effect from 1st May. 

The axt total effect of the extensions of the VAT coverage which I 
of the tax 

have proposed will be to increase the pai yield/by £600 million in 1984-85 

and by almost £1 billion in 1985-86. 

2ack±iggxitivraxVitibcarkaorgasixamixtitancitxttizo The total impact effect on the 

Retail Price Index of the VAT changes and Excise Duty chan,_;es taken 

together will be three-quqrters of one per cent. This has already been 

taken into account in the forecast x±xix±tatilitxxxkinchthgarxxxttaixatx**„pam 

I gave to the House earlier of a decline in inflation to 4 -  Per cent b y 

the end of the year. 

O. The revenue raised by the broadening of the VAT base will enable to 

lighten the burden of income tax, within the overall framework of a neutlal 

Budge t.7 
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Finally, I come to income tax. 

Since we took office in 1979, we have cut the basic rate of income tax 

from 33 per cent to 30 per cent and sharply reduced the punitive higher 

rates inherited from the last ',about Government. We have increased the 

main tax allowances not simply in line with prices but by almost 8 per 

cent in real telms. It is a good record. But it is not enough. The burden 

of income tax is still too heavy. 

During the lifetime of this k±± 	x± 	Parliament, I intend 

to carry further the progress we have already made. For the most part, 

this will have to wait for future Budgets, particularly since I have 

thought it right this year to concentrate on setting a new regime of 

business taxation for the lifetime of a Parliament — and beyond. But as 

a result of the measures I have taxaed just announced on indiect taxes 

I can make a start. 

Ilaximpom  propose to make no change this year in the rates of income 

tax. So far as the allowances and thresholds are concerned, I must clearly 

increase these by the amounts set out in the statutory ixexa± indexation 

forula, based on the 5.3 per cent increase in the Retail Price Index in 

December. The question is how much more than this I can do. 

I  have decided that, this year, the right course is to use every pennY 

I have in hand, within the maxtaxt framewor!: of a revenue neutral Budget, 
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to lift the level of the basic tax thresholds, for the married and single 

alike. It is fundamentally wrong that people should pay income tax on 

incomes so low that they are entitled to social security benefits on 

grounds of need. Emmxtaxxikxarliku±]ila Moreover low tax thresholds greatly 

exacerbate the poverty and unemployment traps, wImmaxaxtmac so that the 

incentive to find a better job or even any job at all virtually ceases to 

exist. There isonaxgaiak alas, no quick or cheap solution to these 

problems, but that is all the more reason to make a start on solving then 

now. 

Zccordingly, I propose to increase the bulk of the allowances and 

thresholds strictly in line with the statutory requirement. The first 

higher rate of 40 per cent will apply when taxable income reaches £15,400 

a year and the top rate of 60 per cent to taxable income of £38,100 or 

more. The sinle age allowance will rise lay from £2,360 to £2,490 and 

the married age allowance from £3,755 to £3,955. 

For the basic thresholds statutory indexation would mean putting the 

single and married allowancus up by £100 and £150 r4spectively. I am glad 

to say that, as a result of the measures I have already announced, I can 

do considerably better than that. In short, I propose to increase the 

basic thresholds by well over double what is required by indexation. 

The single person's threshold will be increased by £220, from £1,785 to 

£2,000; and the married threshold by Z360,from 1,1;2,795 to 2211 £3,155. 
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This is an increase of around 121- ler cent, or more than  7  per cent 
in real terms. It brings the married man's tax threshold, for 1984-85  as 

a whole, to its highest letrel in real terms since the war. It means that 

every tax-paying Married couple in the land will enjoy mxtax an income 

tax cut of at least E,2 a week. 

The chan.es  withx±xx I have announced will also take a large  number 

of people, those with the smallest incomes of all, out of income tax 

altogtther. Some 850,000 fewer people will pay tax in 1984-85 than if 

tiamknraft threshplds had not been increased at all, and  400,000 fewer 

than if the allowances had merely been  indexed. 

10. All these changes will take effect under PAYE on the first pay day 

after 10th May. Their cost is considerable: some £1.8 billion in 1984-85, 
roughly 

of which  xaddiaxximmmtkaa half represents the cost of indexation. 

This is as far as I can go on income tax this year, and still produce 

a broadly revenue-neutral Bud:.et for  1984-65.  But as I have alruady said, 

so long as we hold to our published planned levels of public spending., 

there is an excellent prospect of further income tax acmg cuts in next 

year's Dudget.  ±mixmaxixisamaxxtraxayztolaxtkoxRaunoxamm This is in addition 

to the fact that, as I told the House earlier, the measures I have announce 

in thio xumxtat Budget will reduce ta::ation in 1985-66 by some £12- billion. 
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'Keep it Going': 	 CBI argues for action to maintain momentum of recovery; target should be 3 per cent 
Budget representations 	 growth per year for 5 years. Priority in 1984 Budget should go to improving industrial 
published 25 January 1984 	 competitiveness. 

Recommends package for 1984-85 with full year cost of around £21 billion (net impact 
on PSBR in 1984-85 £1.8 billion) comprising: 

abolition of NIS (cost £0.9 billion) 
10 per cent derating of business premises (cost £0.7 billion) 
various tax changes to encourage enterprise and investment (cost £0.6 billion) 
improve efficiency in use of manpower in public sector  
shift balance between current and capital public spending 

CBI also call for lower interest rates. Their continuing emphasis on business costs, and 
limitation of income tax recommendations to bare indexation, are attributed by the CBI 
to concern to avoid substantial deterioration of the trade balance in later 80s. 

Points to make 

Cannot comment en 1984 Budget intentions, 	Government recognise case for cut in NIS; but other strong calls if resources available. 
Stated objective is to abolish NIS within lifetime of this Parliament. Reduction from 31 per cent 1978-79 to 1 per cent in 1983-84 
already worth £2 billion a year to private sector. 
Real remedy for high industrial rates lies in controlling local government expenditure - that is where Government effort directed. 
Last five Budgets have all included measures to promote enterprise and investment. Most notable the Loan Guarantee Scheme and 
Business Expansion Scheme. 
Size of civil service (and number of local government employees) reduced since 1979. Financial management initiative in civil service. 
As shown by new Table 1.13 in 1984 PEWP, spending by public sector on all capital goods and services in real terms broadly stable 
since 1978-79. No 'right' level of such spending. Must justify by rate of return and appropriateness to public sector. 

Government policies have brought down inflation and interest rates - best help to industry and only basis for sustainable growth of output 
and jobs. 
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1(b) Institute of Directors  
Budget proposals published 
19 January 1984 

IOD 
Government must reduce business costs and improve incentives, giving higher priority to 
cutting tax than to inflation (or interest rates or the PSBR). 

Recommends El billion of tax cuts in 1984-85: 

income tax thresholds to be increased marginally above indexation 
lp reduction in basic rate  
more measures to help business eg cuts in CT, full indexing of capital gains, tax 
incentives for share purchase 

Tax cuts should total at least El billion per year over next 5 years, with particular 
emphasis on reducing basic rate (abolition of NIS desired but lower priority) and be 
financed by tighter control of public spending and more asset sales. Value of 'strict 
target' for PSBR is doubted provided monetary growth 'kept under control'. 

Points to make 

Cannot comment on 1984 Budget intentions, but Ministers on record about priority attached to increases in personal allowances when 
resources permit. Allowances already increased 71 per cent in real terms since 1978-79. 
Higher priority is attached to increase in allowances than to cuts in basic rate (because of greater contribution to relief of poverty and 
unemployment traps.) 

Last five Budgets have all included measures to promote enterprise and investment. Tax treatment of profit sharing schemes has been 
improved and new tax reliefs introduced for share option schemes. 

Agree that tax burden must be reduced but consistently with overall fiscal and monetary policy. Provided firm control maintained of public 
spending there should be room for tax cuts in lifetime of this Parliament. Public spending is being controlled - no real increase in spending 
in latest PEWP. Asset sales programme has been increased. 
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1(c) TUC 

  

 

'Protecting Those in Need': 
Budget representations 
published 5 January 1984 

TUC argue that Government should adopt a 'Medium Term Output and Employment 
Strategy' in preference to MTFS, but at same time offer proposals focussed on help for 
the unemployed, the old, the low paid and families, said to be designed for adoption 
within Government's MTFS. 

Package consists of: 

full indexation of UB, and long term Supp. Ben. to be payable to long term 
unemployed (cost £200 million) 
strengthening of Community Enterprise Programme (£170 million) 
real increase in retirement pensions of approx 25 per cent (cost £750 million) 
real increase in tax threshold. of 6 per cent (cost El billion) 
increases in child benefit of some 45 per cent (cost £600 million) 
obligation on LEAs to pay educational maintenance allowances for over 16s staying 
on (£210 million with a means test) 
reversal of housing benefits cuts (£230 million) 

Estimated cost of these proposals is £3.2 billion (additional to assumed full indexation of 
benefits and tax allowances) 

Effect on PSBR is discounted - given known propensity of PSBR to diverge from 
estimates. 

Points to make  

Government pledged to maintain real value of pensions and other linked long term benefits. Real increases in social security 
dependent on ability of community to afford them (items (i), (iii) (v-vii). 

Government give priority to raising personal tax allowances if resources permit (item (iv). 

Modifications to HB proposals announced 6 February and operation of scheme under review. 

Essential to keep PSBR on downward path as proportion of GDP over medium term - working towards ultimate objective of price stability - 
in interests of business and consumers alike. 
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Shadow Chancippr 

2(a) Shadow Chancellor  
Mr Hattersley's speech 21.2.84 

Package broadly similar to but more moderate in tone than Mr Shore's of February 1983 
and containing elements tailored to anxieties of industry. Proposals not costed by him - 
and not specific enough to be costed by Treasury. 

Five main components: 

'planned' moderate relaxation of PSBR (ie deliberate, not by default) 
most of latitude so gained to be allocated to more spending on public corporations 
capital investment and health & social service buildings  
action on taxes and social benefits to redistribute income to old, poor, families and 
unemployed (and add modest increment to consumer spending) [raising all 
thresholds, it is claimed, is expensive and ineffective method; only basic rate 
threshold should be indexed, with higher rate bands frozen. At same time child 
benefit and pensions should be increased, housing benefit cuts rescinded, and long 
term Sup Ben extended to long term unemployed.] 
improvement of competitiveness of British industry (services and manufacturing) 
by moderate depreciation of sterling and introduction of specific and limited  
import controls [on short term basis and subject to consistency with treaty 
obligations and not unacceptable retaliation.] 
reduction in those elements of the price levels and industrial costs, which are 
direct responsibility of Government - notably interest rates, the NIS, unnecessarily 
high energy prices, and rates bill (via real increase in Government grants to LAs 
instead of cut backs) and provision of Government support to industry to extent 
permissible under EC rules. 

In parallel, increased revenue should be sought from 'looking again' at the treatment of 
fringe benefits and [unspecified] allowances against tax, and measures to counter 'tax 
avoidance in general': other suggestions for study are wealth tax and a higher ceiling for 
NI contributions. 

The speech also included a guarded reference to the need for 'structural change in wages 
negotiation procedures' to assist the lower paid. 

Government's strategy based on MTFS - incorporating progressive fall in PSBR - is 
working. If downward pressure on inflation is to be maintained, and interest rates 
to fall (see item (v)), it is essential that Government borrowing continues to be 
reined back. 

Points to make 
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No 'right' level of capital spending. Public sector spending on capital goods has 
been broadly stable, anyway, in real terms since 1978-79. Extra capital spending 
must earn satisfactory return and be appropriate to the public sector. 
Cannot comment on Budget intentions, but Government on record as favouring real 
increase in personal allowances - when resources permit - taking lower paid out of 
tax, and helping relieve 'poverty trap'. 
Fall in sterling - assuming controlled fall could be engineered - risks higher 
inflation without long run gains in cost competitiveness. On import controls. UK 
enjoys right, under international agreements, to take selective action where UK 
producers subject to unfair competititon [and has used it in appropriate instances] . 
But spread of protectionsim threatens jobs, reduces consumer choice, fosters 
inefficiency and boosts inflation. 	Best way to secure improvement in 
competitiveness through further reduction in wage settlements, increased 
productivity and intensive efforts to improve non-price aspects of competitiveness. 

,1; CC2 Nc_ CaiNjz.,6 

v) 	Cannot speculate on contents of Budget. Recognise case for cut in NI/, but other 
strong calls if resources available. Government policies have brought down 
inflation and interest rates - best help to industry and only basis for sustainable 
growth of output and jobs. Rates Bill now before Parliament designed curb 
excessive increases in rates - and contains provision for consultation of business 
representatives before rate-fixing. 

Agree always scope for new ways of raising revenue. But not without impact on 
economic behaviour and loss for some taxpayers not necessarily justified or acceptable. 

Reference to pay even vaguer than predecessors as to mechanism whereby desirable 
level of pay settlements to be identified, achieved and maintained. Overall effect of 
policy proposals likely to create conditions in which harder to keep unit wage costs in 
check. 

Since package not costed. suggests Mr Hattersley does not expect proposals to be taken 
seriously. 



2.(b) SDP leader 	 Outlines SDP policies for economic recovery including: 
article in Economic Affairs October 1983 

• 
export led reflation via competitive exchange rate would be ensured by joining 
EMS exchange rate mechanism at March 1983 rate for sterling 
decentralised flexible incomes strategy avoiding errors of centralised prices and 
incomes policies of the past; interim proposal is 'openly stated annual forward 
estimate of percentage range within which negotiations should take place'; 
agreed in advance between management, unions and Government, and policed by 
an inflation tax on employers. Wider industrial democracy would facilitate more 
well informed and co-operative partnership. 

UM break up of monopolies, including public sector ones, using of new techniques 
such as franchising rather than outright sale of public sector assets to increase 
market disciplines. 
reform of social security/welfare finance including introduction of one generous 
taxable basic benefit partly financed from abolition of married man's income tax 
allowance to replace FIS, Housing Benefit, free school meals etc, to reduce 
poverty trap and unemployment traps. (Right mix of policies to keep social 
security incomes stable without loss of incentives 'top fiscal priority for SDP). 
facilitate labour flexibility and relieve unemployment by expanding skill training; 
promoting shorter hours and shorter working life, also work-sharing. 

SDP 

• 

4-lee 

Dr Owen accepts that money supply must be controlled to keep down inflation, but 
considers Government's target (for PSBR) too tight. Envisages micro-economic 
assistance to firms by Government to help areas of future importance to economy to 
expand faster. 

Points to make 

No magic way for Government to fix exchange rate, inside or outside EMS. Defending a rate would imply swapping interest rate 
instability for exchange rate instability. Any short-term benefit for competitiveness from depreciation would soon be lost in rising 
costs and inflation. 
Experience has shown that incomes policies succumb to own contradictions and distortions. Inflation has been brought down sharply 
without these artificial and distorting controls. 
Government have always stressed importance of competition: do not claim privatisation as only means to expose public sector to 
more competition - other measures too eg postal, telecomms monopolies relaxed. Encouraging nationalised industries to consider 
franchising where appropriate. 
Well aware of poverty and unemployment traps - expensive to eliminate. Schemes so far proposed for rationalisation of tax and 
social security contain [serious] defects. 
Government concerned about training; spending nearly £2 billion in 1983-84 on full range of training and employment schemes to 
raise skill levels. 	 Work-sharing only good for output and jobs if not accompanied by increased unit labour 
costs. 

Government determined set PSBR and monetary targets at levels consistent with continued progress in reducing inflation. This requires 
continuing reduction in public borrowing as proportion of GDP over medium term - 1984-85 PSBR, and monetary aggregate target, will be 
announced in Budget. Provision for helping enterprise and small firms and promoting technological advance will continue but Government 
wise to keep out of attempts to pick winners.' 
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ECONOMIC COMMENTATORS 

3. 	Economic Commentators  
(LBS published 26.2.84, Simon & Coates 5.3.84, Phillips & Drew 2.3.84, NIESR 23.2.84, OECD survey 2.2.84) 

Most expect broadly neutral Budget on basis of Government commitment to MTFS. LBS see this as ruling out more than revalorisation. 
Simon & Coates think it 'unnecessary for control of PSBR' to baulk at revalorisation - as well as 'politically naive' to expect this. Phillips 
& Drew expect - without expressing view on its desirability - some 'over indexation' of personal tax allowances and excise dutie3. Only 
NIESR (see below) offer definite recommendation on thrust of Budget. OECD survey published 2.2.84 hinted at case for tax reductions for 
industry, if necessary at expense of higher PSBR. 

NIESR  
Economic Review  
published 23.2.84 8z 
editor interviewed 23.2.84 on BBC 

Calls for 'moderately expansionary' Budget designed to boost fixed investment rather 
than consumer spending; low investment is holding back recovery and threatening long 

term growth. 

Recommends: 

NIS to be (preferably) abolished; otherwise reduced 
Boost to public sector investment which has been severely cut in recent years (by 
LAs, spending Departments, and public corporations). 

Adds warning against aggressive sectional pay bargaining response to expansion in 
economy, which would be 'at expense of endangering economic recovery'. 

Points to make  

Government recognise case for cut in NIS, but other strong calls if resources available. Stated objective is to abolish NIS within 
lifetime of this Parliament. Reduction from 31 per cent 1978-79 to 1 per cent in 1983-84 already worth £2 billion a year to private 

sector. 

As shown by new Table 1.13 in 1984 PEWP, spending by public sector on all capital goods and services in real terms broadly stable 
since 1978-79. No 'right' level of such spending. Must justify by rate of return and appropriateness to public sector. 
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From Peter Lilley, MP. 

• 
HOUSE OF COMMONS 

LONDON SWIA OAA 

27th November, 1984. 

Report of Backbench Finance Committee - Tuesday, 20th November 
Addressed by Professor Patrick Minford  

Professor Minford spoke to the attached charts 
and tables. 

The demand curve for labour has an elasticity of 1. 
This is a widely accepted figure. 	It means there is no need 
to fear "coolie wages" if wages are allowed to adjust 
to remove current unemployment. 

The supply curve has an elasticity of 1/2. 	That is 
to say, the supply price of labour will be reduced by half 
the percentage cut in the benefit floor grossed up fo taxes r 

will then interact with the demand curve to produce 
growth in employment. So a 10% cut in benefits will boost 
jobs by 5%. This is a less widely accepted figures 

In table 1, he quantifies the impact on employment 
of £100 million utilised either to boost a number of 
alternative forms of public spending or to boost private 
incomes by alternative forms of tax cuts. He identifies 
three main effects: first, the relative labour intensiveness 
of the expenditure; second, the impact on incentives for 
labour to work; and third, the relative import content. 
The last factor evaporates in the long term since the 
exchange rate will eventually ensure that extra exports 
or import substitution offset any initial increase in imports. 

Professor Minford concluded that: 

construction spending is a net job loser (if 
financed by neutral tax revenues) 	 LI.C.7 CU- 

tAx 	 klar e sk 	4./y 	 , 

spending on services or manufacturing would create 
more jobse„-- 

tax cuts haefar more impact on jobs than public 
spending - especially raising thresholds or 
reducing employers N.I.C.S. 
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6. 	In table 2, Professor Minford showed that his 
model forecasts - more rapid rise in Government revenues than 

the Treasury MTFS because of his optimism 
about growth rates, 

partly offset by higher projected debt interest, 

resulting in lower PSBR if public expenditure 
profile remains as Treasury plans. 

7. 	However, Professor Minford recommended that the 
PSBR should not be reduced gradually as his projected revenues 
would allow. Instead, he would run an £8 billion deficit 
annually for three years then halving in each of the last 
two years. This would enable tax cuts to be brought forward. 
This he thought possible because the Government's monetary 
credibility is now established. 	In effect, he proposes 
a dose of Reagonomics with a planned short life. 
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The Basic Framework for Analysing UK 'Supply-side' 

Points to note: 

Demand for Labour relationship cannot be shifted (except 
temporarily) by fiscal and monetary policy; it is drawn up assuming there 
is current account balance. 

Demand for Labour is increased (shifted to right) by higher productivity 
per man and by lower labour taxes (N.I. contributions, e.g.) paid by firm. 

Supply of Labour is increased by lower income taxes (including N.I. 
contributions) or lower benefits for unemployed (curve shifts to right) and 
decreased by higher union mark-up (curve shifts to left). 



• Table 1: The Effects on Jobs of 'Job-creation' Expenditure of £100 million*  
(Thousand jobs created) 

(1) 	- 	 (2) 	 (3) 

Direct Effect on Jobs+ 	Adjustment for 	Total effect  
import content ( 	 on jobs  

Money Spent on: 

Construction 

Services and distribution 

Manufacturing 

Coal 

Subsidy to highest cost 
coal pits (4 m. tons) 

(medium term only) 

(a) 
Labour- 
Intensive- 
ness 

(b) 
Incentives 

) 4 

, (a) 
Medium- 
Term 

-1.5 - +0.4 -0.9 

+1.6 - +0.6 +2.2 

+0.9 - - +0.9 

-0.9 - +0.6 -0.3 

-0.9 -4.2 +3.2 +2.3 
(long term) 

Rise in tax thresholds 

Cut in standard rate of 
income tax 

Cut in National Insurance 
Contributions by employers 

(b) 
Long-
Term 

-1.5 

+1.6 

+0.9 

-0.9 

-5.1 

+10 +10 +10 

+5 +5 +5 

+8 +8 +8 

Source' for calculations: CSO Blue Book for Labour Intensiveness. CSO Input-Output Tables 
and Liverpool Model for import-content adjustment. Liverpool Model for incentives. 

+ This is effect of (a) greater or less labour-intensiveness than average expenditure 
(b) incentives to increase labour supply or demand at constant prices. 

X . i This s amount by which demand (and so jobs) has to be cut back to improve balance of 
payments enough to offset net additional import content (- = loss of jobs). In the long 
term this adjustment is zero because resources move into the balance of payments costlessly. 

*
It is notionally assumed that the expenditure is in all cases financed by raising taxes in 
an equal lump sum from every adult citizen; these are completely 'neutral' taxes - i.e. 
they tend simply to reduce private spending and to have no significant effects on supply. 



III Table 2: A feasible PSBR and tax cuts profile assuming government  
expenditure is constant in real terms.  (£  billion, cash figures) 

Treasury Arithmetic* 1985/6 1986/7 1987/8 1988/9 1989/90 

Money supply target (mid point of 6 
range, MO) 

5 4 3 1 

Approximate implied inflation 31 21 11 - 1 

Public expenditure programmes 132 1361 1411 146 150 
(of which asset sales) (21) (2) (2) (2) (-) 

Other adjustments 22 221 22 22 22 
(of which debt interest) (161) (16) (16) (16) (16) 

Revenue at constant tax rates 1481 1571 1651 173 182 

MTFS PSBR (% of GDP) 7(2) 7(2) 7(11) 7(1i) 2(1) 

Implied MTFS tax cuts (cumulative) 11 51 9 12 12 

Public expenditure programmes 134 1381 1431 148 150 
excluding asset sales (at constant (134) (134) (134) (134) (132) 
1985/6 prices) 

Adjustments to this if Liverpool Forecast substituted for Treasury's (+ indicates  
Liverpool estimate is higher than Treasury's) 

1985/6 	1986/7 	1987/8 	1988/9 	1989/9( 
(Long Rt 

Debt Interest 	 - 	 -1 	-3 	 -1 	-1 

Revenue at constant tax rates + 
(effect of Liverpool growth rate only) 

 

Tax cuts 

+2 	 +3 	+4 

+11 

PSBR Liverpool 	 7 	 61 	41 	 3 	2 

Public expenditure programmes 
excluding asset sales (at constant 
1985/6 prices) Liverpool 

134 	134 	134 	 134 	134 

Bringing tax cuts forward via borrowing more in early years (effects as compared to  
Liverpool estimates in B) - Public expenditure the same as in Liverpool  

1985/6 	1986/7 	1987/8 	1988/9 	1989/ 

Debt interest 	
. 	

- 	+0.2 	+0.3 	+0.5 	+0.f 

PSBR 	 8 	 8 	8 	 4 	2 

Tax cuts (cumulative) 	 21 	 7 	12 	 13 	13 

*
The figures in this part are based on the 1984 Budget Statement, crudely adjusted for 1986/; 
onwards on the basis of the Treasury's Autumn 1984 Statement (from which the 1985/6 figures 
are taken). 

+
Effect of Liverpool Inflation forecast assumed to be neutral on PSBR (i.e. revenue and 
expenditure effects cancelling). 



CONFIDENTIAL 

t 

• 

BACnENCH FINANCE COMMITTEE - QUESTIONS 

Nick Budgen asked whether wages councils did not, like the benefits 
level, raise the labour supply curve. 	Patrick Minford agreed. 

Michael Stern suggested that a subsidy to travel costs would 

be a cost effective way of stimulating employment. Minford pointed 

out that the incidence of travel costs was very variable and that 

raising tax thresholds was a more neutral and more effective way 
of stimulating employment. 

John Naples asked whether a Layard type direct subsidy to 

employers for each net new employee taken on would not be the best 

way of using public money to produce new jobs. 	Minford pointed 
to the lprge deadweight cost of such subsidies. 

David Howell agreed with the Minford analysis but said that 

there was still a big job to do to persuade people that the labour 

market operated in this way and that tax cuts were the most 

effective route to new jobs. Minford said that in his experience 

the theory convinced euite a lot of people, even, increasingly, 
econometric jams. 

Roger Freeman asked what would be the effect on inflation of 

Minford's proposed pause in te reduction of the PSBR. 	Minford 
felt that it would be possible to maintain confidence that the 

Government would in due course reduce the PSBR to bring it into 

line with monetary and inflation objectives. 

• 



CONFIDENTIAL 

Alan Howarth stressed the importance of education in 

determining what sort of labour supply was available. Minford 

agreed and underlined that the most effective training came from 

a felt need by employers. 

Nigel Forman reminded the meeting that the IFS recently 

suggested that the unemployment trap affected far fewer people 

than most observers supposed. Minford pointed out that even a 

fairly low replacement ratio could affect behaviour by reducing 

(even if it did not eliminate) the incentive to find work. 

John Townend suggested that cutting benefits and cutting 

taxes would make a double impact on unemployment. Minford 

replied that he had advocated a cap on benefits but remarked 

that benefits seemed to be a sacred cow. 

• 

CONFIDENTIAL 
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Budget has confirmed the broad strategy on which we 

embarked in 1979. It takes economic renewal another stage 

forward. And it is an important tax reform Budget, which 

marks a major step towards lower taxes and a simpler tax 

system. I commend it to the House. 

- 
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targets reflect the changing realities of the financial system, as 

they affect the significance of different measures of money. 

There is nothing new in this. Over the years we have adjusted 

the target ranges to take account of shifts in the demand for 

money. And we have reviewed the aggregates used for target 

purposes to ensure that policy is based on an accurate 

interpretation of monetary conditions. The thrust of the 

strategy has been unchanged. But the way it is expressed has 

evolved, and must continue to do so. 

One important development has been the greater 

attention paid to narrow measures of money. Even when 

targets were set only in terms of EM3. it was recognised that 

other measures of money contained useful information. 

Decisions have had to take account both of the growth in 

liquidity in the economy - as indicated by the broad aggregates 

- and the amount of money immediately available for current 

spending, as measured by the narrow aggregates. This 

distinction has been particularly important over a period when 

the demand for money - and other liquid financial assets - as a 

home for savings has grown strongly. It was formally 

recognised in 1982 when the monetary ranges were extended to 

cover narrow, as well as broad, monetary aggregates. 

Experience has proved the value of this approach. 

The measure of narrow money used for target purposes 

since 1982 has been Ml. It has never been a perfect measure of 

transactions balances, but, as long as its behaviour was 

dominated by changes in currency and current accounts with 

BUDGE C- SECRET 
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the banks, it was a reasonable proxy. Increasingly, however. M1 

is acquiring some of the characteristics of broad money. 

Interest bearing sight deposits - many of them wholesale 

overnight money - have grown extremely rapidly, and now 

account for 25 per cent of the total. The signs are that this 

a result. M1 is likely to become an 
. will continue. 	As 

increasingly unsatisfactory 
measure of money held for 

transactions purposes. 

9:  

the same distortions. MO, 

has been a better proxy for 

Other measures of narrow money have not been subject to 

which consists mainly of currency. 

transactions balances; and while it 

allowed people 
too has been affected by innovations that have 

to economise in the use of cash, the pace of change has not 

been such as to destroy its value as indicator of financial 

conditions. M2. which was specifically devised to provide a 

comprehensive measure of transactions balances. may. in time, 

be a better guide still, but it is a relatively new aggregate. and 

its behaviour needs interpreting with particular care. 

10. 
In the circumstances of the last two years, it has been 

possible to set a single target range applying to both broad and 

narrow measures of money. But this is. not appropriate. as a 

general rule. Narrow monetary aggregates tend, on average, to 

grow more slowly than broader measures; they are affected 

differently by 
financial innovation, and by changes in fiscal 

policy and interest rates. 

BUDGE SECRET 
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This year's Red Book therefore shows separate ranges for 

broad and narrow measures of money. The range for broad 

money will, as previously, apply to EM3. The range for narrow 

money will apply to MO. There will be no target for Ml. For 

the coming year. the target for broad money will be set at 

6-10 per cent, as indicated in last year's Red Book. The target 

for narrow money is to be 4-8 per cent. As usual, the 
• 

illustrative ranges for the later years will be reviewed nearer 

the time. It is clear, however, that further reductions in both 

broad and narrow monetary growth will be needed to keep 

inflation on a downward trend. 

To avoid any possible misunderstanding. I stress that the 

use of MO as a target aggregate will not involve any change in 

the methods of monetary control. As in the past, we will seek 

to influence monetary conditions by an appropriate combination 

of fiscal policy, funding and short term interest rates. Both 

target ranges will have equal importance in formulating policy. 

And we will continue to take into account other measures of 

money. especially M2 and PSL2. as well as wider evidence of 

financial conditions, including the exchange rate. 

BUDGE1- SECRET 
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announcement will be made to Parliament at the time 

individual sales are made. 

Secondly, it is sometimes suggested that while services to 

the public are under pressure. the civil service protects itself 

and does not make its share of manpower reductions. But that 

• 
	is quite wrong. Four years ago the Government set a target to 

reduce the size of the civil service by 14 per cent, by the end of 

this month. I am glad to say that this target will be achieved. 

Some of this reflects transfers of work out of goverment 

departments so that it can be done more efficiently elsewhere 

but a good deal represents improved efficiency within the 

service, and I pay tribute to the civil servants at all levels 

whose contributions have made this possible. 	We have 

announced a target for a further 6 per cent reduction over the 

next four years, and I am confident that this again will be 

achieved. 

This takes us into the two later years of the quinquennium 

covered in the Medium Term Financial Strategy, beyond the 

three-year horizon of the Public Expenditure White Paper. For 

those two years we have not made firm plans for public 

spending. But as an assumption for the Red Book, the 1986-87 

level of public expenditure in real terms is projected forward 

for the two following years, continuing the flat path established 

in the White Paper. The Government's public expenditure 

surveys over the next two years will need to establish firm 

plans for 1987-88 and 1988-89. But if we continue to hold 

public expenditure broadly level in real terms, the growth of 

BUDGET,SECals 



the economy should lead to further falls in the proportion of 

public spending to GDP. 

I referred earlier to discussing this subject in a wider 

perspective. It is not sensible to reach public expenditure 

decisions simply in terms of marginal changes from year to 

year. Some issues need more fundamental reviews over a 

longer timescale. For example my rt hon Friend the Secretary 

of State for Social Services has announced a wide-ranging 

review of State pensions, where the costs of the earnings-

related scheme build up gradually until well into the next 

century. 

These are questions about priorities for the use of our 

national resources. The public as a right to be properly 

informed about them and to give its views. That is why we 

have encouraged public debate, and why I am publishing today a 

Green Paper on the prospects for public expenditure and 

taxation in the decade up to 1993-94. 

This is a discussion document. 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. 

Instead, the Green Paper starts from an examination of 

past trends in public expenditure and taxation - the seemingly 

inexorable rise in spending which I have described, and the 

BUDGET- SEC-":: 



BUDGE.-  -SECRET 
consequent increase in the tax burden, so that the tax threshold 

for a married man is now only 31 per cent of average earnings. 

as against 45 per cent in 1963-64. It goes on to discuss the 

pressures for more spending which the Government will have to 

face over the next decade. 

Then there is an examination of the rewards to be gained 

• 

	

	
if these pressures are contained and public expenditure is kept 

broadly constant in real terms. This shows that, despite falling 

North Sea oil revenues, and with a continuing downward path 

for the PSBR, there would be room to reduce the tax burden 

somewhat below its 1973-74 level, though not down to the level 

of the early 1960s. provided that the economy continues to 

grow on an average at a rate of 11-2 per cent a year. The 

effects of varying the growth and public expenditure 

assumptions are shown in the Green Paper. If we can bring 

down the tax burden and improve incentives, there is a better 

prospect of sustained economic growth - a virtuous circle which 

it is our prime objective to achieve. 

This is perhaps a fitting moment for a Wagnerian 

interlude; I refer of course to the celebrated German 

economist Adolph Wagner who, a century ago, propounded a 

'law of increasing expansion of public activities'. Wagner's Law 

was that there is a long-term tendency for public expenditure 

to increase relative to national income. His prescience was 

admirable. So was his warning of the dangers of allowing public 

expenditure to rise so high that the 'requisite taxation becomes 

an oppressive burden on the people'. I hope I shall not be 
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misunderstood if I urge that we all spend more time listening to 

Wagner. 

The Green Paper should be seen as a contribution to the 

public debate. It shows that worthwhile reductions in the tax 

burden over the next ten years will only be possible if public 

expenditure is held firmly in check. If there is to be room - as 
• 

there must be - for some programmes to grow faster than the 

total, this will have to be secured by containing the growth of 

other programmes or. where possible, by meeting needs in other 

ways. 

[Once planning totals have been set, any expenditure 

proposals must be met within them. An example of this is the 

decision, which my rt. hon Friend the Environment Secretary is 

announcing this afternoon, to provide funds for the purchase of 

Calke Abbey; I can confirm that those funds will be found 

within the public expenditure totals for this year and next.] 
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BLOCK G: PUBLIC SECTOR BORROWING AND INTEREST RATES 

I come now. as I said I would, to public sector borrowing. 

A major contribution of the medium term financial 

strategy is to ensure consistency between fiscal and monetary 
• 

policies. There has been no change in the approach to fiscal 

policy that was set out in 1980 in the first MTFS. Let me quote - 

from the 1980 Red Book: 

"Fiscal policy will be operated so that the PSBR for any 

particular year will be consistent with declining monetary 

growth in the particular circumstances of the time." 

It was also envisaged there that the PSBR would fall as a 

percentage of GDP over the medium term. The overall pattern 

has been achieved with borrowing as a percentage of outptit 

falling from 51 per cent in 1978-80 to 3i per cent this year. 

Britain now compares well with most other countries in 

reducing public borrowing. Others have been less successful. 

And not because they did not want to tackle it. For there is 

now widespread agreement among industrial countries on the 

need to bring public deficits under control. As it is the UK now 

enjoys one of the lowest levels of public borrowing relative to 

national income among industrial countries. 

The main progress in reducing borrowing was made with 

the Budget in 1981. The PSBR in 1982-83 turned out to be very 

similar as a percentage of GDP to that in 1981-82. It was 
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intended at the time of last year's Budget that this year it 

would be £8 billion, significantly lower than last year's outturn. 

But the latest estimate suggests that, despite the measures I 

announced in July. this year's PSBR outturn will be about 

£10 billion, the same as the forecast I gave in the autumn. This 

is equivalent to 31 per cent of GDP. the third successive year 

in which the PSBR has been at about that level. 

• 

It is now right to bring borrowing back onto a downward 

trend. Unless this is done it will be increasingly difficult to 

achieve the monetary targets at acceptable interest rates. 

Interest rates are still high, both in nominal and in real terms, 

though they are now lower than they have been for [ J  years. 

Dollar interest rates of course have a major impact on our own. 

But the influence they exert, and the risks they create, make it 

more, not less, important that pressures arising from domestic 

sources are kept to a minimum. 

There are two additional reasons for reducing the PSBR 

significantly in 1984-85. 	First, asset sales which play an 

important role in policy in their own right. Figures for these 

were published in the Public Expenditure White Paper. Asset 

sales reduce the PSBR. but they do not help to reduce the 

money supply and thus interest rates as much. as other cuts in 

public spending. 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 surprise only to those who seem to believe this 

Government sees asset sales as a means of concealed reflation. 
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Secondly. North Sea oil revenues. Next year could 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 adjustment again to lower revenues from 

the North Sea by making prudent use of the revenue during the 

years of peak oil production. 

Last year's MTFS showed an illustrative figure for the 

PSBR in 1984-85 of 21 per cent of GDP, equivalent to 

£8 billion. The considerations I have just described suggest that 

it would be prudent to aim for somewhat lower figures. I have 

therefore decided to provide for a PSBR next year of 21 per 

cent of GDP. or £71 billion. 

In November I told the House that I might have to 

increase taxes in the Budget to achieve a PSBR of £8 billion in 

1984-85. I am glad to report that the fiscal prospect for 

1984-85 has improved since then, mainly because of an upward 

revision to the revenue prospects. As a result, although there 

will be no [significant] net reduction in taxes in 1984-85. 

neither is there a need for any overall increase to bring the 

PSBR down to £7/ billion. 	The measures I shall shortly 

announce will be broadly neutral in their effects on revenue in 

1984-85. 

Although I cannot reduce taxes in 1984-85, the measures I 

shall be announcing will reduce taxation in 1985-86 by over 
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£1I billion. Some of the measures only begin to have a 

significant impact on revenues after a year or so. and so it is 

appropriate to look at the two years together. 

The MTFS published today projects a further gradual 

decline in public borrowing over a five-year period, to I I per 

cent of GDP in 1988-89. 	The expenditure and revenue 

projections which support it show that there can be room for 

cutting taxation throughout the life of this Parliament, not only 

in 1985-86. But only if firm control is kept on public spending. 

Our broad aim, as now, will be to finance the PSBR in 

ways that do not add to monetary growth. As in the past, there 

may be times when funding has to be higher or lower than the 

PSBR, to take account of the private sector's demand for 

credit, and the need to control broader measures of money. But 

over the medium term there should be no systematic tendenc-y 

either to over- or under-fund the borrowing requirement. The 

volume of debt sales should therefore fall as the PSBR is 

reduced, leaving room for lower interest rates, and for a 

further revival in new capital issues by the private sector. I 

shall have more to say about this later. 

I am sure it is also right to look • for a continued 

substantial contribution to funding from personal savings. This 

year's National Savings target of £3 billion has been easily 

achieved, and may even be exceeded. I have therefore decided 

that the target for the coming year should be £3/ billion. 

Although higher than this year. this does not contribute any 
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change of policy since it represents the same rate of intake as 

has been achieved during the last six months. 

• 
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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. The more highly income is taxed the less the incentive 

for people to earn. Switching the burden from income to 

• 
spending gives everyone the freedom to spend or save more of 

their own money. So I have considered carefully what would be 

the fairest way of financing lower income tax by raising taxes 

on spending. 

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 41p a 
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about 31p 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 a quarter per 

cent since 1980. This will be of continuing assistance to 

industry, by helping to hold down energy costs. 

Successive Chancellors have decided Against raising the 

duty on kerosene in order to help those - particularly pensioners 

- who use paraffin to heat their homes. The duty has not been 

increased since [1960] . I propose now to abolish it, with effect 

from 6pm tonight. 

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 the different degrees of wear and tear they 

cause to the roads. These changes will take effect from 

tomorrow. 	[Finally. I propose to extend exemption from 

vehicle excise duty to all recipients of War Pensioners' Mobility 

Supplement.] 

In reviewing the duties on alcoholic 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 
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the history of this particularly vexed issue. The laws that 

govern this area are complex, and have given rise to much 

European litigation. Some of these cases have concerned the 

tax barriers that other Member States have placed in the way 

of our own exporting industries - particularly Scotch whisky. 

Harmonisation of duties is an important element of free trade 

within the Community and is in Britain's longer term interests. 

We cannot complain that other Member States ignore the 

European Court's judgements in this field if we do not respect 

them ourselves. I intend therefore to comply with the 

judgement on wine and beer. But I shall equally take steps to 

hasten the removal of some at least of the obstacles to our 

exports of spirits. 

The beer duty is an important source of revenue, and I 

cannot afford to forego an increase. But to limit its impact on 

the important brewing industry I propose to raise the duty on a 

typical pint of beer by about 2p. including VAT. This is only lp 

more than would be needed to raise the duty in line with prices 

generally. The duty on table wine will go down by the 

equivalent of about 18p a bottle, 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 lop  a 

bottle, including VAT. The duties on made wine will be aligned 

with those on other wine. (Sentence useful for European 

purposes.) 
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All these changes will take effect from midnight tonight. 

As the counterpart to compliance with the European 

Court's ruling on wine and beer I intend to take steps to 

encourage the early removal of discrimination in Italy against 

imports of Scotch whisky. I shall introduce a temporary duty 

surcharge on vermouth. [This will operate from 1 September 
• 

and increase the total duty on vermouth by an amount equal to 

the reduction I am proposing on lie wine. The surcharge will 

lapse when I am satisfied that the discrimination against our 

spirits exports is being ended.] 

These changes in excise duties are expected to raise 

E 1 million in 1984-85 and E 	million in a full year. The 

effect will be much the same as if the excise duties had all 

been raised just in line with prices. 

Next, value added tax. When we were returned to office 

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 now 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. 

I therefore intend to tax, at the standard rate of 15 per 

cent, three areas of expenditure [which carry sales taxes in 

most other developed countries] that have hitherto been 

zero-rated. 
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First, alterations to buildings. At present repairs and 

maintenance are taxed, but alterations are zero-rated. The 

borderline between these categories is complicated, and gives 

rise to nonsensical situations. I intend to eliminate these 

problems by taxing all alterations. But in order to allow time 

for existing commitments to be completed or adjusted - without 

also unacceptably eroding the revenue - the change will apply 
• 

from 1 June. Let me also dispel any possible uncertainty for 

the building industry: I am not proposing to extend the tax to 

new construction. 

Secondly. I propose to tax all printed matter except 

books. Tax will also be extended to newspaper advertisements 

and news services. With the growing number of ways in which 

information is made available, many of which are already 

taxed, I see no reason to maintain a special relief for the 

printed word. This change will apply from [ 

Third. food. Most food is zero-rated. But some is not. 

including food served in restaurants, and snack items such as 

ice-cream and soft drinks which were brought into tax by the rt 

hon Gentleman the Member for Leeds East. Take-away food 

competes increasingly with other forms of catering, and I 

intend therefore to bring hot take-away meals into tax, with 

effect from [ 	1• 

Extending the coverage of VAT in this way should yield 

just over £600m in 1984-85 and nearly £1 billion in a full year. 
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There is a fourth area which ought to be brought into the 

coverage of VAT: financial transactions. But most financial 

services are specifically exempted from VAT under European 

Community law -for good technical reasons to do with the 

nature of VAT. 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 [I] per cent per annum on 

the amount of outstanding credit. To allow time for 

preparation and introduction, the duty will take effect on all 

loans outstanding from 1 July 1985. The tax should eventually 

yield about [£2001 million a year. 

The net effect of all these changes in indirect taxation 

will be to raise additional revenue, over and above the yield 

from indexation, of some £600 million in 1984-85 and 

£1100 million in 1985-86. The total increase in revenue will be 

nearly £1300 million in 1984-85 and £1800 million in 1985-86. 

The immediate effect will be to add about per cent to the 

overall level of prices. This 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 income tax. But I wish to deal first with company 

taxation. 

BUDGET-SECRET 



• BS6 

• 

BUDGE: -SECRET 
T5t4miTys Qt-xlct710.\\[ 

BLOCK J: 7243EMMONR3F:PR:CIPITSWWW-GAPPFAL 

The need for reform of company taxation is as great as 

anywhere in our tax system. The rates of tax are far too high. 

Lower tax rates can stimulate companies to greater 

profit, higher output and more productive investment. 

High tax rates are the product of too many special reliefs, 

indiscriminately applied and with little relevance to today's 

conditions. 	Some were introduced to meet short-term 

pressures, or much higher rates of inflation. Others reflect 

economic priorities or circumstances which have long vanished. 

Their effect now is simply to distort investment decisions and 

choices about finance, since unprofitable investments may still 

show a net return after tax. 	More important, with 

unemployment high, the relative cost of employing people or 

installing machinery is much influenced by considerations of 

tax. With inflation down to 5 per cent and set to go lower, this 

is the time to take a fresh look. 

I start with the corporation tax rates. My predecessors 

have set these rates and the provisions for the main reliefs and 

allowances for one year at a time. I intend to set thew further 

ahead so that companies can have a firmer foundation on which 

to plan their investment decisions. 
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The main rate of corporation tax has stood unchanged at 

52 per cent since the present system was introduced over 

10 years ago. I propose now to begin a progressive programme 

of reductions. For profits earned in the year just past, on which 

tax is generally payable in 1984-85. the rate will be cut by 

2 points to 50 per cent and for the following year. 1985-86, it 

will be cut by a further 5 points to 45 per cent. Looking further 
• 

ahead to 1986-87, it will be cut by another 5 points to 40 per 

cent. And for 1987-88 I am proposing a yet further cut of 

5 points to 35 per cent. 

These rate reductions have a further bonus. Our present 

partial imputation system of corporation tax requires some tax 

to be paid on profits distributed as dividend whereas no 

corporation tax is due on profits covered by interest payments. 

Companies thus have an incentive to finance themselves 

through borrowing rather than by raising equity capital. To 

eliminate this undesirable distortion the corporation tax rate 

should ideally be the same as the basic rate of income tax. This 

gives 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. 

Along with the rates of tax, it is right to reduce reliefs 

and allowances which affect all business, both corporate and 

unincorporated. This is necessary both to remove distortions 

and to allow for the reduction in the rate of tax. 
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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. Company liqudity was then 

very low, but this is no longer the case. The relief 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 after Budget day. 

Second. capital allowances. Over virtually the whole post 

war period there have been incentives for investment in both 

plant and machinery and industrial buildings. This has 

encouraged companies to invest in these assets in preference to 

other forms of investment. But there is little evidence that 

these incentives have strengthened our economy or improved 

the quality of investment. Indeed, there is some evidence that 

businesses have invested too heavily and indiscriminately 'in 

assets giving a lower rate of return than the investment made 

by our main competitors. 

9: 	Accordingly. I intend so far as practicable to remove the 

incentive element from the capital allowances. It would be 

unreasonable to make a change of this magnitude overnight. I 

propose to do so in three stages. In the case of plant and 

machinery, and 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. 
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After 31 March 1986 there will be no first year allowances and 

all expenditure will qualify for annual allowances on a 25 per 

cent reducing balance basis. 

I intend a further important change in this area. From 

next year annual allowances will be given as soon as 

expenditure is incurred and not, as they are today. when the 
• 

asset comes into use. inis will bring forward the entitlement 

to annual allowances for those assets, such as ships and oil rigs, 

for which some payment is frequently made in advance of their 

being brought into use. 

Next. 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. 

The changes in the rates of allowances will not apply to 

payments under binding contracts entered into on or before 

today provided that the expenditure is incurred within 3 years. 

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 for reforming corporation tax. 
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... I attach a second draft of the Budget Speech, revised in the 

light of your comments and those of other Ministers, Advisers 

and officials. 

The order of the main sections is the same as last week. The 

Economic Secretary has suggested combining Sections C and D, and 

reversing the order of G and F. Mr Lord's preference iS to take 

I after K to deal with the switch between taxing income and 

spending together. But for this week I thought it best to make 

only the changes in order which you asked for on the earlier 

draft. 

As you asked, the sections on the world background (Section B) 

monetary policy (Section E) and public borrowing and interest 

rates (Section G) have been substantially re-cast. So has. that 

on public expenditure (Section F),,;hioiacontains much more on the 

issues discussed in the LTPE. There is also some strengthening 

of the passages on the MTFS (in Section D),the structural 

reforms of business taxation (in Section J), and the income tax 

thresholds and NIS (in Section L); and new passages on Civil 

Service manpower; residual shareholdings; the Stock Exchange; 

and the implications of Furniss v Dawson. As you also asked, 

Sections C, E and H have been shortened. 

, • 

CHANCELLOR OF THE.EXCHEQUER 

• 

) IR 
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At this stage figures in the text are not all necessarily 

up-to-date. Nor have we been able to reflect in this draft the 

changes decided this morning in the phasing out of the foreign 

earnings and foreign emoluments deductions. But these can come 

in on the neXt round. 

The draft has come out no shorter than last week: indeed, 

I am afraid it is a shade longer. But once the general shape 

and structure is in place it should not be difficult to reduce 

the number of words. 

coy 
A M W BATTISHILL 
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14. The business tax measures which I have just announced 

together cost more than £700 million over thr first 2 years of 

this programme. Figures for later years are increasingly 

uncertain. However, the estimates for these later years have 

been drawn up on a cautious basis and if in the event there is 

scope for further reductions I shall be very ready to propose 

rates of corporation tax below the figures of 40 per cent and 

35 per cent which I have mentioned. Even if I cannot, the rate 

will have been cut by a third in 4 years. 

Lower rates of tax and fewer distortions hold out an 

exciting prospect for companies to improve their profitability 

and to expand. 	This will lead to higher output, more 

employment, greater investment in a more productive capital 

stock and a better all-round economic performance. This is a 

recipe for sustainable growth. 

I come now to the Business Expansion Scheme introduced 

in 1981 by my rt hon and Learned Friend 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 investment in projects which are of their 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 will require further tightening. 
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[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 	. The Secretary of State for Trade 

will make a statement on the operation of the scheme 1  1I 

As a further measure to help small firms I propose that 

the VAT registration threshold should be raised with effect 
• 

from midnight tonight from £18,000 to £18,500. This will cost 

£ [ ] million in a full year. 

In keeping with what I have said about removing 

distortions, there are two reliefs in the personal tax field which 

I propose to abolish. Both were introduced at a time when this 

country suffered from excessively high rates of income tax. I 

have concluded that the reliefs are no longer justified. 

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 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. 

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 
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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. 

The abolition of these reliefs will eventua_lly 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 

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 the extent of past increases and 

lower inflation, these will be held to about 10 per cent. 

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 incomes taxes. It is a matter of particular 

concern to those involved in running unquoted companies. The 

highest rates of capital transfer tax are way of line with 

comparable rates abroad, and with the top rates of other taxes 
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in this country. I propose therefore to reduce the highest 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. 

For capital gains tax I will, as promised, bring forward in 

the Finance Bill proposals to double the limit for retirement 

• 	
relief to a figure of £100,000. backdated to April 1983. A 

consultative document on other possible changes in this relief is 

being issued. I am proposing no other changes this year in the 

tax beyond the statutory indexation of the exempt amount from 

£5.300 to £5,600. However, capital gains tax continues to 

attract criticism - not least for its complexity - and is a matter 

to which I hope to return in a later year. 

We have done much to improve Development Land Tax. 

Early in the last Parliament. we increased the threshold by 

£40,000 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. 

Next share options. The measures introduced in the last 

Parliament to improve employee involvement through profit 

sharing and 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 
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to £75. [+ Possible relaxation in ESC on long service awards to 

include the giving of shares.] 

28. 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. [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).] 

29. I turn now to the North Sea. Last year's tax changes were 

well received, and there has been encouraging progress in the 

number of development projects coming forward, as well ag in 

exploration and appraisal. The impact of the wider corporate 

tax changes I have announced should be generally favourable. 

leaving the profitability of future fields broadly unchanged 

while at the same time providing some cash flow improvement 

for existing fields. The one area which could be adversely 

affected by the changes is incremental development in existing 

fields. This is of increasing importance and I therefore propose 

to review this area in consultation with the industry and to 

legislate next year. as may be appropriate, to improve the 

position. To prevent projects being deferred pending this 

review, any resulting concessions will take effect from today. 
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I am taking two measures to prevent undue loss of tax in 

the North Sea. First, in addition to the PRT measures on 

farmouts which I announced last Septemb4r, I am limiting the 

potential corporation tax cost of such deals. Second. I propose 

to repeal the provision which allows advance corporation tax to 

be repaid where corporation tax is reduced by PRT. I have 

concluded that this can no longer be justified, especially when 

• 
the oil industry is benefiting from the wider changes. Finally. I 

have, as my predecessor promised, reviewed the case for 

extending last year's future field concessions to the Southern 

Basin but have concluded that additional incentives here are not 

needed. 

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 effectively pay no VAT on imports. 

But purchasers from UK suppliers must buy at prices which 

include VAT. We are [almost] alone among members of the 

European Community in offering this facility to importers. and 

I cannot justify that any longer. 	Accordingly. I propose that 

from 1 October all VAT on imports will become payable in the 

same way as customs duties. This will provide a once-for-all 

revenue gain of the order of £1.2 billion. 	The European 

Commission has proposed that the Community should harmonise 

on our present system, and in the event of our European 

partners agreeing to this I shall naturally be ready to follow 

suit, and revert to our present arrangements. But unless, and 

until, that happens the UK would do better to adopt the system 

which they apply. 
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BLOCK H: TAX REFORM 

I have two objectives for tax in this Budget: first to reduce the 

overall burden of tax; second, to simplify the tax system. A 

good tax system is clear and simple. Ours is neither. The 

reasons for wanting lower taxation need no further explanation. 

at least for those on this side of the House. Tax reform, the 

second objective, is more complicated but no less important. 

Today's high tax rates are needed not simply to finance 

high public spending. They have also to meet the costs of the 

many allowances and exemptions embedded in our tax system. 

Every allowance, every exemption, every special concession, is 

cherished by those who benefit. But each has a cost, and each 

requires higher rates of tax than otherwise. Some of the results 

are obvious; some less so. 

One consequence is an over-complicated tax system. 

Another is the endless pursuit of ways to take advantage of 

reliefs and avoid high rates of tax. For the less sophisticated. 

or the less wealthy, there may be escape into the black 

economy. 

For individuals, not enough emphasis on taxing the things 

we buy means relying too much on taxing what we earn. We 

need to create more choice for people about how they spend - 

or save -their own money. My predecessor's first Budget took 

an important step in this direction. 
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For companies the effects are perhaps more subtle, but no 

less pervasive. 	Investments which would otherwise be 

unprofitable are made worthwhile because of the tax system. 

The extra wasteful investment earns a poor rate of return and 

displaces jobs. The pattern of investment is influenced by the 

vagaries of tax. The choice of methods of finance is distorted. 

The consequence is waste of resources, waste of savings, and 
• 

people are the poorer for it. 

For all these reasons a major theme of this Budget will be 

reform of the tax system, though 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. 

8. 	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 X: 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. Chancellors 

before me have referred to similar distortions in the pattern of 

tax and savings, particularly in encouraging 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. And they will contribute further to 

the creation of a property-owning, share-owning democracy. 

First I propose to draw more closely together the tax 

treatment of investors in banks and building societies. These 

institutions compete in the same market for personal deposits. 

They should be able to do so on more equal terms. 

There has been criticism in the past ,  that the building 

societies gain an advantage by the arrangements through which 

they account for income tax at a composite rate on the interest 

they pay to their depositors. I propose to meet this criticism by 

extending composite rate arrangements to interest received by 

UK resident individuals from banks and other licensed deposit 
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takers, with effect from 1985-86. 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 to be 

collected much more economically by the Inland Revenue, and 

so provide significant staff savings [of up to 10001 and avoid 

the need for many more staff as interest starts to become 

payable on a wider variety of current accounts. 

I also considered removing the special 40 per cent rate of 

corporation tax from building societies. But since the 

corporation rate will now come down to 40 per cent for 

companies generally in 2 years time. I am leaving the building 

societies rate in place. 

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 
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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, adding 

substantially to the volume of business and hence increasing 

liquidity in the market. 

The Stock Exchange itself is going through a period of 

very significant change. It is moving by stages to implement 

the agreement reached with the Government, which made it 

possible to withdraw the Stock Exchange case from the 

Restrictive Practices Court. That move has unlocked a most 

active debate about the changes which are needed to make the 

Stock Exchange more efficient and to ensure that it can 

compete in an increasingly international securities market. 

Some of the moves agreed with the Government have 

already been implemented. [Lay members have been introduced 

on the Stock Exchange Council and its appeals committees, 

minimum commissions are to be reduced for gilts and abolished 

for overseas securities from 9 April, and member firms will be 

able to form international dealing subsidiaries, as principals. 

from the same date. The complete abolition of remaining 

minimum commission scales is to follow, in a so-called "big 

bang" at a later stage. It poses important questions about the 
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present separation of functions between jobbers and brokers.) 

Developments will continue to be monitored closely by the 

Government and the Bank of England to ensure that the changes 

promote an active, healthy and competitive securities market 

in London, with effective protection for the investor. The 

reduction in stamp duty which I propose will be a valuable 

complement to this process of change. 

It will of course also help companies in raising equity 

finance. I propose now four measures to assist the issue of 

corporate bonds. 	The attractive 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. 

Stamp duty is also a burden for house buyers. To ease 

this, the new 1 per cent rate will apply to land and buildings as 

well as to equities. I am sure this will be welcomed by the 

construction industry. I further propose 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. 90 per,  cent of first 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 £14401 million in 1984-85.1 
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Beyond this, my rt hon Friend issued a year ago a 

consultative document, canvassing substantial changes in the 

structure of stamp duty. The Inland Revenue tell me that there 

has been a positive and constructive response, though not all 

the main representative bodies have yet been able to finalise 

their comments. I shall be returning to this subject next year. 

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 to 

tax at only the basic rate. 

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 the simplest solution is outright 

abolition forthwith. The cost will be some £20 million in 

1984-85. There will be staff savings rising to over 200. 
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The House will be aware of other recent developments 

which. I. believe, will contribute significantly towards my 

objective of a simpler and more straightforward tax system. In 

his Budget Speech two years ago my rt hon Friend referred to 

the judgement of the House of Lords in the Ramsay case. A 

few weeks ago the House of Lords delivered a further important 

judgement in the case of Furniss v Dawson. There have been 

• 

	

	
some suggestions that this judgement could call in question the 

tax treatment of transactions such as straightforward student 

covenants or ordinary leasing transactions. I am glad to see 

that most commentators have dismissed these suggestions as 

the nonsense they are. On the more substantial aspects of the 

judgement. I believe that if "the new approach" is developed 

and applied sensibly and responsibly - and I am sure it will be - 

it will contribute towards a simpler system with more realistic 

rates of tax. 

My rt hon Friend told the House that the earlier 

judge -  -!,nt could bring in something in the region of 

£400 million of tax which would otherwise have been avoided. I 

can tell the House that the more recent judgement may well 

produce an additional £250 million of tax just on cases which 

the Revenue has at present under enquiry. This, and the fact 

that we can now begin to be a little more confident that the 

nominal rates of tax will correspond more closely with the tax 

that people actually pay. is one reason why I feel able today to 

announce some reductions in the highest nominal rates of tax. 
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2l. Taken together, the proposals I have just announced will 

go some way towards providing a simpler and straightforward 

tax system for savings and investment, at once clearer and 

more honest, and removing biases which have discouraged the 

individual saver from investing directly in industry. They are 

consistent with our policy of encouraging competition in the 

• 	area of finance as in the economy generally. 
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Investment Income Surcharge - the time has come to be rid of 

it altogether. So I have decided to abolish it. The National 

Insurance Surcharge will go from 6 August. This will save 

private sector employers nearly El. billion in 1984-85 and about 

El billion in a full year. 

• 
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BLOCK B: WORLD BACKGROUND 

World economic prospects are more favourable now than for 

some time. 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 long-awaited upturn is at last getting 

under way in Europe. The benefits are beginning to spread to 

other countries, and the pace of world trade is accelerating. 

The UK is no longer regarded as the poor relation. We 

have emerged from the recession ahead of most of Europe. with 

the fastest rate of growth in the European Community. And 

the OECD and the European Commission have both forecast 

continued UK growth ahead of our partners again this year. 

There are inevitable uncertainties, and some real risks. 

The size and continued growth of United States budget deficits 

cause widespread concern. US interest rates, and - under their 

influence - international interest rates, are high, posing a 

threat to the revival of much needed investment and an 

immediate heavy burden on debtor countries. The US has 

hitherto attracted foreign capital to match an enormous and 

still rising current account deficit, and the dollar has been very 

strong. But this adds to the pressures for protectionism now 

and increases the risks of more volatile exchange rates later. 
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Prospects in the oil markets may be less obviously volatile 

than on some past occasions, and the prospects of continuing 

gradual world economic recovery should have a steadying 

influence. But we cannot afford to overlook the disruptions 

which could be caused, particularly for the United Kingdom, by 

any major disturbances in these markets. 

Uncertainty about the impact on us of events outside our 

control is itself a good reason for prudent budget-making. But 

there is a deeper reason, too. There is a growing sense in North 

American. Japan and Europe that the world recovery this time 

is not simply cyclical, but one which can be sustained. The 

main ground for that optimism is that this recovery has been 

based in most countries on the pursuit of prudent monetary and 

fiscal policies. 
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BLOCK .C: DOMESTIC ECONOMY 

Nowhere is that more true than the United Kingdom and 

nowhere are the results more in evidence. 

Since 1980, inflation has fallen steadily from its peak of • 
more than 20 per cent. In 1983 the increase in prices, at 

4.6 per cent over 1982, was the lowest since 1967. Interest 

rates have fallen. 

Productivity has continued to improve. By the third 

quarter of 1983, it was about 10 per cent above the level three 

years earlier. As a result we saw the smallest annual increase 

for unit labour costs [in manufacturing] since 1970. helped by 

reductions in the National Insurance Surcharge. and allowing a 

significant and welcome recovery in real levels of profitability. 

But further progress is needed: although our increase in unit 

labour costs in 1983 was probably no more than [3] per cent. 

the three major large economies - US, Japan, Germany - 

secured a fall in unit labour costs over the latest 12-month 

period. While good progress should continue on unit labour 

costs, the employment prospect would obviously be better if 

more of the necessary adjustments were to fall on wages and 

less on productivity. 

Demand, output, profits and employment all rose during 

1983. Lower inflation reduced consumers' needs to save and 

real incomes are rising again. Personal consumption rose by 
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nearly 4 per cent compared with 1982. Fixed investment rose 

by 5 per cent last year, rather faster than consumption, with 

investment in services continuing to grow. Total domestic 

demand grew by an estimated 141 J per cent. 

Imports rose by about 5 per cent in 1983. as we emerged 

from recession ahead of our trading partners. UK exports 

helped by a further rise in oil production, also rose in volume 

last year by 	per cent. By the end of 1982 world trade was 

clearly moving ahead again and in the three months to January 

manufacturing exports increased by [ J per cent compared 

with the preceding three months. The balance of payments on 

current account in 1983 is estimated to have been in surplus by 

about £ I] billion, enabling us to secure a further increase in our 

assets overseas. 

Unlike previous cycles this recovery has not come from 

any self defeating stimulus to demand but from re-establishing 

sound finance and sound money. Lower inflation and lower 

interest rates have produced a better environment for industry 

and for business and consumer confidence. Monetary and fiscal 

conditions have become somewhat easier, but as a result of 

falling inflation making room for real growth, as we always said 

it could. 

Across the economy, total money income grew in 1983 by 

about 8°7r . of which 3 per cent represented real growth in 

output. Although there is still room for improvement this is a 

much healthier division between inflation and real growth than 
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in the 1970s. Estimated output in the second half of 1983 was 

back to its peak level in 1979 before the world recession. 

	

8. 	Even the pessimists can no longer doubt the strength of 

our recovery and that it is set to continue through 1984. 

Inflation is expected to remain low, edging down to 41 per cent 

by the end of this year. Personal consumption. with rising 

incomes and low inflation, will continue to grow, but the 

recovery is already becoming more broadly based. Encouraged 

by higher profitability and better long-term growth prospects. 

investment is forecast to rise by 6 per cent in 1984. And, as 

world trade expands. there will increasing opportunities for 

exports. which could rise by some 51 per cent in real terms this 

year. 

	

9. 	Growth in output and profitability leads to more jobs. 

The number of people in employment increased by an estimated 

87.000 between March 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. And with output 

continuing to rise at an annual rate of 3 per cent in 1984 we can 

be confident that the outlook for employment will continue to 

improve. 
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BLOCK D THE m-rFs 

Our ultimate objectives are high employment, sustainable 

growth and price stability. 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. 

The MTFS remains the centrepiece of this Government's 

monetary and fiscal policy. I should like to remind the House of 

the purpose of the MTFS and how it has worked in practice. It 

is intended to fulfil two main functions: 	to provide a 

framework for the policies of the Government iself, and to 

convey to the private sector clear guidelines about 

macro-economic policy. 

Too often in the past Governments have conducted 

monetary and fiscal policies in an ad hoc fashion, responding to 

each event as it happened. Such short-term policy expedients 

have not led to a coherent medium-term result. Where there 

has been consistency it has been in the tendency to 

accommodate inflationary pressures. The MTFS was designed 

to remedy this, by imposing a discipline on monetary and fiscal 

policies. This was and is absolutely essential. It has meant 

taking account of the effects of policies over a span of years 

and resisting the temptation to take the easy. inflationary way 
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out. It has also ensured consistency between monetary and 

fiscal policies and a proper balance in the economy. 

The Government's firm commitment to the MTFS has 

helped the private sector. 	People have understood the 

Government intended to stick to its medium-term objectives. 

• 
	and that output and employment would recover faster the more 

quickly inflation was reduced. They responded by improving 

productivity and hence unit costs and by cutting inflation faster 

than most commentators thought was possible. The increasing 

realism and flexibility of the private sector owes much to the 

pursuit of firm and consistent policies by the Government 

within the framework of the MTFS. 

The precise figures set out in the MTFS are not a rigid 

framework, lacking any flexibility. To regard the MTFS as such 

is to misunderstand its purpose, and to ignore how it has been 

applied in practice. As in the past, there may well need to be 

adjustments to take account of changing circumstances. But it 

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 to eradicate inflation. 

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 Financial Statement and Budget Report - the Red 

Book. The policies described there cover the five years from 

1984-85 to 1988-89. The MTFS implies a continuing downward 
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path for the monetary tar t ranges over the next five years 

and a path for public borro ig consistent with it. These take 

full account, as they must, 	important influences such as the 

pattern of our North Sea ( revenues, and the programme of 

asset sales. But such tecl cal issues must not be allowed to 

obscure the key role playe,  )3r the strategy itself in setting a 

policy framework. 

7. 	The MTFS is designe to create the conditions in which 

sustainable growth and pr 

course, the Government al( 

happens to the growth of ot 

demand and GDP is dissip 

comes in the form of rising 

employers and employees. ( 

attitudes to pay. 

stability can be achieved. Of 

cannot determine precisely what 

ut or inflation. How far growth in 

in rising prices and how far it 

atput depends on the behaviour of 

productivity, on efficiency and on 

8. 	Within the framewor 

comes down the more rc 

employment to grow. Inte 

rates fall with inflation 

spending by both compani,  

programmes drawn up in 

inflation. And, most impor 

growth in pay makes room f 

of the MTFS, the more inflation 

there will be for output and 

rates play a role here: nominal 

-id help cash flow, encouraging 

and households. Public spending 

sh terms go further with lower 

it of all, with low inflation, slower 

more jobs. 

9. 	The winning combini on of falling inflation and rising 

output which we have seen the last two years is no accident. 

It has come about as the re It of responsible financial policies. 
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consistently applied, and increasingly better understood 

throughout the country and in the rest of the world. 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 F: PUBLIC EXPENDITURE 

I now turn from monetary policy to fiscal policy. Clearly 

the two must be in harmony, both exercising a downward 

pressure on inflation. Governments have often been tempted to 

hope that monetary policy can be left to control inflation on its 

own, while they pursue laxer fiscal policies of high spending. 

low taxation and high borrowing. But the result is bound to be 

high interest rates, with their damaging effects on private-

sector demand and investment. 

However, a firm restraint on public sector borrowing is 

not the only relevant measure of fiscal policy. The PSBR is the 

difference between expenditure and taxation, and tells us 

nothing about the levels of these two quantities, both of which 

are vital to the health of the economy. Both in this country 

are too high. 

Therefore, before I come to the target for public sector 

borrowing. I propose to say something first about public 

expenditure. The Government's spending plans for the next 

three years were set out in the Public Expenditure White Paper 

which we published last month. But this afternoon I want to 

consider this crucial subject in a rather wider perspective. 

For far too long, the inexorable growth of public 

expenditure in this country has made it harder to limit public 

borrowing, and even worse has added to the burden of taxation 
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on people's earnings, on the goods and services they buy and on 

the companies which employ them. This tax burden is a 

handicap to our economic performance - a lead weight slowing 

down the whole wealth-creating sector. 

The process has been gradual, and is too easy to take for 

granted. Two decades ago, in 1963-64. public expenditure was 

• 	
less than 34 per cent of GDP. In 1981-82, it had risen to 44 per 

cent - that is. in proportion to national income it had risen by 

nearly a third. In real terms it had nearly doubled. I freely 

admit that this trend has continued under all Governments, and 

when we took office in 1979, faced by the commitments of our 

predecessors and a deepening depression. it took longer than we 

had hoped before our efforts to reverse it began to show 

results. 

But 1981-82 represented something of a watershed, for 

public spending as for the economy as a whole. Since then, with 

renewed economic growth, public expenditure as a proportion of 

GDP has begun to fall back, from 44 per cent down to 43 per 

cent in the current year. What is more, with cash planning and 

the dramatic fall in inflation, it has been possible to hold to the 

planning total for each year set out in the 1982 White Paper 

without the continuing upward 'creep' which had been the norm 

in earlier years. 

This year's White Paper confirms our intention to hold the 

planning total broadly level in real terms over the next three 

years. As the economy continues to grow, this will mean that 
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the declining trend of public expenditure as a proportion of 

GDP will continue. This will provide room for reducing the 

burden of taxation, both for individuals and for business. 

Our plans are set out in detail in the White Paper rand the 

House has already had an opportunity to debate them). 

Consistently with that I have no public expenditure measures as 
• 

such to announce in this Budget. Decisions on the November 

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. 	[Expenditure plans provide for 

increasing retirement pensions and other social security 

benefits next November to give full protection against rising 

prices.] 

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 the Government considering any increase in the 

Community's revenues unless there is satisfaction on these 

points. 

I want to say a word about two other aspects of public 

spending. 
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bUDGET - SECL 

CHANCELLOR OF THE EXCHEQUER 

FROM :MDXPORTILLO 
DATE : 24 FEBRUARY 1984 

cc Chief Secretary 
Financial Secretary 
Minister of State 
Economic Secretary 
Mr Ridley 
Mr Lord 

PRESENTATION OF BUDGET MEASURES : BACKBENCH OPINION 

The Economic Secretary suggested that I prepare tables of those 

MPs who would be pleased with certain of our Budget measures, 

and those who would be displeased. 

2. 	In the attached, I attempt to do this, taking each measure 

separately. I should emphasise that this is based entirely on 

opinions expressed at backbench committee meetings or at the 

meetings with Ministers. It does not take account of any opinions 

which may be known to us but which were not expressed at one of 

those meetings. Ministers may think it useful to add to the 

attached lists,additional names of those whose opinions they know. 

I would then circulate a fuller paper. 
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• 1. 	Income taxes on persons  

a) Raising thresholds  

Most Conservative MPs favour this. The long "in favour" 

list records those who have mentioned it specifically. 

The %gainst"list is of those who give thresholds a lower 

priority. 

Against  

Nigel Forman (Budget for Industry) 

Tim Yeo (child benefit better) 

Nicholas Baker (Lower rate or 
lower rate bands) 

h) 

In Favour 

Sir William Clark 

Peter Hordern 

Tim Eggar 

Stephen Dorrell 

David Crouch 

Charles Morrison 

Michael Shersby 

Anthony Meyer 

David Ashby 

Sir Paul Bryan 

John Hannam 

Peter Bruinvels 

lain Mills 

Jim Crouchman 

Elizabeth Peacock 

Edward Gardner 

John Stokes 

Tim Smith 

David Heathcoat-Amory 

Sir Peter Emery 

(Ralph Howell) 
Sir Paul Hawkins 

LAPR abolition 

Amongst the "in favour" group most expressed a general 

wish to see fewer distortions. 

In Favour  

Peter Bottomley 
Tim Eggar 
Jeremy Hanley? 
Tim Yeo? 
Michael Latham 

Against  

George Gardiner 



• Abolition of IIS   

The "againsts" think the timing or the politics wrong. 

In Favour  Against 

 

Sir William Clark 

John Browne 

John Townend 

Anthony Beaumont-Dark 

Sir Peter Emery 

Nicholas Baker 

Michael Hirst 

Tim Eggar 

Nigel Forman 

d) 	Increase in car benefit scales   

In Favour 	 Against  

John Browne 

Anthony Beaumont-Dark 

Michael Shersby 

lain Mills 

Sir William Clark 

2. 	Capital Taxes  

a) 	CGT: indexation of threshold 

The "againsts" are those who will be disappointed that 

we have not gone further. 

In Favour 	 Against  

Tim Yeo 
	 Robin Maxwell-Hyslop 

John Townend 
	

Michael Forsyth? 

Thomas Sackville? 



b) 	CTT: abolition of top rates  

In Favour  

Tim Yeo 

John Townend 

C 
Charles Morrison (interest in 1 

racehorses)  --4  

Michael Shersby 

Francis Maude 

Against  

Stamp duty reduction  

In Favour  

Sir William Clark 

John Browne 

John Townend 

Anthony Beaumont-Dark 

Peter Bruinvels 

Jim Couchman 

Stock Options: Extension of Benefit  

In Favour  

John Townend 

Against  

Against  

Michael Stern 

John Butterfill 



3. 	Taxes on business   

Abolition of nis   

The "againsts" regard it as low priority or unnecessary. 

In Favour 	 Against  

John Browne 

David Crouch 

Nigel Forman 

John Maples? 

Sir Anthony Meyer? 

Tony Durrant 

Robert Banks 

lain Mills 

Jim Couchman 

Nicholas Baker 

Patrick Cormack 

Graham Bright 

Elizabeth Peacock 

Eldon Griffiths? 

Keith Hampson? 

John Stokes 

Tim Smith 

Fred Silvester 

Peter Hordern 

Peter Bottomley 

Albert McQuarrie? 

Alan Howarth 

PAS 

No recorded , opinions 

Corporation tax reform 

No recorded opinions. But the following are "in favour of 

tax reform" (they probably had personal taxes in mind) or have 

called for a better treatment of business in the budget. 



"Tax reform" 	 "Business Budget"  

Peter Hordern 

Peter Bottomley 

Tim Eggar 

Stephen Dorrell? 

Tim Yeo 

David Heathcoat-Amory 

Nigel Forman 

John Maples 

Eldon Griffiths 

Esmond Bulmer 

Nigel Forman 

John Browne 

John Maples 

Esmond Bulmer 

Corporation tax allowance on cable ducting 

In Favour  

John Gorst 

Holiday lettings  

Raised by  

Robin Maxwell-Hyslop 

Albert McQuarrie 

4. 	Indirect taxes 

a) 	VAT base 

No opihions on this are known. 

b) 	Tobacco duties increase  

"Raise substantially"  "Do not raise"  

Toby Jessel 

Albert McQuarrie 

David Amess 



c) Beer/Wine adjustment  

In Favour 	 Against   

Nicholas Winterton (EEOL) 

Tony Marlow (EEC) 

Jim Couchman (Publican) 

d) Whisky duty   

 

Against large increase  

   

Albert McQuarrie 

Cider duty  

Against  

Esmond Bulmer 

Petrol duty 

Itseems unlikely that an increase in line with indexation 

will cause offence. 

Consumer credit duty  

The following exnressed views on a "bank tax". 

In Favour  

Tony Nelson 

Heavy fuel oil duty  

VAT on charities 

Against  

Terence Higgins 

Nick Budgen 

Tim Eggar 

Raised by  

Alistair Burt 

John Hannam 

Raised by  

Tim Yeo 
Alistair Burt 



I . 

	

5. The PSBR 

It is not easy to interpret Members' remarks since 

they did not generally put a figure on their preference. 

But these lists give some idea of likely reactions. 

Should be lower  

Terence Higgins? 

 

In Favour  Should be higher 

   

 

Peter Hordern John Maples? 

Peter Tapsell 

Charles Morrison 

David rouch 

David Knox 
G ,1") 0-W0A 
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Alan Howarth 

 

-ripe,sit—,Crtrtrester 



CON  N 	32 CapieS 
BUDGET SECRET 

FROM: CHIEF SECRETARY 

DATE: 24 February 1984 • 

CHANCELLOR 1.,/' 

PRESENTATION OF BUDGET MEASURES 

cc 	Financial Secretary 
Minister of State 
Economic Secretary 
PCC 
Mr Monger 
Mr Allen 
Mr Odling-Smee 
Mr Ridley 
Mr Portillo 
Mr Lord 
PS/Inland Revenue 
Mr Isaac 
PS/Customs & Excise 

Your Private Secretary's minute of 14 February asked me to consider 

with officials, and let you have a note by 24 February on a provi-

sional "presentation strategy" covering the following group of 

measures. 

Capital tax changes, tax expenditures, effects of the 

Budget on agriculture, housing, construction, and tax 

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

CGT, DLT, Stamp Duty Cland and buildings), MIR for 

the self-employed, IIS, foreign earnings deduction, 

foreign emoluments deduction. 

2. 	After discussion with me, officials have now provided 

an updated note, illustrating so far as possible 

the effects of the Budget package on the main "constituencies" • 	in my area; and 
brief notes, listing possible main themes, positive 

BUDGET SECRET 
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points, negative points and possible "pitfalls" for 

each of the main taxes which you have allocated to me. 

a list of the principal "tax expenditures". This 

identifies the main items on which we are taking action 

this year and - perhaps equally important - those on 

which we are not taking action (the two main members 

of the latter family are of course pensions and relief 

for mortgage interest; officials will be providing 

further advice on how we might respond to questions on 

these). 

(in Mr Portillo's note of 22 February) a first 

shot at main arguments by constituency/subject - as 

opposed to tax (see (b) above). 

3. 	Officials are preparing brief "historical" notes on each 

of the main items and these will be available within the next 

few days. Subject to comments on Tuesday, I think the way 

forward is for officials to fill out the notes at (c) into 

full briefs and - on the basis of (a) and (d) - to produce 

briefs by 'constituency'. It is in the latter areas that 

most work remains to be done. One important part of that work 

will be to identify more closely the gainers and losers within 

each group and I have asked officials to do that - perhaps by 

• 	constructing 'ideal' examples. 
Presentation  

The Budget has two main aims: to remove distortions and 

improve the working of market forces; and to raise the income 

tax threshold. To do this, within a revenue neutral Budget, 

means that there will be large numbers of large "losers" and 

large "gainers". And the problem as always, is that the losers 

will stand up and shout and (unless we encourage them) the 

gainers may not. 

Against that background, I think that the strategy virtually 

dictates itself. It is very much the same for all the "constituencies" 

ID you have given me. 
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6. 	First, we shall have to emphasise and re-emphasise the 
central themes of the Budget and not allow ourselves to be 

distracted into arguments that individual A should not be paying 

more tax than last year, and B should not be paying less. To 

the extent that the Budget encourages the economy generally to 

be more competitive, the whole community will be better off. 

This is of course very much the same argument that we have fought 

and won on inflation. 

7 	Second, it will be very important for the reception of the 

Budget that we get the right kind of public support from people 

who carry weight with public opinion. We shall need to work on 

this with our political advisers: 

the package as a whole should present no problems 

to some of the representative bodies - such as the 

Stock Exchange and the Country Landowners Association; 

and should on balance have quite a lot of attractions 

for the large unquoted companies. However, these 

by themselves would not give us the broadly based 

support we need. 

A number of the Budget measures should also be very 

welcome to the main industrial representative bodies, 

in particular the CBI and the Chambers of Commerce. 

However, the CBI in particular will have very large 

losers, as well as gainers amongst members. We must 

do everything possible to encourage a favourable 

reception - and avert an unfavourable one. But it 

is possible that these representative bodies may 

be too much taken by surprise - and too torn by 

conflicts of interest - to give any early or clear 

response. 

This suggests that there would be advantage in 

encouraging a public response from leading 

individual industrialists who may find it easier 

to welcome radical change than will the CBI 

bureaucracy. One possibility might be 

Lord Weinstock, who has publicly advocated a 

number of the changes which we are now making, 

and we shall want to consider other possible 

names. 	BUDGET SECRET 
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• Finally, a number of commentators will look to the 

Institute for Fiscal Studies for a lead on the 

economic merits of the Budget. The IFS itself 

will be torn: it must endorse the case for 

removing the distortions in the present tax system; 

but it will want to argue that we are going the 

wrong way about it, in not moving to an expenditure 

tax. Your suggested visit to the IFS, after the 

Budget, might just be a useful card to play here. 

ft 	• 

JO. 	it_rt 
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AGRICULTURE 

£m £m 

Will lose directly from: 	1984/83 1985/86 

Corporate tax package. Farmers 
are largely (and by tradition) 
unincorporated. Will lose from 
abolition of stock relief and 
reduction in capital allowances; 
will not gain from CT rates 
reduction. 

Will gain directly from: 1984/85 	1985/86 

Abolition of IIS (agricultural 
lobbies wanted earned income 
treatment for agricultural 
rents: benefits landlords 
not working farmers) 

 

Abolition of NIS 

Reduction in top rates of  
CTT (benefits larger 
estates - on death, about 
Ern1i upwards; on life-time 
transfers about Emi upwards 
(assuming 50% agricultural 
relief). 

10 	 15 	(Increased use of "herd basis" 
could offset loss of stock 
relief to limited extent) 

Will lose indirectly from: 

Withdrawal of farming as a qualifying 
trade for BES. 

For unincorporated business generally, benefit from NIS abolition should outweigh loss of stock relief/ 
reduction of capital allowances in 1984/85 and 1985/86 but not thereafter. 
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HOMEOWNERS 

£m 
	 £m 

Will gain directly from: 

Stamp duty reduction (No 
benefit below present £25,000 
threshold or between £30,000 
and £35,000 where 1% rate 
continues. Houses between 
£25,000 and £30,000 no 
longer subject to duty: 
worth up to £150. 
Greatest gains on houses over 
£40,000 - eg saving of 
£1,500 on £150,000 house.) 

Mortgage interest relief  
for self employed in tied 
accommodation buying own 
home. 

1984/85 	1985/86 	Will lose directly from: 1984/85 	1985/86 

175* 	240* 	VAT on alternations to 
buildings [up to 250] [up to 490] 

\\ 
P•P\  viv 

6 
	

8 

 

180 250 Will lose indirectly from: 

    

C'ou— -1,1x 44(11.- 

 

Credit licence duty on mortgages over £30,000, 
tne.se4sQL1,e-T`-Tt*t.P 	 sqc..14444e,wp, and action 
on societies profits from gilts (only if these lead 
to higher interest rates). 

Loss of LAPR on new endowment mortgages. 

It is assumed that, of cost of stamp duty charges for land and buildings, two thirds goes to 
private house-buyers. 

• 	• 



BUDGET SECRET 

CONSTRUCTION 

£m £m 

Will gain directly from: 1984/85 1985/86 Will lose directly from: 	 1984/85 	1985/86 

Reduction in CT rates under 25* under 140* Capital allowances/stock 
relief 	 135* 

DLT increase in threshold under 	1 under 	5 

Abolition of NIS 35 65 PAS (Either treat as £m5 cash flow reduction in 

Stock relief for houses 
1 

1984/85, or as a continuing, negligible, interest 
cost) 

taken in part exchange 

Overall, 

(say)60 (say)210 

construction may gain £60m in 1984/85 
and £75m in 1985/86 

   

Gains indirectly from: 

Boost to housing through 
stamp duty cuts. 

Mortgage interest relief 
for self employed. 

Loses indirectly from: 

',I Extending VAT to building alterations (likely to 
.affect small building firms particularly). 

,Treatment of ben i s in kind for expensive hous] 

filfor. 
dpossiblv) abolit on of special CT rate for building 
societies anajcr dit licence duty on mortgages over 
£30,000 - if le ds o higher interest rates. [(Perhaps) 
loss of foreig earn'ngs deduction (affects large 
engineering co tract° s with overseas contracts).] 

Non-index4i0n of mort age interest relief. 

*On assumptions in Mr Monck's minute of 3 February 
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THE BETTER OFF 

£m 

Will gain directly from: 	1984/85 1985/86 

IIS abolition: (A few 
individuals gain very 
greatly. Nearly half 
total benefit goes to 
those with incomes over £40,000: 
such taxpayers gain an average  
£3,400 each, compared with 
a typical gain of £90 (for a 
married main liable at basic rate) 
of tax threshold.) 

Share options (Relief aimed at 
"top hat" schemes. Very large 
gains for some individuals - 
perhaps £100,000 in extreme 
cases.) 

CTT: reduction in top rates 
(only benefits estates over 
£740,000, or lifetime 
transfers over £230,000: more 
where business relief applies. 
At the extreme, a Clore-sized 
estate would benefit by over 
£m19.) 

Stamp duty (especially on shares) 

Will lose directly from: 

20* 	180* 	Foreign earnings deduction  
(Large losses in individual 
cases. Over £10,000 for 
some.) 

Foreign emoluments deduction  
(Large losses in individual 
cases. £45,000 loss fairly 
typical) 

Car benefit scale increases 

Life assurance premium relief 
(Also lose from action against 
"capital and income" bonds, 
offshore life assurance, and 
offshore and overseas funds) 
Higher rate taxpayers with 
mainly earned income may 
claim they 'lose' from bare 
indexation of higher rate 
thresholds compared with 
those with investment income 
And, if self employed, from 
loss of capital allowances 
and stock relief. 

Furniss v Dawson (if in 
Budget Speech) 

• 	• 	(.Ciptinued) 
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THE BETTER OFF (Continued) 

The "better off" form a disparate group of gainers and losers 
including some who gain or lose very significantly. It would 
not be sensible to total these figures to arrive at a net 
gain of the "sector". 

Assumes 80% of total benefit goes to "better off" 	(taken to be higher rate payers) 

0 Assumes 75% of tax on benefits paid by higher rate payers 

+ Assumes 20% of premium relief goes to higher rate payers 

/ Assumes 60% of relief goes to higher rate payers 

• 	• 
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HEAD NOTES ON MAIN TAX MEASURES 

CAPITAL TRANSFER TAX 

Proposal,: 

Positive: 

cut top rate to 60 per cent; tax on lifetime 
gifts cut to half tax on death for all gifts. 

present top rates absurdly high and way out of 
line with our competitors; removes real threat 
to successful businesses, unquoted companies etc; 
encourages lifetime giving. 

very large benefit to a few very wealthy people 
(transfers over £740,000 on death and over £230,000 
lifetime). 

not helpful to small businesses. 

Negative: • 
Pitfalls: 

Response 
to 
representative 
bodies: 	unquoted companies, CBI, IOD, Chambers of Commerce. 

DEVELOPMENT LAND TAX 

Proposal: 	raise threshold to [E75,000]. 

Positive: 	encourage people to bring forward land for development. 

Negative: not satisfy to those who want to see DLT abolished. 

Pitfalls: 	increase in threshold probably saves little work for 
developers or the Revenue. Important not to hint at 
any further relaxation in future, for fear of 
deterring further development. 

Response 
to 
representative 
bodies: 	partial response to those seeking abolition. 

INVESTMENT INCOME SURCHARGE 

Proposal: abolish. 

Positive: 	outdated distinction; penalty on thrift and 
enterprise; high proportion of beneficiaries 
among aged and basic rate taxpayers. • 



BUDGET SECRET 

Negative: 

Pitfalls: 

nearly half benefit to incomes over £40,000 per annum. 
With a bit of ingenuity, can probably be seen from 
public sources that individuals might benefit by very 
large sums (eg Emi per annum). 

most other countries still have - as UK has had for 
many years - either some discrimination in favour of 
earned income or some tax on wealth. 

Response 
to 
representative 
bodies: 	CBI, IOD, ABCC, AIB, NFSE etc. 

FOREIGN EARNINGS DEDUCTION 

end 25 per cent deduction for UK residents - 
employers and traders - spending over 30 days 
overseas. 

outdated inheritance from time when tax rates were 
absurdly high; excessively complicated; notorious 
distortions and abuse. New reliefs for travel from 
UK to overseas work. 100 per cent relief for 
"long absences" to be retained. 

"sharp end of exporting" especially Middle East; 
substantial number of substantial losers. 

danger of over emphasising abuse, given genuine 
unattractiveness of some export assignments. 

• 	Proposal: 
Positive: 

Negative: 

Pitfalls: 

• 
Response 
to 
representative 
bodies: 	none; risk of criticism from CBI, British Bureau 

of consultants etc. WiAim4 U44 JUalfa , fèi levaAwre4. 

FOREIGN EMOLUMENTS DEDUCTION 

Proposal: 

Positive: 

abolish 50 per cent (and 25 per cent) deduction for 
non-domiciled people working here for non-resident 
employers. 

outdated inheritance from absurdly high tax rates 
in the past; makes UK a tax haven, compared with 
overseas countries; distortion and abuse. Five 
year transition for existing beneficiaries. 

2 • 
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Negative: 	alleged risk to overseas investment and foreign 
contribution to City of London. UK tax rates 
on large incomes remain towards the upper range - 
though no longer out of touch with main 
competitors. 

Pitfalls: 	danger of appearing anti-foreign, in particular 
anti-American. Avoid giving false impression of 
retaliation on unitary tax. 

Response 
to 
representative 
bodies: 	none; certainty of protest from American Banks, 

(North Sea) oil companies, other big US owned 
companies (eg Fords), perhaps CBI. 

STAMP DUTY ON LAND AND BUILDINGS 

Proposal: 	halve rate to 1 per cent. Raise threshold to 
£30,000; abolish reduced rates. 

Positive: 	helps house buyers (mobility of labour). 
Eases inhibitions on commercial land sales. 	. 

Negative: 	does not do anything for people buying houses 
in the £30,000-£35,000 range. 

Pitfalls: 	produces a single big jump in tax bill at 
threshold point. 

Response 
to 
representative 
bodies: 	construction industry; Law Society. 

MORTGAGE INTEREST RELIEF LIMIT 

Proposal: 	leave limit unchanged at £30,000 (specific 
legislation required). 

Positive: 	limit raised only last year to £30,000 from £25,000 
(which had been the limit since 1974); sufficient 
to cover great majority of mortgages. [? house 
purchasers will benefit from stamp duty changes.] 

3 
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Negative: 

Pitfalls: 

failure to increase erodes real value of limit; 
more first-time buyers will be affected by the 
limit, especially in the South East. 

allegations that last year's increase was only 
an election gimmick. 

Response 
to 
representative 
bodies: 	construction industry (NFBTE etc) want increase 

to £35,000 (plus indexation for future). 

MORTGAGE INTEREST RELIEF 
(SELF-EMPLOYED PEOPLE LIVING IN JOB-RELATED ACCOMMODATION9 

Proposal: extend relief to self-employed people who have 
a contractual obligation to live in "job-related" 
accommodation provided for them, but are buying 
their own home elsewhere. 

Positive: will bring self-employed broadly into line with 
employees (who can already get relief in similar 
circumstances); will help particularly pub tenants, 
tenant farmers. 

Negative: none. 

Pitfalls: 	none, provided that the line is held against relief 
for second or holiday homes generally. 

Response 
to 
representative 
bodies: 	National Union of Licensed Victuallers, NFU. 

4 
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"TAX EXPENDITURES" 

NB Not all the following are true "tax expenditures". Some might be 
regarded as an essential part of the tax system. Only those with a 
cost of the order of El billion or more are listed. Costs are 1983/84 
estimates taken from the recent PEWP. 

Relief which will be tackled in the Budget 

Description Cost 
Em 

Budget proposal 

Life assurance premium relief 700 Abolish for new policies 

Capital allowances 

(*Figure is total cost of 
capital allowances; not 
only accelerated 
depreciation (the tax 
expenditure element) but 
also true economic 
depreciation) 

9,240* Reduce first year allowances, 
over 4 years, to, broadly, 
economic depreciation 

Stock relief 1,390 Abolish from April 1984 

Lesser reliefs to be dealt with in the Budget include foreign earnings 
relief, foreign emoluments relief. 

Examples of large reliefs not dealt with in the Budget 

Description 

_ 

Cost 
Em 

Comments 

Married man's allowance+ 3,250 Government sees it as part of 
tax structure, not a tax 
expenditure; withdrawal would 
reduce tax threshold for families. 
Government considering response to 
Green Paper. 

Pension schemes 650 to To be reviewed again next year 
2,900 after the Fowler Review of 

(depend- 
in on 

portable pensions. 

method-
ology) 

Mortgage interest relief 2,750 Prime Minister's commitment 
[Hansard 	18/11/82 Col 4161 

Double taxation relief 2,100 

CGT: 	exemption for only or 
main residence 2,500 Withdrawal from present date - not 

retrospectively - would (post-
indexation) yield only a tiny 
fraction of this amount. 

+ excess over single 
person's allowance. 
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Description 
, 

Cost 
£m 

Comments 

Stamp Duty: transfers of 
Government stocks and 
LA loans 
CGT: 	exemption of gilts 

2,100 
cannot be 

costed ' 

) 
) 	

Critics may probe 
1 	Government's attitude 
' 	"" ) 	its 	own 	tax  expenditures. )  

to 

Lesser reliefs not dealt with in Budget include retirement 
of first £70 of NSB 

Savings certificates, and 
by non-residents. 

annuities for self employed; exemption 
interest, of interest on National 
of Government securities held 

• 

• 

• 
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RESTRICTED 

MR G P SMITH 

From: J WILLIAMS 
Date: 24 February 1984 

CruiT 

cc 	PS/Chancellor 
PS/Chief Secretary 
PS/Minister of State 
Mr Bailey 
Mr Anson 
Mr Byatt 
Mr Cassell 
Mr Battishill 
Mr Monger 
Mr Watson 
Mr Folger 
Ms Goodman 
Mr Lord 
Mr Portillo 
Mr Isaac - IR 
Mr Wilmott - C&E 

PRESENTATION OF BUDGET MEASURES: THE DISTRIBUTIONAL EFFECTS  

Sir Peter Middleton has this morning spoken to Sir John 

Boreham, as requested in paragraph 2 of Mr Kerr's minute 

of today, about the need for complete secrecy over the 

Budget work to be undertaken by the CSO. Sir John Boreham 

accepted and endorsed this need. 

2. 	Sir Peter Middleton suggests that you now approach 

your contacts in the CSO directly but that you also emphasise 

again to them the importance of respecting Budget security. 

J WILLIAMS 



3.46 	 BUDGET CONFIDENTIAL 

111111 	 0 ,f 	
CH/EX REF. NO. 	- 

FROM: J 0 KERR 

cc 	PS/Chief Secretary 
Sir P Middleton 
Mr Bailey 
Mr Anson 
Mr Byatt 
Mr Cassell 
Mr Battishill 
Mr Monger 
Mr Watson 
Mr Folger 
Mr G P Smith 
Ms Goodman 
Mr Lord 
Mr Portillo 
Mr Isaac - IR 
Mr Wilmott - C&E 

MR CORCORAN 

PRESENTATION OF BUDGET MEASURES: THE DISTRIBUTIONAL EFFECTS 

In your minute of 20 February to me you reported that the Minister of State:- 

sought the Chancellor's authority for officials to approach the CSO to obtain 

detailed information required for estimating the precise distributional effect of 

proposed indirect tax changes; and 

asked whether the Chancellor agreed that the assumption on child benefit to be 

made in considering the distributional effects of the Budget should be a 5i per cent 

uprating. 

2. 	The Chancellor agrees on both points. He would however be grateful if, before there 

is any working level contact with the CSO which might enable them to deduce the nature of 

the indirect tax changes he has in mind, Sir P Middleton or Mr Bailey could have a word with 

Sir J Boreham to stress the need for total Budget secrecy over the exercise. 

DATE: 24 February 1984 	NI\ 
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DATE: 24 February 1984 

PRINCIPAL PRIVATE SECRETARY CC PS/Chief Secretary 
PS/Financial Secretary 
PS/Economic Secretary 
Sir Peter Middleton 
Sir Terence Burns 
Mr Bailey 
Mr Littler 
Mr Cassell 
Mr Byatt 
Mr Anson 
Mr Unwin 
Mr Kemp 
Mr Monck 
Mr Battishill 
Mr Monger 
Mr Evans 
Mr Odling-Smee 
Mr Lankester 
Mr R I G Allen 
Mr Folger 
Mr Hall 
Mr G P Smith 
Mr Norgrove 
Mr Makeham 
Mr Portillo 
Mr Ridley 
Mr Lord 

Sir Lawrence AirelInland Mr Isaac 
Mr Blythe 	)Revenue 

Mr Fraser Customs 8(  Excise Mr Wilmott 

PRESENTATION OF BUDGET MEASURES 

I should be grateful if you and copy recipients would note the 

following change on page 2 of the background material circulated 

under cover the Minister of State's minute of today's date. 

Positive  

iii. iii. married man's allowance at highest level in real terms since 

the war (subject to RPI forecast). 	Single allowance at highest 

level since 1973/74. 

Paragraph 2 on page 25 of the background material refers to average 

losses in April as a result of housing benefit changes of about 70p 
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BUDGET SECRET 

or 59p for pensioners. I understand DHSS have re-run their model 

and now estimate that average losses will be 69p and 56p for 

pensioners. These are the figures DHSS will be using from now on. 

• 

M E CORCORAN 
Private Secretary 

2 
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bcti) 2.9c 
Board Room 
H M Customs and Excise 
King's Beam House 
Mark Lane London EC3R 7HE 

PRESENTATION OF BUDGET MEASURES TO THE EC COMMISSION 

I suggest it would be useful to consider the handling of the EC 

Commission when we look at the Budget presentation strategy at the 

next overview meeting. We need to make the most of the good points 

in the indirect tax measures and limit any damage caused ( in Community 

terms) by other points. 

We expect the Commission to be listening to your Budget Speech with 

particular attention. 	They will want to know what action we are taking 

on beer/wine and made wine, and will be hoping that we will have 

gone some way towards meeting them on VAT zero rates. They will 

not, of course, be expecting the other measures in the Budget which 

have a Community flavour - abolition of PAS and ( if this is proposed) 

the vermouth surcharge. 

We think the Commission will be pleased with your proposals on beer 

and wine. They will be relieved to see that the wine duty is not 

 

Internal circulation: Mr Knox Mr Jefferson Smith Mr Wilmott 
Mr Freedman Mr Harris 	Mr Battle 
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of a vermouth surcharge - even if temporary, and however 

presented in 

should prove acceptable to the Commission. 

terms of Italian compliance with Community rules 

In contrast, the introduction 

carefully 

- will 
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to be restructured, and your refusal to give in to pressure from trade 

sources to phase the changes over a period will also be appreciated. 

We doubt whether the changes proposed will meet with the approval 

of the Italians, and they will no doubt be quick to voice their 

displeasure in Brussels. But the wine/beer ratio of just under 3:1 

be viewed with regret. 	There will also be disappointment that the 

changes made to the VAT base do so little to meet the Commission' s 

criticisms of our system of reliefs; the only point on which we shall 

have met the Commission is newspaper advertising and services. The 

fact that zero rates will have been shown as susceptible to change 

will no doubt encourage the Commission to press on quickly with 

infraction proceedings. They will probably also be put out by our 

refusal to freeze the VAT registration limit. 

The abolition of the Postponed Accounting System for VAT will come 

as a considerable blow to the Commission. Their hopes of harmonising 

the Community's import VAT regime on the basis of our system will 

be dashed. 	The lorry drivers' blockade in France is serving to 

concentrate minds ( including that of the leader-writer in today's Times) 

on the fact that there is a limit to public tolerance of the present 

very leisurely pace of progress in the direction of anything like a 

true common market. 	It is too soon to assess whether those events 

will have had any chastening effect on the attitudes of the French 

and Italian authorities in regard to frontier controls. 	But we would 

expect the Commission to try to inject new urgency into removal of 

trade barriers: 	they certainly ought to be thinking along these lines, 

and from that point of view withdrawal of PAS could hardly be coming 

at a worse time for them. Whether or not they settle down to rethink 

the Narjes plan (of which PAS is one of the major props) , they are 

likely in the meantime to become more strident in haranguing member 

countries about trade barriers. 	(Domestically too, the advocates of 

PAS will no doubt point to the moral of the blockade. Some domestic 

aspects of PAS are being dealt with in a minute of today from Mr 

Jefferson Smith to the Minister of State.) 

2 
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The normal practice at Budget time is for the Customs and Excise 

representative in UKRep to be briefed on the Budget and to call on 

the Commission on the day after Budget day to leave the details with 

them. 	UKRep 	do not usually go into any substantive explanations 

of the Budget measures. 

• 

There is a risk, if this same procedure is followed this year, that 

./ 

the Commission will not fully understand the background to your Budget 

decisions, or will attribute them to the wrong motives. Italian 

propaganda in Brussels could further serve to distort the Commission's 

view of what has been done. Any unhelpful utterances made by the 

Commission could be seized on in UK political and trade circles and 

used against the Government. 	I therefore suggest that it would be 

desirable this year to make much more effort than usual to explain 

the Budget measures to the Commission and to put them in their proper 

context. 

First, you may wish to send a personal note to Mr Tugendhat on the 

Community implications of your Budget. 	Second, I have it in mind 

that Mr Knox should go to Brussels to see Commission officials on 

14 March to go over in some detail the measures with a Community 

impact and to ensure that the Commission fully understand the back- 

ground to them. 	This could be done at a meeting with the Director 

General of the Commission's tax department (DG XV). ( What we also 

say at this stage to the Director General of the Customs Union Service 

 

will depend on how far you feel able to go in your Budget Speech 

in indicating a willingness to consider restoring PAS on a reciprical 

basis. 	It may be best to leave the PAS aspect for fuller discussion 

at the next meeting of the Heads of EC Customs Administrations in 

May.) 

If you think it is worth going ahead on these lines, we will work 

up more detailed proposals for your approval. I have not yet checked 

with Sir Lawrence Airey whether any of the Inland Revenue measures 

would need to be covered in the same way. At some stage, the FCO 

would need to be told what was happening. 

BUDGET SECRET 
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DATE: 24 February 1984 

COPY NO 

CHANCELLOR OF THE EXCHEQUER 	 cc Chief Secretary 
Financial Secretary 
Minister of State 
Economic Secretary 

rIrtm 	 74441k- 	PCC Members 
!, Mr Evans 

0Awsti4d Mr Lankester 
Mr Monger 

e0" 	
Mr Odling-Smee 
Mr Ridley 

CAAA Liii)A44 	Lt\'' PCV 	Mr Lord 
ivx T16/31 Mr Portillo 

Sir L Airey 
Mr Painter 

abevil rFraser 
Mr Wilmott 

BUDGET SPKP,CH: SECOND DRAFT 

I attach a second draft of the Budget Speech, revised in the 

light of your comments and those of other Ministers, Advisers 

and officials. 

The order of the main sections is the same as last week. The 

Economic Secretary has suggested combining Sections C and D, and 

reversing the order of G and F. Mr Lord's preference is to take 

I after K to deal with the switch between taxing income and 

spending together. But for this week I thought it best to make 

only the changes in order which you asked for on the earlier 

draft. 

As you asked, the sections on the world background (Section B) 

monetary policy (Section E) and public borrowing and interest 

rates (Section G) have been substantially re-cast. So has that 
C T rtt 

on public expenditure (Section F) Aichcontains much more on the 
PO CLIAA 
0,44, 	issues discussed in the LTPE. There is also some strengthening 

of the passages on the MTFS (in Section D),the structural 
6ts ktk- 

reforms of business taxation (in Section J), and the income tax ct,(49  
c.,d 10404 thresholds and NIS (in Section L); and new passages on Civil 
I.AVO 	Service manpower; residual shareholdings; the Stock Exchange; 

bmkk and the implications of Furniss v Dawson. As you also asked, 
p 

govv•e/44 bN‘)4;4‘.  

Sections C, E and H have been shortened. r 

‘ditr.f'› 	 "k2c  

optv,t_  0440 2019,1  iso.tyr 
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Block J: Taxation of Profits and Capital  

Economic Secretary would invert order of paragraphs 1-13 

to give changes in allowances etc first (bad news enables 

good; not good requires bad). 

He would also take more credit for employment implications 

of switch from capital to labour. With NIS call it a 

"Budget for jobs". 

VAT on imports. [Block J - paragraphs 31-33] Mr Monck 

suggests we deal 	with this at the end of Block I; and 

bringing NIS into Block J as the complement to the increased 

cost of capital because of the CT package. 

Further comments by Mr Ridley attached below. 

• 
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BLOCK A: INTRODUCTION 
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(1)A 

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. 

Boi 	 LTARET i 
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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. 
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This Budget will set the Government's economi course for this 

Parliament. It is founded on the policies which we have 

consistently followed since 1979. 

The hallmark of 

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. 
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3. 	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 
(.4.23#3.‘A  g-tup/Vs.NP  

steady recovery of output, I and rising living standards. 
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6. [As is customarylI 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 thebmportangissue of public borrowing and to 

the appropriate PSBR for the coming year. Finally I shall deal 
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BLOCK B: WORLD BACKGROUND 

World economic prospects are more favourable now than for 

some time. 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 long-awaited upturn is at last getting 
\Sirt\fM-411, ) 

under way inifurope. The benefits are beginning to spread to 

other countries, and the pace of world trade is accelerating. 

-.1:Laireremerged from the recession ahead of most of Europe, with 
i isVir 	f.).•, 

tfastest rate of growth in the European Community An.  hi 

641 the OECD and the European Commission have JINNI forecast 

continued UK growth ahead of our partners off Min this year., 
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any major disturbances in these markets. 
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4. 	Prospects in the oil markets rweirlie less obviously volatile 
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5. 	Uncertainty about the impact on us of events outside our 

control is itself a good reason for prudent budget-making. But 

there is a deeper reason, too. There is a growing sense in North 

American, Japan and Europe that the world recovery this time 

is not simply cyclical, but one which can be sustained. The 

main ground for that optimism is that this recovery has been 

Ebased in most countries on the pursuit of prudent monetary and 

fisca1 l policies. , 
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World economic prospects are more favourable now than for 

some time. Output in the United States should continue to 

grow strongly this year. And the recovery in the rest of the 
IY‘ 

world is becoming. more broadly based3Evith activity rising in 

Japan. and signs that the long-awaited upturn is at last getting 

under way in Europe] The benefits are beginning to spread to 

other countries, and the pace of world trade is accelerating. 

2. 	The UK is no longer regarded as the poor relation. We 

have emerged from the recession ahead of most of Europe, with 
IS 21 

the fastest rate of growth in the European Community An 

the OECD and the European Commission have both forecast 

continued UK growth ahead of our partners again this year. 

There are inevitable uncertainties, and some real risks. 

The size andlcontinued )growth of United States budget deficits 

cause widespread concern. US interest rates, and - under their 

influence - international interest rates, are high, posing a 

threat to I the revival of much needed I investment and an 

immediate heavy burden on debtor countries. Elle US has 

hitherto attracted foreign capital to match an enormous and 

still rising current account deficit, and the dollar has been very 

strong. But this adds to the pressures for protectionism now 

and increases the risks of moreEolatilexchange rates later-.7 
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4. 	Prospects in the oil markets may be less obviouslyEmlatilei 

than on some past occasions, and the prospects of continuing 

gradual world economic recovery should have a steadying 

influence. But Live cannot afford to overlook the disruptions 

which could be caused, particularly for the United Kingdom. by 
6 • 

anYinajor disturbances in these markets.k 

5. 	Uncertainty about the impact on us of events outside our 

control is itself a good reason for prudent budget-making. But 

there is a deeper reason, too. There is a growing sense in North 
6  it-e,--.14-1 	itk 	 4 

Americali. Japan and Europe thatkthe world recovery this time 
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BLOCK C: DOMESTIC ECONOMY 

Nowhere is that more true than the United Kingdom and 

nowhere are the results more in evidence. 

Since 1980, inflation has fallen steadily from its peak of 

more than 20 per cent. In 1983 the increase in prices, at 

4.6 per cent over 1982, was the lowest since 1967. Interest 

rates have fallen. 

Productivity has continued to improve. By the third 

quarter of 1983, it was about 10 per cent above the level three 

years earlier. As a result we saw the smallest annual increase 

for unit labour costs [in manufacturing] since 1970, [helped  by 

reductions in the National Insurance Surcharge and allowing a 

significant and welcome recovery in real levels of profitability. 

But further progress is needed: although our increase in unit 

labour costs in 1983 was probably no more than [3] per cent. 

the three major large economies - US, Japan, Germany - 

secured a fall in unit labour costs over the latest 12-month 

period. While good progress should continue on unit labour 

costs, the employment prospect would obviously be better if 

more of the necessary adjustments were to fall on wages and 

less on productivity. 

Demand, output, profits and employment all rose during 

1983. Lower inflation reduced consumers' needs to save and 

real incomes are rising again. Personal consumption rose by 

;-k 
	 f*7 
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nearly 4 per cent compared with 1982. Fixed investment rose 

by 5 per cent last year, rather faster than consumption, with 

investment in services continuing to grow. Total domestic 

demand grew by an estimated [41] per cent. 

Imports rose by about 5 per cent in 1983, as we emerged 

from recession ahead of our trading partners. UK exports 

helped by a further rise in oil production, also rose in volume 

last year by 11 per cent. By the end of 1982 world trade was 

clearly moving ahead again and in the three months to January 

manufacturing exports increased by [ ] per cent compared 

with the preceding three months. The balance of payments on 

current account in 1983 is estimated to have been in surplus by 

about £ [] billion, enabling us to secure a further increase in our 

assets overseas. 

Unlike previous cycles this recovery has not come from 

any self defeating stimulus to demand but from re-establishing 

sound finance and sound money. Lower inflation and lower 

interest rates have produced a better environment for industry 

and for business and consumer confidence. Monetary and fiscal 

conditions have become somewhat easier, but as a result of 

falling inflation making room for real growth, as we always said 

it could. 

Across the economy, total money income grew in 1983 by 

about 8 °7e . of which 3 per cent represented real growth in 

output. Although there is still room for improvement this is a 

much healthier division between inflation and real growth than 

BUDGE, aStCRET 
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in the 1970s. Estimated output in the second half of 1983 was 

back to its peak level in 1979 before the world recession. 

Even the pessimists can no longer doubt the strength of 

our recovery and that it is set to continue through 1984. 

Inflation is expected to remain low, edging down to 41 per cent 

by the end of this year. Personal consumption, with rising 

incomes and low inflation, will continue to grow, but the 

recovery is already becoming more broadly based. Encouraged 

by higher profitability and better long-term growth prospects, 

investment is forecast to rise by 6 per cent in 1984. And, as 

world trade expands, there will increasing opportunities for 

exports, which could rise by some 51 per cent in real terms this 

year. 

Growth in output and profitability leads to more jobs. 

The number of people in employment increased by an estimated 

87,000 between March 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. And with output 

continuing to rise at an annual rate of 3 per cent in 1984 we can 

be confident that the outlook for employment will continue to 

improve. 
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BLOCK .C: DOMESTIC ECONOMY 

Nowhere is that more true than the United KingdomEnd 

nowhere are the results more in evidence] r 	cdi ti4  t'.1:111  
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2. 	Since 1980, irglation has fallen steadily from its peak of 
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more than 20 per cent. In 1983 the 
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increase in prices, at 

rates have fallen.k 

3. 	Productivity has continued to improve. By the third 

since 
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quarteof 1983, it was about 10 per cent above the level three 

years earlier. As a result we saw the—lin—el-est alliCincrease 

for unit labour costs fin manufacturing} since 1970, helped by 

reductions in the National Insurance Surcharge, and allowing a 

significant and welcome recovery in real levels of profitability. 
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the three major[lAg;] economies - US. Japan. Germany 

[;ecured a fall in unit labour costj over the latest 12-month 

4. 	Demand, output.lprofits and employment all rose during 

1983. Lower inflation reduced consumers' needs to save and 

real incomes are rising again. Personal consumption rose by 
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3 	Productivity has continued to improve. By the third quarter 

of 1983, for the whole economy, it was about 10 per cent above the 

level three years earlier. As a result, for the year as a whole, we 

shall probably see the smallest annual increase in unit labour costs 

since 1970, helped by reductions in the National Insurance Surcharge. 

This has allowed a significant and welcome recovery in real levels 

of profitability. But further progress is needed. For example, 

although our increase in unit wage costs in manufacturing was less than 

3% in 1983 the jthboit-311 USk4114WIQ4 Germany 	 !../` 
secured a fall 
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&early ilper cent compared with 1982. Fixed investment rose 

by 5 per cent last year. rather faster than consumption, with 

investment in services continuing to grow. Total domestic 

demand grew by an estimated [4} per cent. 

5. 	Imports rose by about 5 per cent in 1983. as we emerged 

from recession ahead of our trading partners. UK exports 
• 

helped by a further rise in oil production, also rose in volume 

last year by II per cent. By the end of 198/2 world trade was 

clearly moving ahead again and in the three months to January 

manufacturing exports increased by I I  per cent compared 

with the preceding three months. The balance of payments on 

current account in 1983 is estimated to have been in surplus by 

about Er] billion, enabling us to secure a further increase in our 

assets overseas. 

1984.. 
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6. 	LUnlike previous cycles thi-s] recovery has not come from 

te,4., u3  4 MI Kk 

any self defeatingiktimulus to] demand but from re-establishing 

sound finance and sound money. Lower inflation and lower 

interest rates have produced a better environment for industry 

and for business and consumer confidence. Monetary and fiscal 

conditions have become somewhat easier, but as a result of 

falling inflation making room for real growth, as we always said 

it could. 
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7. 	Across the economy. total money income grew in 1983 by 

about 8%. of which 3 per cent represented real growth in 

output. Although there is still room for improvement this is a 

much healthier division between inflation and real growth than 
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continuing to rise at an annual rate of 3 per cent in 1984 we can 
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Lbe confident] that the outlook for employment will continue to 

improve. 
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9. 	Growth in output and profitabilitybeads to more] jobs. 

The number of people in employment increased by an estimated 

87.000 between March 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 andbhose 
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in the 1970s. Estimated output in the second half of 1983 was 

back to its peak level in 1979 before the world recession. 

incomes and low inflation, will continue to grow,Lbut the 

recovery is already becoming more broadly based] Encouraged 

by higher profitability and better long-term growth prospects. 

investment is forecast to rise by 6 per cent in 1984. And, as 

world trade expands. there will increasing opportunities for 

exports. which could rise by some 5i per cent in real terms this 

year. 

8. 	Even the pessimists can no longer doubt the strength of 

our recovery and that it is set to continue through 1984. 

Inflation is expected to remain low, edging down to 41 per cent 

by the end of this year. Personal consumption, with rising 
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BLOCK D THE MTFS 

Our ultimate objectives are high employment, sustainable 

growth and price stability. 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. 

The MTFS remains the centrepiece of this Government's 

monetary and fiscal policy. I should like to remind the House of 

the purpose of the MTFS and how it has worked in practice. It 

is intended to fulfil two main functions: 	to provide a 

framework for the policies of the Government iself, and to 

convey to the private sector clear guidelines about 

macro-economic policy. 

Too often in the past Governments have conducted 

monetary and fiscal policies in an ad hoc fashion, responding to 

each event as it happened. Such short-term policy expedients 

have not led to a coherent medium-term result. Where there 

has been consistency it has been in the tendency to 

accommodate inflationary pressures. The MTFS was designed 

to remedy this, by imposing a discipline on monetary and fiscal 

policies. This was and is absolutely essential. It has meant 

taking account of the effects of policies over a span of years 

and resisting the temptation to take the easy, inflationary way 

BS3 
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out. It has also ensured consistency between monetary and 

fiscal policies and a proper balance in the economy. 

The Government's firm commitment to the MTFS has 

helped the private sector. 	People have understood the 

Government intended to stick to its medium-term objectives, 

and that output and employment would recover faster the more 

quickly inflation was reduced. They responded by improving 

productivity and hence unit costs and by cutting inflation faster 

than most commentators thought was possible. The increasing 

realism and flexibility of the private sector owes much to the 

pursuit of firm and consistent policies by the Government 

within the framework of the MTFS. 

The precise figures set out in the MTFS are not a rigid 

framework, lacking any flexibility. To regard the MTFS as such 

is to misunderstand its purpose, and to ignore how it has been 

applied in practice. As in the past, there may well need to be 

adjustments to take account of changing circumstances. But it 

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 to eradicate inflation. 

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 Financial Statement and Budget Report - the Red 

Book. The policies described there cover the five years from 

1984-85 to 1988-89. The MTFS implies a continuing downward 
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path for the monetary target ranges over the next five years 

and a path for public borrowing consistent with it. These take 

full account, as they must, of important influences such as the 

pattern of our North Sea oil revenues, and the programme of 

asset sales. But such technical issues must not be allowed to 

obscure the key role played by the strategy itself in setting a 

policy framework. 

The MTFS is designed to create the conditions in which 

sustainable growth and price stability can be achieved. Of 

course, the Government alone cannot determine precisely what 

happens to the growth of output or inflation. How far growth in 

demand and GDP is 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, on efficiency and on 

attitudes to pay. 

Within the framework of the MTFS, the more 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 for more jobs. 

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, 
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consistently applied, and increasingly better understood 

throughout the country and in the rest of the world. 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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fall further. Output has been recovering steadily forFwo ears. 

and there are sound reasons for expecting this growth to 

continue. Lit can no longer be doubted that steady growth can 

be combined with falling inflation if the right policies are 
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The MTFS remains the .  centrepiece of this Government's 

monetary and fiscal policy. Eshould like to remind the House of 

the purpose of the MTFS and how it has worked in practice.] It 

is intended to fulfil two main functions: 	to provide a 

framework for the policies of the Government liself,i and to 	  
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has been consistency it has been in the tendency to 
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out. itt has also ensured consistency between monetary and 

fiscal policies and a proper balance in the economy. 
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The precise figures set out in the MTFS are not a rigid 

framework. lacking any flexibility g To regard the MTFS as such 

• y is to misunderstand its purpose, and to ignore how it has been 

applied in practice. As in the past, there may well need to be 

adjustments to take account of changing circumstances. But it 

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 to eradicate inflation. 

6. 	In this first Budget of a new Parliament, thereforel it is 

appropriate to carry the MTFS forward to the en i of the 
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within the framework of the MTF—S.1 



BUDGE cSECRET 

 

path for the monetary target ranges over the next five years 

H 
and a path for public borrowing consistent with it. Uheseltake 

full account, as they must, of important influences such as the 

  

611 /411,te-v( 
.C-eAA-VP--Aot1/4  

pattern of our North Sea oil revenues, and the programme of 

1-k.A.4"fajt, CLI" 	is? kt,ciAP 

asset sales. [But sucT technical issues must not be allowed to 
rcusra 

obscure the key role played y the strategy itself in setting a 

 

P gskty, 

N 
(Trv Lowrer-c0)- 

- 

11 	Ci -- 
A.LAsork rsk  

policy frameworq 

7. 	The MTFS is designed to create the conditions in which 

sustainable growth and price stability can be achieved. Of 

course, the Government alone cannot determine precisely what 

happens to the growth of output or inflation. How far growth in 

demand and GDP is 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, on efficiency and on 

attitudes to pay. 
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rates fall with inflation and help cash flow, encouraging 
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consistently applied. and increasingly better understood 

throughout the country and in the rest of the world. At the 

heart of the MTFS is a recognition of the crucial importance of 

sound money. and proper monetary control. LIt is to monetary 	c 1- e - 
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BLOCK E: MONETARY POLICY 

Monetary policy will continue to play a central role in the 

financial strategy. The monetary targets have provided an 

indispensable financial discipline, and further reductions in 

monetary growth will be needed to achieve still lower inflation. 

But the assessment of monetary conditions will continue to take 

account of other evidence, including the effects of institutional 

change, and financial innovation. 

	

2. 	Policy is now well on course. Over the twelve months to 

mid-February, the growth in the target aggregates has been 

just within or a little above the 7-11 per cent range. But 

growth has slowed down during the year. Most measures of 

money showed signs of accelerating in the early months of the 

target period. Since the summer, however, growth in the target 

aggregates has been comfortably within the range. Narrower 

measures of money - including MO, about which I shall have 

more to say later - grew more slowly, and their underlying 

trend has remained fairly steady over the past year. 

	

3. 	The public sector's demand for credit was an expansionary 

influence on monetary conditions last spring and in the early 

summer. The prompt measures I announced last July played an 

important part in reversing this trend. This has left room for a 

more rapid growth in lending to the private sector. 
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The strength of private sector loan demand has given rise. 

in some quarters, to what I believe are exaggerated fears. 

There is nothing unusual about company borrowing rising at this 

stage of the cycle. And I see little evidence that the increase 

in personal sector borrowing is fuelling higher inflation; indeed, 

it is our success in reducing inflation that has given consumers 

the confidence to spend - and borrow - more. I shall, of course, 

be watching the course of private borrowing carefully in the 

months ahead. It would be imprudent to do otherwise. But the 

risks at present do not look unduly great. 

In general, other evidence suggests that monetary 

conditions are well under control. The effective exchange rate 

has remained stable, despite international uncertainties. 

Nominal interest rates have resumed their downward path, 

after a temporary interruption at the end of 1982. though, with 

inflation lower too, real interest rates are probably little 

changed. As inflation persistently turns out lower than we -and 

certainly members opposite - expected, there is a growing 

recognition that we can look forward to making further 

progress. 

I come now to the way in which monetary policy will be 

operated over the coming year. he monetary ranges set out in 

the MTFS will as usual provide the framework for taking the 
- 

decisions needed to maintain sound monetary conditions. If 

policy is to stay on track, it is essential that the monetary 
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targets reflect the changing realities of the financial system, as 

they affect the significance of different measures of money. 

There is nothing new in this. Over the years we have adjusted 

the target ranges to take account of shifts in the demand for 

money. And we have reviewed the aggregates used for target 

purposes to ensure that policy is based on an accurate 

interpretation of monetary conditions. The thrust of the 

strategy has been unchanged. But the way it is expressed has 

evolved, and must continue to do so. 

One important development has been the greater 

attention paid to narrow measures of money. Even when 

targets were set only in terms of EM3, it was recognised that 

other measures of money contained useful information. 

Decisions have had to take account both of the growth in 

liquidity in the economy - as indicated by the broad aggregates 

- and the amount of money immediately available for current 

spending, as measured by the narrow aggregates. 	This 

distinction has been particularly important over a period when 

the demand for money - and other liquid financial assets - as a 

home for savings has grown strongly. It was formally 

recognised in 1982 when the monetary ranges were extended to 

cover narrow, as well as broad, monetary aggregates. 

Experience has proved the value of this approach. 

The measure of narrow money used for target purposes 

since 1982 has been Ml. It has never been a perfect measure of 

transactions balances, but, as long as its behaviour was 

dominated by changes in currency and current accounts with 
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the banks, it was a reasonable proxy. Increasingly, however, M1 

is acquiring some of the characteristics of broad money. 

Interest bearing sight deposits - many of them wholesale 

overnight money - have grown extremely rapidly, and now 

account for 25 per cent of the total. The signs are that this 

will continue. As a result, M1 is likely to become an 

increasingly unsatisfactory measure of money held for 

transactions purposes. 

Other measures of narrow money have not been subject to 

the same distortions. MO, which consists mainly of currency, 

has been a better proxy for transactions balances; and while it 

too has been affected by innovations that have allowed people 

to economise in the use of cash, the pace of change has not 

been such as to destroy its value as indicator of financial 

conditions. M2, which was specifically devised to provide a 

comprehensive measure of transactions balances, may, in time, 

be a better guide still, but it is a relatively new aggregate, and 

its behaviour needs interpreting with particular care. 

In the circumstances of the last two years, it has been 

possible to set a single target range applying to both broad and 

narrow measures of money. But this is not appropriate as a 

general rule. Narrow monetary aggregates tend, on average, to 

grow more slowly than broader measures; they are affected 

differently by financial innovation, and by changes in fiscal 

policy and interest rates. 
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This year's Red Book therefore shows separate ranges for 

broad and narrow measures of money. The range for broad 

money will, as previously, apply to EM3. The range for narrow 

money will apply to MO. There will be no target for Ml. For 

the coming year. the target for broad money will be set at 

6-10 per cent, as indicated in last year's Red Book. The target 

for narrow money is to be 4-8 per cent. As usual, the 

illustrative ranges for the later years will be reviewed nearer 

the time. It is clear, however, that further reductions in both 

broad and narrow monetary growth will be needed to keep 

inflation on a downward trend. 

To avoid any possible misunderstanding, I stress that the 

use of MO as a target aggregate will not involve any change in 

the methods of monetary control. As in the past, we will seek 

to influence monetary conditions by an appropriate combination 

of fiscal policy, funding and short term interest rates. Both 

target ranges will have equal importance in formulating policy. 

And we will continue to take into account other measures of 

money, especially M2 and PSL2, as well as wider evidence of 

financial conditions, including the exchange rate. 

BUDGE1-SECRET 



Q . tees"- 
roam 2. LI 

"Policy is now well on course. Over the 12 months to mid-

February, £M3 has been well within the 7-11 per cent target 

range, with M1 and PSI,2 at or just above the top. Most 

measures of money showed signs of accelerating in the early 

months of the target period. Since the summer, however, 
growth in the target aggregates has been comfortably within 

the range. Narrower measures of money - including MO, about 

which I shall have more to say later - grew more slowly." 



monetary conditions last springz  and in the early 
L 

BS4 

BUDGET- SECRET 
6 	k-c-t 

BLOCK E: MONETARY POLICY I 	-  

iA 
14- 

\ 	fiV.1 

Monetary policy will continue to play a central role in the 

financial strategy. [The monetary targets have provided an 

indispensable financial discipline, andi  further reductions in 
H 

monetary growthE-vill bel needed to achieve still lower inflation. 

[But the assessment of monetary conditions will continue to take 
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account of other Er;vidence] including the effects of institutional 

change, and financial innovation-.1 

Policy is now well on course.? Over the twelve months to 

mid-February. the growth in the target aggregates has been 

just within or a little above the 7-11 per cent range. But 

growth has slowed down during the year. Most measures of 

money showed signs of accelerating in the early months of the 

target period. Since the summer, however, growth in the target 

aggregates has been comfortably within the range. Narrower 

measures of money - including MO, about which I shall have 

more to say later - grew more slowly, and their underlying 

trend has remained fairly steady over the past year. 

LThe public sector's demand for credit was an expansionary 

influence on 

summer. The prompt measuresri announcecOast July played an 

important part in reversing this trend. This has left room for a 

more rapid growth in lending to the private sectord 
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4. 	[The strength of private sector loan demand has given rise. 

in some quarters. to what I believe are exaggerated fears. E 

xr  

reJt4-1 
Toir-4 

,\N-vF-,..-k • 

There is nothing unusual about company borrowing rising at this 

stage of the cycle. [And I see little evidence thag the increase 

in personal sector borrowing ist,fuelling higher inflation; indeed, 

_ 
it is gnu success in reducing] inflation that has given consumers 

the confidence to spend - and borrow - more. I shall, of course, 

be watching the course of private borrowing carefully in the 

months ahead. 	would be imprudent to do otherwiseg But the 

risks at present do not look unduly greag 

i general.] ther evidence 6-uggests] that monetary 

conditions areiwell under controg The effective exchange rate 
. ..c.-4:.1 

has remained stable, despite international uncertainties. 
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L Nominal interest rates [have resumed their downward path] 

certainly members opposite - expected, there is a growing 
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recognition that Lwe can look forward to making further 

progress:3 
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LI come now to the way in which monetary policy will be 

operated over the corning year. The monetary ranges set out in 

the MTFS will as usual provide the framework for taking the 

decisions needed to maintain sound monetary conditions] If 
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targets reflectIthe changingFealitieof the financial system 	F!  

they affect the significance of different measures of money. J-4o4 tk 

There is nothing new in this. Over the years we have adjustecD 
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the target rangestto take account of bhifts in the demand for 

moneY3 And we have reviewed the aggregates used for target 
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purposes to ensure that policy is based on an accurate 

interpretation ofJ monetary conditions. The thrust of the 
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strategy has been unchanged. But the way it is expressed has 
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evolveci,End must continue to do so] 
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10. In the circumstances of the last two years. it has been 

possible to set a single target range[applying t
-o]both broad and 

narrow measures of money. But this is. not appropriate as a 6_ 

general rule. Narrow monetary aggregates tend, En averag
-el to 

measures; they are affected 
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differently by financial innovation, and by changes in fiscal 

policy and interest rates. 



target ranges will have equal importance in formulat .  g policy. 

And we will continue to take into account ot)24 measures of 

money. especially M2 and PSL2, as we4,as wider evidence of 
,-" 

V 
financial conditions, including the eichange rate. 

12. 	To avoid any possible misunderstanding. I stress that the 

use of MO as a target aggregate will not involve any change in 

the methods of monetary control. As in the past, we will seek 

to influence monetary conditions by an appropriate combination 
crst-A- 	rt.(' 

of 	 funding andhort term interest rates. Both 
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11. 	This year's Red Book therefore shows separate ranges for 

broad and narrow measures of money. The range for broad 

money will, as previously, apply to £M3. The range for narrow 

 

ere will be no target for M11 For money will apply to MO. 

  

the corning year. the target for broad money will be set at 
rw-r 

6-10 per cent, as indicated in last year's[Red Boo] The target 

/ 
for narrow money is to be 4-8 per cent.A [As usual, the 

illustrative ranges for the later years will be reviewed nearer 

the time. It is clear, however, that further reductions in both 

broad and narrow monetary growth will be needed to keep 

inflation on a downward trendD 
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BLOCK E: MONETARY POLICY 

Monetary policy will continue to play a central role in the 

financial strategy. 	-eetary  

4s4is1ela 	 fu-rther reductions in 
0A4r 

monetary growth quail/be needed to achieve still lower inflation. 
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money showed signs of accelerating in the early months of the 

r)  target period. Since the summer, however, growth in the target 

aggregates has been comfortably within the range. Narrower 

measures of money - including MO, about which I shall have 

more to say later - grew more slowly, -2A44-their-tte4eaLl•riapg 
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d for credit was an expansionary 

influence on mon 	conditions last spring .and in the early 

summer. The 	mpt asures I announced last July played an 

importan art in reve g thL rend. This has left room for a 

mor rapid growth in 	the private sector. 
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given rise. 

in some qu. ers. to wha I believe are exaggerated fears. 

There is nothing 	ual bout compap borrowing rising at this 

stage of the cycle. AI4 I see ltle evidence that the increase 

in personal sector borrow 	fuelling higher inflation; indeed, 

it is our success in reduting 	ation that has given consumers 

the confidence to/spend - and 	w - more. I shall, of course. 
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[The strength of private sector loan demand has given rise. 

in some quarters. to what I believe are exaggerated fears. 

There is nothing unusual about company borrowing rising at this 

stage of the cycle. [And I see little evidence thag the increase 
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in personal sector borrowing ist,fuelling higher inflation; indeed. 
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it is [our success in reducing] inflation that has given consumers 

the confidence to spend - and borrow - more. I shall, of course. 

be watching the course of private borrowing carefully in the 

months ahead. 	would be imprudent to do otherwise} But the 

risks at present do not look unduly greag 

k; general] qther evidence &:uggests] that monetary 

F 
4A. Jjw 

\rr• Alr„ 

F-0-r-er-4c cLre 

certainly members opposite - expected, there is a growing 
e_ 	.1 4 Q4. 	l'eA-,( 

recognition that Lwe can look forward to making further 

progress] 

r- 
6. LI come now to the way in which monetary policy will be 

operated over the coining year. The monetary ranges set out in 

the MTFS will as usual provide the framework for taking the 

decisions needed to maintain sound monetary condition-sj If 

policy is to stay on track, it is essential that the monetary 
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- and the amount of money immediately available for current 
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the banks, it was a reasonable proxy. Increasingly, however. M1 

is acquiring some of the characteristics of broad mone;] 

sight deposits - many of them wholesale 

- have]  grown extremely rapidly. and now 

account for 25 per cent of the total. /The signs are that this , 

As a result. M1 is likely to become an 
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10. In the circumstances of the last two years. it has been 
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possible to set a single target range[applying Jolboth broad and 

narrow measures of money. But this is. not appropriate as a , 
general rule. Narrow monetary aggregates tend. (n averag

-el to 

grow more slowly than broader measures; they are affected 

differently by financial innovation, and by changes in fiscal 

policy and interest rates. 

BUDGET-SECRET 



bULdut, - 

S 
1_2-11 ct,  

This year's Red Book therefore shows separate ranges for 

broad and narrow measures of money. The range for broad 

money will, as previously, apply to £M3. The range for narrow 

money will apply to MO. 	ere will be no target for Mil For 

the coming year. the target for broad money will be set at 
H t1A-Tef 

6-10 per cent, as indicated in last year's[lied Book]  The target 

for narrow money is to be 4-8 per cent,4 [As fjuisual, the 

illustrative ranges for the later years will be reviewed nearer 

the time. It is clear, however, that further reductions in both 

broad and narrow monetary growth will be needed to keep 

inflation on a downward trencD 

To avoid any possible misunderstanding. I stress that the 

use of MO as a target aggregate will not involve any change in 
r cpy  

the methods of monetary control. As in the past, we will seek 	
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to influence monetary conditions by an appropriate combination 
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of fiateNspiiisio funding and [short term interest rates. Both 

target ranges will have equal importance in formulat' g policy. 

And we will continue to take into account ot r measures of 

money. especially M2 and PSL2, as well/is wider evidence of 

financial conditions, including the„eichange rate. 
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BLOCK F: PUBLIC EXPENDITURE 	
aTel ttauf 4rPE--ft:e4-t-  ) 

I now turn from monetary policy to fiscal policy. Clearly 

the two must be in harmony, both exercising a downward 

pressure on inflation. Governments have often been tempted to 

hope that monetary policy can be left to control inflation on its 

own, while they pursue laxer fiscal policies of high spending, 

low taxation and high borrowing. But the result is bound to be 

high interest rates, with their damaging effects on private-

sector demand and investment. 

However, a firm restraint on public sector borrowing is 

not the only relevant measure of fiscal policy. The PSBR is the 

difference between expenditure and taxation, and tells us 

nothing about the levels of these two quantities, both of which 

are vital to the health of the economy. Both in this country 

are too high. 

E3. 	Therefore. before I come to the target for public sector 

borrowing, I propose to say something first about public 

expenditure. The Government's spending plans for the next 

three years were set out in the Public Expenditure White Paper 

which we published last month. But this afternoon I want to 

consider this crucial subject in a rather wider perspective. 

4. 	For far too long, the inexorable growth of public 

expenditure in this country has made it harder to limit public 

borrowing, and even worse has added to the burden of taxation 

FiLiuk.3c.1 -sc.LRET 
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on people's earnings, on the goods and services they buy and on 

the companies which employ them. This tax burden is a 

handicap to our economic performance - a lead weight slowing 

down the whole wealth-creating sector. 

The process has been gradual, and is too easy to take for 

granted. Two decades ago, in 1963-64, public expenditure was 

less than 34 per cent of GDP. In 1981-82, it had risen to 44 per 

cent - that is, in proportion to national income it had risen by 

nearly a third. In real terms it had nearly doubled. I freely 

admit that this trend has continued under all Governments, and 

when we took office in 1979, faced by the commitments of our 

predecessors and a deepening depression, it took longer than we 

had hoped before our efforts to reverse it began to show 

results. 

But 1981-82 represented something of a watershed, for 

public spending as for the economy as a whole. Since then, with 

renewed economic growth, public expenditure as a proportion of 

GDP has begun to fall back, from 44 per cent down to 43 per 

cent in the current year. What is more, with cash planning and 

the dramatic fall in inflation, it has been possible to hold to the 

planning total for each year set out in the 1982 White Paper 

without the continuing upward 'creep' which had been the norm .  

in earlier years. 	 AO NO tievl 	Ck41.4 	MAIY5 
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This year's White Paper confirms our intention to hold the 

planning total broadly level in real terms over the next three 

years. As the economy continues to grow, this will mean that 
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the declining trend of public expenditure as a proportion of 

GDP will continue. This will provide room for reducing the 

burden of taxation, both for individuals and for business. 

Our plans are set out in detail in the White Paper [and the 

House has already had an opportunity to debate them] . 

Consistently with that I have no public expenditure measures as 

such to announce in this Budget. Decisions on the November 

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. 	[Expenditure plans provide for 

increasing retirement pensions and other social security 

benefits next November to give full protection against rising 

prices.] 

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 the Government considering any increase in the 

Community's revenues unless there is satisfaction on these 

points. 

I want to say a word about two other aspects of public 

spending. 

A ET- 
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First, asset sales. Mainly as the result of its privatisation 

programme. the Government holds minority shareholdings in a 

number of quoted companies. Questions have been asked about 

the Government's intentions towards these shareholdings. It has 

been suggested that they represent a continuing and deliberate 

means of exerting Government influence over the privatised 

companies. That is not so: indeed, it would defeat the main 

purpose of privatisation were it so. 

Let me put the matter beyond doubt. Public sector assets 

will be managed sensibly. But the Government are not an 

investment trust. The Government's policy is to sell such 

shareholdings from its portfolio as the circumstances of the 

individual companies and market conditions permit. Where 

there are national interests at stake, they can be adequately 

safeguarded through the mechanism of a Special Share as has 

already been done in the case of Britoil. Amersham and Cable 

and Wireless. Meanwhile, in order to reflect the Government's 

policy more closely, the Treasury, rather than the former 

sponsor Department, will in future take responsibility for 

residual shareholdings other than Special Shares. 

During 1983-84 the Government sold substantial 

shareholdings in BP and Cable & Wireless. The terms of the 

share sale prospectus rule out further sales of these shares 

during 1984-85, but sales in ABP, British Aerospace and Britoil 

are not precluded in this way. The Government will be 

considering the possibility of further sales during 1984-85 in the 

light of market conditions and other factors. A full 
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announcement will be made to Parliament at the time 

individual sales are made. 

Secondly4  it is sometimes suggested that while services to 

the public are under pressure, the civil service protects itself 

and does not make its share of manpower reductions. But that 

is quite wrong. Four years ago the Government set a target to 

reduce the size of the civil servicelby 14 per cent, by the end of 

this month. I am glad to say that this target will be achieved. 

Some of this reflects transfers of work out of goverment 

departments so that it can be done more efficiently elsewhere 

but a good deal represents improved efficiency within the 

service, and I pay tribute to the civil servants at all levels 

whose contributions have made this possible—. 	We have 

announced a target for a further _6 per cent reduction over the 

next four years, and I am confident that this again will be 

achieved. 

This takes us into the two later years of the quinquennium 

covered in the Medium Term Financial Strategy, beyond the 

three-year horizon of the Public Expenditure White Paper. For 

those two years we have not made firm plans for public 

spending. But as an assumption for the Red Book, the 1986-87 

level of public expenditure in real terms is projected forward 

for the two following years, continuing the flat path established 

in the White Paper. The Government's public expenditure 

surveys over the next two years will need to establish firm 

plans for 1987-88 and 1988-89. But if we continue to hold 

public expenditure broadly level in real terms, the growth of 

SECNI` 



the economy should lead to further falls in the proportion of 

public spending to GDP. 

I referred earlier to discussing this subject in a wider 

perspective. It is not sensible to reach public expenditure 

decisions simply in terms of marginal changes from year to 

year. Some issues need more fundamental reviews over a 

longer timescale. For example my rt hon Friend the Secretary 

of State for Social Services has announced a wide-ranging 

review of State pensions, where the costs of the earnings-

related scheme build up gradually until well into the next 

century. 

These are questions about priorities for the use of our 

national resources. The public Jas a right to be properly 

informed about them and to give its views. That is why we 

have encouraged public debate, and why I am publishing today a 

Green Paper on the prospects for public expenditure and 

taxation in the decade up to 1993-94. 

This is a discussion document. 	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. 

Instead, the Green Paper starts from an examination of 

past trends in public expenditure and taxation - the seemingly 

inexorable rise in spending which I have described, and the 
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consequent increase in the tax burden, so that the tax threshold 

for a married man is now only 31 per cent of average earnings, 

as against 45 per cent in 1963-64. It goes on to discuss the 

pressures for more spending which the Government will have to 

face over the next decade. 

Then there is an examination of the rewards to be gained 

if these pressures are contained and public expenditure is kept 

broadly constant in real terms. This shows that, despite falling 

North Sea oil revenues, and with a continuing downward path 

for the PSBR, there would be room to reduce the tax burden 

somewhat below its 1973-74 level, though not down to the level 

of the early 1960s, provided that the economy continues to 

grow on an average at a rate of 11-2 per cent a year. The 

effects of varying the growth and public expenditure 

assumptions are shown in the Green Paper. If we can bring 

down the tax burden and improve incentives, there is a better 

prospect of sustained economic growth - a virtuous circle which 

it is our prime objective to achieve. 

This is perhaps a fitting moment for a Wagnerian 

interlude; I refer of course to the celebrated German 

economist Adolph Wagner who, a century ago, propounded a 

'law of increasing expansion of public activities'. Wagner's Law 

was that there is a long-term tendency for public expenditure 

to increase relative to national income. His prescience was 

admirable. So was his warning of the dangers of allowing public 

expenditure to rise so high that the 'requisite taxation becomes 

an oppressive burden on the people'. I hope I shall not be 

eko 

was. 

Ram,. s. (1.31.fal, 

tt+fl.d \'jA 

Wt.  
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misunderstood if I urge that we all spend more time listening to 

Wagner. 

The Green Paper should be seen as a contribution to the 

public debate. It shows that worthwhile reductions in the tax 

burden over the next ten years will only be possible if public 

expenditure is held firmly in check. If there is to be room - as 

there must be - for some programmes to grow faster than the 

total, this will have to be secured by containing the growth of 

other programmes or. where possible, by meeting needs in other 

ways. 

[Once planning totals have been set, any expenditure 

proposals must be met within them. An example of this is the 

decision, which my rt. hon Friend the Environment Secretary is 

announcing this afternoon, to provide funds for the purchase of 

Calke Abbey; I can confirm that those funds will be found 

within the public expenditure totals for this year and next.] 
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One of the foundations of the money growth figures in 

the ITFS is the path proposed for public borrowing. 

Before coming to that, I shall say something about one 

of its main determinants, Public Spending. Our plans 

for the next three years were set out in the Public 

Spending White paper, which was published last month. 

But this afternoon I want to consider this crucial 

subject in a rather wider perspective:‘ 
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BLOCK F: PUBLIC EXPENDITURE 

1. 	I now turn from monetary policy to fiscal policy. Clearly 

the two must be in hat
1
mony. both exercising a downward 

pressure on inflation. Governments have often been tempted to 

hope that monetary polic
r  
y can be left to control inflation on its 

- 
own, while they pursueLiaiie0fiscal policies 

low taxation and high borrowing. [Bu}  he result is 

high interest rates, with their damaging effects on private- 

sector demand and investment.L 
	 cloArt 0.0-140,  

-zw-triwi.. kAft v-eA/ 
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not the only relevant measure of fiscal policy. The PSBR is the pt 	LePare„ 

difference between expenditure and taxation, and tells us ktit,  

owever, a firm restraint on public sector borrowing is 1.4 ' KrA4'ck 

cup-AA 1,4ve-  RA, os 

nothing about the levels of these two quantities, both of which 66r  °"' 
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are vital to the health of the economy. Both in this country c•-•"‘k iekk .11." 

are too high:1 	
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of high spending. 
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bound to beX 

cl.A2.1R ro"-3 
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[Therefore] before I come 

propose to 0.3T 

expenditure. The GovernMent's spending plans for the next 

three years were set out in the Public Expenditure White Paper 
h 0-4 

which we published last month. But this a'fternooni want to 

consider this crucial subject in a rather wider perspectives 

For far too long, the inexorable growth of public 

[expenditure]in this country has made it hard[erl to limit public 
Littilr 0,—tet-P01 	 - 

borrowing.Eand even worse has addecilto the burden of t tionj 
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borrowing. I 
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to ahe target for_ipublic sector 

Ft 
something [first] about public 

Fl 

Vt, afbito_v  

.„ 



BUDGET- SECRET 
i 

Lon people's earnings, on the goods and services they buy and on E Ti4, 

the companies which employ then] [This tax burden is ... 	 ...A et ra-u-7.41 

H h cis,,,I 

ffiandicap to our economic performance - .. leadiweight slowing 

down the whole wealth-creating sector. H 

E tIts)-44e4t Aix,yini,AvA.3 

WI Pk,  V4-gek 5. 
	The process has been gradual, andUs to easy to take for ( cteAsuf 141-1- 

f cyt,,-014 	 Pe-jtmae 
mg- c.4.  MS ? granted. Two decades ago, in 1963-64, public[;xpenditure was 

ot11 	[ 
!less than 3 per cen-t]of GDP. In 1981-82, it had risen toEI:E4 pbr 

recitt-L- a LA 
 

..., 1.-- 	A II  04-0. c (-- 	 6 
cen!j- Lthat is, in proportion to national incomeritlhad risen by 	c 

t 0.144.A.4- 	tea-1 cr_m-ali r• --- 	Ot-Rit.ike recAr 
nearly a third. In 6:eai] terms[itlhad nearly doubled. k.freely 

h 	
4, tre_eti 

admit tha!Ithis trend has continued under all Governments, and 

when we took office in 1979, faced by the commitments of our 
i-f 

predecessors and a deepening[depression] it took longer than we 

had hoped before our efforts to reverse it began to show 

results. 

Likat 	 t f 
f 

Liut11981-82 represented [something of a watershed, for 

public spending as for the economy as a whole Since then, with 
E lik, Pie.i.i. .1 	,_ E 

I 	

_1 

renewed economic growth, public expenditures a proportion of] 

I h GDP has begun to fall back. from 44 per cent down to 43 per 
rsw- rib," 	 Liob-4 rerktif,.. 

cent in the current year.' what is more, Eith cash planning and] 

the dramatic fall in inflation, it has been pgssible to hold to the 
E 	ai-r7 

planning total for each year set out in t& 1982

r 

White Paper 

without the continuing upward 'creep' Jhich had been the norm 

in) earlier years. 

This year's White Paper confirms our intention to hold the 

planning total broadly level in real terms over the next three 
H 

years. As the economy continues to grow, ithis will mean that -I 

ret.,Ja- 
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social security, in contrast to earlier years, I shall not be announcing 

any proposals for the new rates to apply from November. Following last 

year's legislation to return to the historic method of uprating, price-

protection is measured by reference to the May RPI. My rt hon friend 

will announce the detailed rates for social security benefits, indluding 

child benefit, in June." 
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the declining trend of _public expenditure as a proportion of 

ii 	(-- 

burden of taxation, both for individuals and for business. 

Eur plans are set out in detail in the White Paper [and the 

 

House has already had an opportunity to debate them] . 

Consistently with that I have no public expenditure measures as U 1I Jo 
to 4-.ND 

vvvitA- 
L-47 

such to announce in this Budget Decisions on the November 

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. 	[Expenditure plans provide for 

increasing retirement pensions and other social security 

benefits next November to give full protection against rising 

ii 

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 I can assure the House that there will be no 

question of the Government considering any increase in the 

Community's revenues unless there is satisfaction on these 

points. 

10,. I I want to say a word about two other aspects of public 

spending.1 

GDP will continue. [Thij will provide room for reducing the 

prices.] 
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11. 	First, asset salesJ Elamly as the result/of its privatisation 

E 	kik 
programme, the Government/holds minority shareholdings in a 

• 

number of quoted companies. Questions have been asked about 

the Government's intentions towards these shareholdings. It has 

been suggested that they represent a continuing and deliberate 

means of exerting Government influence over the privatised 

companies. That is not so: rindeed. it would defeat the main 

purpose of privatisation were it so.] 

f'11.4 

clAiLtes? e--•(,),4 	ier-Q4 

Let me put the matter beyond doubt. Public sector assets 

will be managed sensibly. But the Government are not an 

investment trust. The Government's policy is to sell such 
11 

shareholdings from its portfolio/ail the circumstances of the 

individual companies and market conditions permit. Where 

!there ar-el national interests at stake, they can be adequately 

safeguarded through the mechanism of a Special Share as has 

already been done in the case of Britoil, Amersham and Cable 

and Wireless. Meanwhile, in order to reflect the Government's 
1,..z 

policy more closely, the Treasury. [rather than the formed 

sponsor Department, will in future take responsibility for 
ti 	VYLj 

residual khareholdings other than Special Shares. 

During 1983-84 the Government sold substantial 

shareholdings in BP and Cable & Wireless. The terms of the 

E- a 
share sale prospectus',  rule out further sales of these shares 

8 Q\.i 	'AA 

dtaro.A3.0  pvt 12--re.AYA.k.  
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frtj  

v-e-t 
during 1984-85, butkales in ABP. British 

(re not precluded in this way. The 

Aerospace and Britoil 

Government will be 

considering the possibility of further sales during 1984-85 in the 

light of market conditions and other factors. A full 
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and does not make its share of manpower reductions. LBut that 

is quite wrong-1. Four years ago the Government set a target to 
• 

reduce the size of the civil servicer-byal'iPer (c't  ::nt-,]̀'by the end of 

this month.6 am glad to say thatitthis target will be achieved. 

Some Lof this...) reflects transfers of work out of goverment 
6 

departmentsiSo3thatritican be done more efficiently elsewhere 

r— H 
Dut a good deai] represents improved efficiency within the 

service.11 I pay tribute to the 
E tph.,L 	rLk krit 
[whose contributions have madej 

civil servants at all levels 

this possible.1 We have 

itt  
-ç, 
E 	i 5 

L-k (kfrS 	 15. 

ttak 1/41,-4-11 
kdt,..f1XI44 0-4  1  

r 

announced a target for a further 6 per cent reduction over the 
il Op 

next four years, and) am confident that this ra'gainj will be 

4, 	(.141)4 	i c..4....4 co.......4-,... Ch, 464..ktr 
achieved. -1 4)  

6 	
at (-+

t 	
lac.* 	1.1 	tkg  

:his t es iti7 	theitwoE.ate years of the uinquenniunn 
tx-e( 

tiro-144 1. 6,  

threeErear horizon ofjthe Public EXpenditure White Paper. [For 

rliade firm plans for public 
I e 	rira e-itt CUQ, ‘ArcNk 

those two years wej have] 
‘1 /4 	11.q 

spending.i.  But as an assumption f4r thefrted 13ook]the 1986-87 

level of public expenditure in real terms is projected forward 

for the two following years, continuing the flat path established 

Viti1/4  U1-2--& 	VAA-"r1V0-4--  F•'4 	of I 	
141 tkak k-"C  

R  

not 

covered in the Medium Term 	cial Strategy,Lbeyond the Fin 
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announcement will be made to Parliament at the time 

individual sales are made. 

0-* 

14. Pecondll-y} it is sometimes suggestedEhat while services to 

the public are under pressurei the civil service - protects itself ,t 

1.‘ Futati,  

Ca— Isx(Gt4— 

tp, 

ru-11,  

in the White Paper. The Government's public expenditure r 
surveys over the next two years will need to establish firm 

i-I 4 ;, 
plans for 1987-88 and 1988-89. But tif we E-ontinue to hold] 

62.0 

public expenditure broadly level in real terms, the growth of 
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the economy should lead to further falls in the proportion of 

public spending to GDP. 

LI referred earlier to discussing this subject in a wider 

perspective-3 It is not sensib e to reach public expenditure Ll  

decisions simply in terms of marginal changes from year to 

year. Some issues need more fundamental reviews over a 
ri 	fk.  

longer timescale. /'or exampll]my rt hon Friend the Secretary 

of State for Social Services has announced a wide-ranging 

review of State pensions, where the costs of the earnings-

related scheme build up gradually 

century. 

(4 W 	cac-, 	tit-tvte o-.4- tip 	b-ervc.- 4 t- 
1 [These are questions about priorities for the use of our 

cAt.4,( 1 Ictri, 	tA/ 
nati rmrtresources. The public as a right to - roperly 

mformed about them and to give it views. That is why wfl 
**/ 

have encouraged/public debatelEmd w I am publishing today a 

Green Paper on the prospects for public Lexpenditurej and 

taxation in the decade up to 1993-94. 

until well into the next 
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trhis is a discussion documentj It does not record 
6 

decisions 

- 
decisions by the Government on Lexpenditur;jp-rograriames ortonl 

taxes. Nor does it attempt to forecast the progress of the 

economy over the next decade or,Lwithin\tha the likely course 

of taxation or expenditure policies. 

jinsteacL the Green Paper ttarts from examination 

past trends in public expenditure and taxatin the seemingly 

inexorable rise in spending which I have des ribed, and the 
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down the tax burden and 

are shown in the Green Paper] If we can bring 
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improve incentives, there is a better 
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consequent increase in the tax burdenSo tha the tax threshold rOare. 

as against 45 per cent in 1963-64. \It goes on to discuss the 

pressures for more spending which the Government will have to 

face over the next dIcade. 

20. 	Then there is ai examination of the rewards to be gained 

• if these pressures are contained and public expenditure is kept 

broadly constant in real terms: LThIS  shows that, despite falling 

i ?WI 

for the PSBR. there would be rooml to reduce the tax burden 

somewhat below its 103-74 level, though not down to the level 

for a married man4s now3only 31 per cent of average earnings./ 

North Sea oil revenues, and with a continuing downward path 
63  It- 

Vierv-eu, 0-J4 
kdO6, •Nrowlik 

b•-•-rwr 	 cift.u-eVi 

t cN-3 	0-4 e1/4  

(a.cr
to  ui 	itzA, G.4 

et4t4c 

Awst—N4 - 
r2-441-4 	-14R- 

t, 1nS- 

prospect of sustained economic growth - a virtuous circle which 
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it is our prime objective to achieve. 	 tt 	04. iiko  ram 	 $'a 
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21. This is perhaps a fitting moment for a Wagnerian le vim-, ,44 

interlude; I refer of course to the celebrated German 

economist Adolph Wagner who, a century ago. propounded a 

'law of increasing expansion of public activities'. Wagner's Law 

was that there is a long-term tendency for public expenditure 

to increase relative to national income. His prescience was 

admirable. So was his warn g of the dangers of allowing public 

expenditure to rise so high 
	

t the 'requisite taxation becomes 

an oppressive burden on the people'. I hope I shall not be 
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The Green Paper should be 1-eeigas a contribution to the 

It shows that worthwhile reductions in the tax 
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burden over the next ten years will only be possible if public 
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expenditure is held firmly in check. L7 there is to be room - as 

there must be - for some programmes to grow faster than the 

total, this will have to be secired by containing the growth of 
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misunderstood if I urge that we all spend more time listening to 

Wagner. 

23. [Once planning totals have been set, any expenditure 

tlast+t 

f,•44- 2 

v-e-rkact 

crweK 

V-jer"  

••• 

(3,049-r 

V&A' proposals must be met within them. An example of this is the 

decision, which my rt. hon Friend the Environment Secretary is 

announcing this afternoon, to provide funds for the purchase of 

Calke Abbey; I can confirm that those funds will be found 

within the public expenditure totals for this year and next.] 
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BLOCK G: PUBLIC SECTOR BORROWING AND INTEREST RATES 

I come now, as I said I would, to public sector borrowing. 

2. 	A major contribution of the medium term financial 

strategy is to ensure consistency between fiscal and monetary 

policies. There has been no change in the approach to fiscal 

policy that was set out in 1980 in the first MTFS. Let me quote 

from the 1980 Red Book: 

"Fiscal policy will be operated so that the PSBR for any 

particular year will be consistent with declining monetary 

growth in the particular circumstances of the time." 

It was also envisaged there that the PSBR would fall as a 

percentage of GDP over the medium term. The overall pattern 

has been achieved with borrowing as a percentage of output 

falling from 51 per cent in 1978-80 to 31 per cent this year. 

Britain now compares well with most other countries in 

reducing public borrowing. Others have been less successful. 

And not because they did not want to tackle it. For there is 

now widespread agreement among industrial countries on the 

need to bring public deficits under control. As it is the UK now 

enjoys one of the lowest levels of public borrowing relative to 

national income among industrial countries. 

The main progress in reducing borrowing was made with 

the Budget in 1981. The PSBR in 1982-83 turned out to be very 

similar as a percentage of GDP to that in 1981-82. It was 

BUDGE S 
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intended at the time of last year's Budget that this year it 

would be £8 billion, significantly lower than last year's outturn. 

But the latest estimate suggests that, despite the measures I 

announced in July. this year's PSBR outturn will be about 

£10 billion, the same as the forecast I gave in the autumn. This 

is equivalent to 31 per cent of GDP, the third successive year 

in which the PSBR has been at about that level. 

It is now right to bring borrowing back onto a downward 

trend. Unless this is done it will be increasingly difficult to 

achieve the monetary targets at acceptable interest rates. 

Interest rates are still 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, and the risks they create, make it 

more, not less, important that pressures arising from domestic 

sources are kept to a minimum. 

There are two additional reasons for reducing the PSBR 

significantly in 1984-85. First, asset sales which play an 

important role in policy in their own right. Figures for these 

were published in the Public Expenditure White Paper. Asset 

sales reduce the PSBR. but they do not help to reduce the 

money supply and thus interest rates as much as other cuts in 

public spending. 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 surprise only to those who seem to believe this 

Government sees asset sales as a means of concealed reflation. 

• 	 , 
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Secondly, North Sea oil revenues. Next year could 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 adjustment again to lower revenues from 

the North Sea by making prudent use of the revenue during the 

years of peak oil production. 

Last year's MTFS showed an illustrative figure for the 

PSBR in 1984-85 of 21 per cent of GDP, equivalent to 

£8 billion. The considerations I have just described suggest that 

it would be prudent to aim for somewhat lower figures. I have 

therefore decided to provide for a PSBR next year of 21 per 

cent of GDP, or £71 billion. 

In November I told the House that I might have to 

increase taxes in the Budget to achieve a PSBR of £8 billion in 

1984-85. I am glad to report that the fiscal prospect for 

1984-85 has improved since then, mainly because of an upward 

revision to the revenue prospects. As a result, although there 

will be no [significant] net reduction in taxes in 1984-85, 

neither is there a need for any overall increase to bring the 

PSBR down to £71 billion. 	The measures I shall shortly 

announce will be broadly neutral in their effects on revenue in 

1984-85. 

Although I cannot reduce taxes in 1984-85, the measures I 

shall be announcing will reduce taxation in 1985-86 by over 

BUDGE. SECRET 
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El 1 billion. Some of the measures only begin to have a 

significant impact on revenues after a year or so, and so it is 

appropriate to look at the two years together. 

The MTFS published today projects a further gradual 

decline in public borrowing over a five-year period, to 11 per 

cent of GDP in 1988-89. 	The expenditure and revenue 

projections which support it show that there can be room for 

cutting taxation throughout the life of this Parliament, not only 

in 1985-86. But only if firm control is kept on public spending. 

Our broad aim, as now, will be to finance the PSBR in 

ways that do not add to monetary growth. As in the past, there 

may be times when funding has to be higher or lower than the 

PSBR, to take account of the private sector's demand for 

credit, and the need to control broader measures of money. But 

over the medium term there should be no systematic tendency 

either to over- or under-fund the borrowing requirement. The 

volume of debt sales should therefore fall as the PSBR is 

reduced, leaving room for lower interest rates, and for a 

further revival in new capital issues by the private sector. I 

shall have more to say about this later. 

I am sure it is also right to look for a continued 

substantial contribution to funding from personal savings. This 

year's National Savings target of £3 billion has been easily 

achieved, and may even be exceeded. I have therefore decided 

that the target for the coming year should be £31 billion. 

Although higher than this year, this does not contribute any 
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change of policy since it represents the same rate of intake as 

has been achieved during the last six months. 
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BLOCK G: PUBLIC SECTOR BORROWING AND INTEREST RATES 

S 	0  ,A-evk cL,Act 	g--o-rt(iy 	f too 	I — 

I come now, as I said I would, to public sector borrowing. 

• 

, 
A major contribution of the meclium term financial 

tiCt.rec 	p,,1111'c 6trrow; 
strategy is to ensure consistency betweentliscalland monetary 

policie 	There has been no change in the approach to fiscal 

policy that was set out in 1980 in the first MTFS. Let me quote 

from the 1980 Red Book: 

"Fiscal policy will be operated so that the PSBR for any 

particular year will be consistent with declining monetary 

growth in the particular circumstances of the time." 

fk It l'40ActikS 	OV;,-. rAial - 	___,..- LI - lic u i,,,  

It was also envisaged Llherel that the PSBR would fall as a t\  

percentage of GDP over the medium term. LThe  overall pattern 

Britain now compares well with most other countries in 

kltett'S 
reducing public borrowing. Other 

\
have . been less successful., 

LAnclinot because they did not want to tackle Ell For there is 
Tir clqictt 

now widespread agreement among industrial countries on the 

need to bring public deficits under control.D.s it iOthe UK now 

enjoys one of the lowest levels of public borrowing relative to 

	 f
national income among industrial countries. 

(-1 

has been achieved with borrowind 

(falling from 51 per cent 

a percentage of output 
/4# 

in 1978-80 to 3/ per cent this year. 
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II. 	The Lmain progress in reducing borrowing was 

ri 	 Bizkjej 
Lthe Budget in 1q81.] The PSBR in 1982-83 turned out to be very 

similar as a percentage of GDP to that in 1981-82. It was 

E 
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intended at the time of last year's Budget that this year it 

,c‘ Li  bp 	 7  
would beLiebiliion, significantly lower than last year's outturnA 

But the latest estimate suggests that.(espite)the measures I 

announced in July. this year's PSBR outturn will be about 

£10 billion, the same as the forecast I gave in the autumn. This 

is equivalent to 3fi per cent of GDP, the third successive year 

in which the PSBR has been at about that level. 

, 
IR 

ea, kte- foicic_ \  
io. L It is nowbigh. 	 downward qto bring borrowing back onto a downwd 

e, I a  r,. 	()e_mteifitls 
E.  

achieve the monetary targets at acceptable interest rate]s. 

.6r-it -e;est rates are still high, both in nominal and in real term 

though they are now lower than they have been for •  [ ] years. 
ocui  c pcta- 	tiAic 

Dollar interest rates of course have almajor impact on our ow;,9 

Ind-es/0C 

rat-es etc. 

But the influence they exert, and the risks they create, make it 

more, not less, important that pressures arising from domestic 

sources are kept to a minimum. 

( 	vA bac& 	-(vo utt 0K. 
imp rtant role in pglicy in their own -right. Figure\s or these 

of 	pAh tAdy 	6 ku.: 41..L 

were published in the Public Expenditure4White Paper. 
OA AL; 

[a-alesf reduce the PSBR. but theyEdo not help to reduce the 

money supply and thus interest rates as much. askother cuts in 

0440k 

3"1  

141  to,g, 
cap id 
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S 	at 	Rik terest- 	(aln 	as wt kk-a.4) MCC 
trend.Unless this is done it will be increa ingly difficult to 

6. 	There areLtwojadditional reasons for reducing the PSBR 
, 	 

significantly in 1984-85.i [First Asset sales which play an 

a cere q 0, 0 r.: tficii  

sset. 

public spendingi Next year the Government ar,e planning for a 

next year must naturally take that into account. That fact will q 

ksset 
Qtes  

kt,)er 

higher level of asset sales than in 1983-84, and the PSBR for 

come as a surprise only to those who seem to believe this 

-1 Government sees asset sales as a means of concealed reflation. 
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7. 	Second , North Sea oil revenues. Next year could be the 

- 
peak year for revenues fromkNorth Seatoiliand thereafter they 

may decline./ The more these revenues can be applied to 
\ 

reducing the PSBR now, the lower will be the ,future burden of 
bel 

debt interest payments when oil revenues[are in7decline. t_We 

shall ease the future adjustment again to lower revenues from 

the North Sea by making prudent use of the revenue during the 

years of peak oil production.7 

E 	av),s bat 

Sk)u., tam-c 
skta C -624 

q -de& 

8. 	Last year's MTFS showed an illustrative figure for the 

PSBR in 1984-85 of 21 per cent of GDP, equivalent to 

£8 billion. The considerations I have just described suggest that 

it would be prudent to aim for somewhat lower figures. I have 

therefore decided to provide for a PSBR next year of 21 per 

cent of GDP, or £7 f billion. 
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9. 	In November I told the House that „I might have to 
tt 	- 	etS ol bki,  asuArwi if vt bi 

increase 
- 

increase taxes in the Budgeta-o achiev4a PSBR of £8 iillioni 
Cj `le Hp ufe 

1984-85.1 I am glad to report that the fiscal prospect for %x( cetU&L 4O0JC4' 
svc 

1984-85 has improved since then, mainly because of an upward c't , C 
tAPS cri3. 

 to the revenue prospects./As a result although the 	Cf Zit 

will be no [significant] 
lit/L. 

neither istjtheretOlneed for 

PSBR down to £71 billion. The measures I shall shortly 

announce will be broadly neutral in their effects on revenue in 

net reduction in taxes in 1984-85, 
k tak 

overalllincrease to bring the 

1984-85. 	 E 

_- holt 144  
10. LAlthough I canot 

shall be announcing] will 

" to ta2, (4)/4 

" 
uce taxes in 1984-85, the measures I 

reduce taxation in 1985-86 by over 
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£1 I billion. Lsome t2f the measures] only begin to have a 

significant impactt.?—  n revenue after a year or so, and so it is 

appropriate to look at the two years together. 

• 

E 
vig4--(31) bitt 

114\  The MTFS rptTblished today projects a further gradual 
koreout),v  

decline in public borrowing over a five-year period. to 1/ per 

cent of GDP in 1988-89. 	The expenditure and revenue 

projections which support iA shows that there can be room for 

cutting taxation/throughout the life of this ParliamentfioFonly 

1-tv Cie. PaVt- Aw_C c ettva 
in 1985-8 	But onlijif firm control is kept on public spending), Lt,- 

bte  Qkvi 

6kia eet/kb:Qs 
12. Our broad aim, as now, will be to finance the PSBR in 

ways that do not add to monetary grqwth. As in the past, there 
cf r ic Satcy-- 

may be times wheni_undindhas to be higher or ‘lower than the 

deptikaigvi ea wv.,,ct1j  arid i cm 
PSBR,'Eo take aetount of the private sector's demand for 

'7 credit, and the need to control broader measures of money But 

over the medium term there should be no systematic tendelcy 

volume of debt sales shouldLthereforg fall as the PSBR is 
Itqc 	 S.ACCe- 

reduced, leaving room for lower inter st rates, and [for a] .,0  

further revival in negcapital issuesby he private sector. LI 

]shall have more to say about this later. 

13. 	am sure 
	also right to look - for a continued 

either to over- or under-funci the borrowing requirement. LThe 
+ 

substantial contribution to funding from personal savings. This 

year's National Savings target of £3 billion has been easily 

achieved, and may even be exceeded. I have therefore decided 

that the target for the coming year should be £3 f billion. 

Erlthough higher than this year, this does not contribute any 

-1341J06CT;,SOcqrar 
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change of policy since it represents the same rate of intake as 

has been achieved during the last six months. 
, 
s 

"I am sure it is also right to look for a continued substan-

tial contribution to funding from personal savings. Undue 

reliance on gilts would be at the expense of longer-term 

borrowing by companies. This year's National Savings target 

of £3 billion looks like being achieved. I have decided that 

the target for the coming year should again be £3 billion." 

BUDGET- SECRET 
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BLOCK H: TAX REFORM 

I have two objectives for tax in this Budget: first to reduce the 

overall burden of tax; second, to simplify the tax system. A 

good tax system is clear and simple. Ours is neither. The 

reasons for wanting lower taxation need no further explanation, 

at least for those on this side of the House. Tax reform, the 

second objective, is more complicated but no less important. 

Today's high tax rates are needed not simply to finance 

high public spending. They have also to meet the costs of the 

many allowances and exemptions embedded in our tax system. 

Every allowance, every exemption, every special concession, is 

cherished by those who benefit. But each has a cost, and each 

requires higher rates of tax than otherwise. Some of the results 

are obvious; some less so. 

One consequence is an over-complicated tax system. 

Another is the endless pursuit of ways to take advantage of 

reliefs and avoid high rates of tax. For the less sophisticated, 

or the less wealthy, there may be escape into the black 

economy. 

For individuals, not enough emphasis on taxing the things 

we buy means relying too much on taxing what we earn. We 

need to create more choice for people about how they spend - 

or save -their own money. My predecessor's first Budget took 

an important step in this direction. 

BS16 
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For companies the effects are perhaps more subtle, but no 

less pervasive. 	Investments which would otherwise be 

unprofitable are made worthwhile because of the tax system. 

The extra wasteful investment earns a poor rate of return and 

displaces jobs. The pattern of investment is influenced by the 

vagaries of tax. The choice of methods of finance is distorted. 

The consequence is waste of resources, waste of savings, and 

people are the poorer for it. 

For all these reasons a major theme of this Budget will be 

reform of the tax system, though 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. 

8. 	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. 

3UDGE 
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"Investments which show a low profit before tax or even a 
loss are made worthwhile because of the tax system and at 
the expense of taxpayers. Because the allowances are 
discriminatory, the tax system distorts the pattern of 
investnent and the choice of methods of finance. The 
bias in favour of capital and against labour can also 
displace jobs. The consequence is waste of resources, 
waste of saving and poor economic performance." 

"For companies, the effects are perhaps more subtle, 

but no less pervasive. Some capital projects - 

which are not really unprofitable - are made to 

appear worthwhile because of the tax system. This 

leads to extra wasteful investment, which yields 

a poor rate of return,if any,and may well displace 

jobs. By the same token other projects-which may 

in reality be more rewarding - may appear to 

yield a lower return to the company. So they are 

undertaken though they ought to be. That is not 

all. Thanks again to the tax and social security 

system, we often subsidise capital spending of 

all kinds in a way which can diminish job 

opportunities; and we have long taxed employment 

in a way which has the same discouraging effect. 

The consequences of both are likely to be more 

capital spending than is profitable, earning a 

lower rate of return than is possible or desirable; 

and fewer jobs, as machines are artificially made 

-3- 

cheaper to use and men similarly dearer. In sum, 

the vagaries of tax not only harm the pattern of 

investment and the choice of methods of finance, 

but waste resources, savings and jobs; and we are 
all the poorer for it." 
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5. 	For[compani:i 	effects are perhaps more subtle, but no 

less pervasive. 	Invstiopepts which would otherwise be 
mterutKetil 

unprofita e are made worthwh'1@ because of the tax 
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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. The more highly income is taxed the less the incentive 

for people to earn. Switching the burden from income to 

spending gives everyone the freedom to spend or save more of 

their own money. [So I have considered carefully what would be 

the fairest way of financing lower income tax by raising taxes 

on spending. 

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 	me-with prices by about 41p a 
- 
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gallon, including VAT. For dery I propose a smaller increase of 

about 31p 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 a quarter per 

cent since 1980. This will be of continuing assistance to 

industry, by helping to hold down energy costs. 

Successive Chancellors have decided against raising the 

duty on kerosene in order to help those - particularly pensioners 

- who use paraffin to heat their homes. The duty has not been 

increased since [1960]. I propose now to abolish it. with effect 

from 6pm tonight. 

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 the different degrees of wear and tear they 

cause to the roads. These changes will take effect from 

tomorrow. 	[Finally. I propose to extend exemption from 

vehicle excise duty to all recipients of War Pensioners' Mobility 

Supplement.] 

In reviewing the duties on alcoholic 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 

_CUDGEL SECRET 
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the history of this particularly vexed issue. The laws that 

govern this area are complex, and have given rise to much 

European litigation. Some of these cases have concerned the 

tax barriers that other Member States have placed in the way 

of our own exporting industries - particularly Scotch whisky. 

Harmonisation of duties is an important element of free trade 

within the Community and is in Britain's longer term interests. 

We cannot complain that other Member States ignore the 

European Court's judgements in this field if we do not respect 

them ourselves. I intend therefore to comply with the 

judgement on wine and beer. But I shall equally take steps to 

hasten the removal of some at least of the obstacles to our 

exports of spirits. 

The beer duty is an important source of revenue, and I 

cannot afford to forego an increase. But to limit its impact on 

the important brewing industry I propose to raise the duty on a 

typical pint of beer by about 2p, including VAT. This is only 1 p 

more than would be needed to raise the duty in line with prices 

generally. The duty on table wine will go down by the 

equivalent of about 18p a bottle, 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. [Sentence useful for European 

purposes.] ts lc; 
r 	4 Id-% 1" 	.1114  
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All these changes will take effect from midnight tonight. 

INA  cm..hi 	 ei hr.) 	,p-c—C- ek#j 	 pet-ikv-4,421 	"6"'"4111,  " /4.1  
As the counterpart to compliance with the European 

Court's ruling on wine and beer I intend to take steps to 

encourage the early removal of discrimination in Italy against 

imports of Scotch whisky. I shall introduce a temporary duty 

surcharge on vermouth. [This will operate from 1 September 

and increase the total duty on vermouth by an amount equal to 

the reduction I am proposing on light wine. The surcharge will 

lapse when I am satisfied that the discrimination against our 

spirits exports is being ended.] 

These changes in excise duties are expected to raise 

£ [] million in 1984-85 and E [1 million in a full year. The 

effect will be much the same as if the excise duties had all 

been raised just in line with prices. 

Next, value added tax. When we were returned to office 

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 now 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. 

I therefore intend to tax, at the standard rate of 15 per 

cent, three areas of expenditure [which carry sales taxes in 

most other developed countries] that have hitherto been 

zero-rated. 

iNULAJEe —SECRET 
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First, alterations to buildings. At present repairs and 

maintenance are taxed, but alterations are zero-rated. The 

borderline between these categories is complicated, and gives 

rise to nonsensical situations. , I intend to eliminate these 

problems by taxing all alterations. But in order to allow time 

for existing commitments to be completed or adjusted without 

also unacceptably eroding the revenue - the change will apply ; 

from 1 June. Let me also dispel any possible uncertainty for 

the building industry: I am not proposing to extend the tax to 

new construction. 

Secondly, I propose to tax all printed matter except 

books. Tax will also be extended to newspaper advertisements 

and news services. With the growing number of ways in which 

information is made available, many of which are already 

taxed, I see no reason to maintain a special relief for the 

printed word. This change will apply from [ 

Third, food. Most food is zero-rated. But some is not, 

including food served in restaurants, and snack items such as 

ice-cream and soft drinks which were brought into tax by the rt 

hon Gentleman the Member for Leeds East. Take-away food 

competes increasingly with other forms of catering, and I 

intend therefore to bring hot take-away meals into tax, with 

effect from [ 

Extending the coverage of VAT in this way should yield 

just over £600m in 1984-85 and nearly El billion in a full year. 

1)ULduc - 
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There is a fourth area which ought to be brought into the 

coverage of VAT: financial transactions. But most financial 

services are specifically exempted from VAT under European 

Community law -for good technical reasons to do with the 

nature of VAT. 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 on all 

loans outstanding from 1 July 1985. The tax should eventually 

yield about [£200] million a year. 

The net effect of all these changes in indirect taxation 

will be to raise additional revenue, over and above the yield 

from indexation, of some £600 million in 1984-85 and 

£1100 million in 1985-86. The total increase in revenue will be 

nearly £1300 million in 1984-85 and £1800 million in 1985-86. 

The immediate effect will be to add about I per cent to the 

overall level of prices. This 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 income tax. But I wish to deal first with company 

taxation. 

BUDGET- SECR_ T 
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BLOCK I: INDIRECT TAXES 

4--voiSAiA  

My right hon Friend began began the process of switching more of the - Lk • -s2S 15 

tax burden away from taxes on earnings and onto What people 

spend. The more highly income is taxed the less the incentive 

for people to earn." [switching the burden from income to 
- 	 1-1---RU,M esi-s 

spending gives everyone the freedom to spend or save more of I 1/4 -e- LA, L.1  
Se4e,t,t..621.\ 6y11/. 

their own money. So I have considered carefully what would be I1 

uueu  844"-°'  
the fairest way of financing lower income tax by raising taxes Ike:11a m.4 

cus11  
on spendin2 tQ6.0 
	i 	4 ti  tt-r --ItAkA,v• 0-14.,--vk g ik.J.AA-4LL kti  6-tAa.̀.. -act.c.ri (At g etztAic.vtg   

2- cik,cule, sj- ittA40-6- 

an area 

 L duties as 	ea for major change 

is now widely accept4that they should be adjusted in line 
- - f(atA icA ( 

with theLmovemen in prices from one year to the next, and this 
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E.  - 	51:DDASOLA.t12, 2. 	I do not ,Kee the excise 
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is broadly the basis P-fjmy approach this year. 

it- —vk thk trilacco aqk 
3. 
	

[9-  n tobacco-,I 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. 
u.ei•AA, ijywU) 

[However.( I do not propose to raise the duty or pipe tobacc vo-tut 

These changes will take effect from midnight on Thursday. 

atctS.., nk r C, 
4. 	Next, the oil duties. I am conscious of the concern felt by 

many of my hon and rt hon Friends about the effects of 

in petrol and dery duties on businesses and on rural 

motorists. Equally, however, I cannotLafford to-iallow the real 

value of these duties to fall significantly. I propose therefore 

to increase the duty on petrol in line with prices by about Op a 

t-TyyjSIGN  Li Ye- iAt 44-4-Ct`- 
tta_tift-1 	U -1) CAA. 0114-"--"N 

increases 
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_gallon. including VAT, or der I propos, 	
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es smaller increase of 
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about fp a gallon. including VAT. These changes will take 

effect for oil delivered from refineries and warehouses from 

peer 
aezi 

ct 
Iam& Itoate, c 

60,4142A.‘ 
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E-i Astuic 0. 
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6pm tonight. 

In the last threelyearse duty on heavy fuel oil hr, not 
It 

been increased d It?ropose 	hange&gairAthis year. E'he 

real burden 

cent since 

industrytby helping to hold down energy costsTj 

_ 

f 
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of thi1s uty will have been reduced& a quarterke 

1980]-. This will be of continuing assistance to 
F T 

Successive Chancellors have deci ed against raising the 

iduty on kerosene in order to help those - particularl pensloners 

- who use paraffin to heat their homq. Tie duty„has not been 

increased since [ 	.tI,proposeElow_jto abolishEt.jrith effect 

from 6pm tonight. 
14 CR 

14- 1 ck vq-L Ak-et,t bt. weep de(-L& Vt C -t0..Xec ferf 

Ltt Lc 1  

‘ANA.tt,tLLJ-44*-t4 	 s-a-sAs- tmilvt.cv..0-vx 	crt  

I also propose some changes in the rates of vehicle exeise 
r* --- 0 A ce_ 	i 

duty. Lin general, these will go up/roughly in line with prices. 

Thus for cars and light v 	the dutyl.:ill be increased by £5 

from £85 to £90. However, there will be duty reductions for 

the lightest lo ies offset by higher increases for some heavier 
E - r ot. c=t- w- ter.124. .26 el K,ALti4 

lorries, toecognisAhe different degrees of wear and tear they 

cause to the roads. These changes will take effect from 

tomorrow. [Finally. I propose to extend exemption from 

vehicle excise duty to all recipients of War Pensioners' Mobility 

Supplement.] 

U- - Now .i  co kti e  &.i, (K ve d

Ec) 8. 	
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L ot.t.lik,,,,,_ t....)1,..ki 	In reviewing the duties on alcoholic drinks I am obliged to 
1 v-ttiemAxm.k-- .1 kkAink.12A 

take into account the judgement of the European Court on the 

tka,niAzn.A%t 
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"One way of correcting the imbalance between 

beer and wine duty would have been to adjust 

the beer duty upwards to match the level of 

duty on wine. That could have required a duty 
increase on beer 1P.rling to price increases of 

as much asNa pint. This would have been 

unfair to beer drinkers, very damaging to the 

industry, and would in any case have raised 
-4- 

more rc,,venue by far than is needed to adjust to 
inflation. So I propose instead to limit the 

increase in duty on beer to a level which will 

raise the price of a typical pint by about 2p 

a pint including VAT, only lp more than would be 

needed to raise duty in line with prices generally. 
The duty on table wine...." 



E 
c,tyk_. 

i 	 (1.4.4irti244,- tax 

Lei i StAkkik`l- 

European litigation. 

barriers that other Member StatesStates 
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ate 0,44 vtiq 	(A.. 

e laws that rallita 1;4,,  ‘,1 myr 

have placed in the way 
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the history of this particularly vexed issue. 

govern this area are complex. and have given rise to much 
;Nit etruA-

Lx-A rtk,kia 

Some of these cases have concerned the 

LI 

_of our own exporting industries - particularly Scotch whisiky. 
fu,rftek- 	ttA,- 	is I et I- nix. &der 4.) lit OA 	 "lava 

t
.1-,larmonisati0n of duties is an important element of free trad b-e01/1 brOui 
/k is 	e4 al 	te4Aci frw Lodi 
within the Community and isyin Britain's longer term interests. 

vary vouck 
We cannot complain that other Member States 

European Court's judgements in this field if we do not respect 

them ourselves. I intend therefore to comply with the 
391AAji_ 

Pap 

r 	. 

LjL)c--LA 	 But I shall equally take steps to judgement on wine and beer. 

hasten the removal of some 

exports of spirits. 

at least of the obstacles to our 

F -td  -kit 
3 &131A W .vC.$n 10,AA4L 
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9.L'Eh-  e beer duty is an important source of revenue, and 

cannot afford to forego an increase. 63ut to limit its impact on 

themportan-tibrewing industry I propose to raise the duty on a 

typical pint of beer by about 2p, including VAT] This is only lp 

more than would be needed to raise the duty in line with prices 

generally:I The duty on table wine will go down by the 

equivalent of about 18p a bottle, including VAT. 

10. 

	

	Cider, which increasingly competes with beer but pays a 

lower duty, will go up by 3p a pint. I propose to increase the 
Tcliv‘ (Ivo. 

duty on Whisky fortified wine and sparkling wine by about 10p a 

bottle. including VAT. The duties on made wine will be aligned 

cir 	f 	̀el 	 [Sentence with those on other wine. 	 useful for European 

purposes.] 
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13. These changes in excise ,duties are expected to raise 
(,,c 0 	 b -- 
[7, 	 an 

Cs 
E [ ] 	illion in 1984-85 	d E [ ] million in a full year. The 

effect will be much the same as if the excise duties had all 

been raised just in line with prices. 

surcharge on vermouth. [This will operate from 1 September 
.2 4 40p cube etip.. 

increase the total duty on vermouth b Lin aniount equal to 

ik) 
the reduction I am proposing on light wine-./ e surcharge will 

lapse when I am satisfied that the discrimination against our 

spirits exports is being ended.) 

taly against 	• 	, 
tf/a. 

imports of Scotch whisky. I shall introduce a temporary duty 

iscrimination in I 
e)(f) I a it6tAl tiA a e 

Court's ruling on wine and 

encourage the early removal 

12. As the counterpart to compliance with the C -̀gu• 	S rk V1 /4A431-12- 

Pr offrOak l i be 	I intend to take steps to 4%. 

European 
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11. 	All these changes will take effect from midnight tonight. 

Next, value added tax. When we were returned to office 

in 1979. my predecessor saw VAT as the key to a long overdue 

ontinue this 

approach. But - as I have said before -Ot is essential now to 
hir 

broaden the tax base rather than raise Lallready 	ax rates. 
It 

[sq the rate of VAT will remain unchanged.LInstead. I propose to 

extend the VAT coveragell 

intend to tax, at the standard rate of 15 per 
iL.--k (:-4tte 

cent, three areas of expenditure[ [which carry sales taxes in 

most other developed cotmtriejs) that have hitherto been 

zero-rated. 

shift in the balance qf taxation. I intend to 
cavs€ 	t hw o c, p.c 

t4 141t  
t\I Eherefori 
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First, alterations to buildings. At present repairs and 

maintenance are taxed, but alterations are zero-rated. The 

borderline between these categories is complicated, and gives 

rise to nonsensical situations. I intend to eliminate these 

problems by taxing all alterations. But in order to allow time 

for existing commitments to be completed or adjusted - without 

also unacceptably eroding the revenue - the change will apply 

H from 1 June. LLet me also dispel any possible uncertainty for 

the building industry:a I am not proposing to extend the tax to 

new construction. 
setvu?4tt1 ext.k.ei vuu.os Sal icaS h 

Ota6 	(RAU 
iA J...b-Lvs3  

Second1y3 Iropose to tax all printed mattel/except 
1-1:-A.A.  

books. [Tax will [also be extended to newspaper advertisements 

and news services] With the growing number of ways in which 

information is made .  Available. many of which are already 
Lj E 	1 ittc 	me, ti al t-  i t 0-- 	_.- eAf _ro.A 

taxedip see] no easo t_cl maintai 	ecial/relief for the 

printed word. This change will apply from .(4-- ii v 

Third. food. Most food is zero-rated. But kome is not, 

COO 	
ice-crelm and soft drinksLwhichlwere brought into tax by the rt 

inc1uding1 food served in restaurants, and snack items such as 

1 cu  1" ALAdCriS fi> 
	14 _ 

hon Gentleman flip Membez., fo,r Leeds East. Take-away food 
t - Silt 4'1 	it-Filie' 

competes ffncreasingq with Cotheq forms of saterringt \and ; 

intend therefore to bring hot take-awayA.nealito tax, with 

effect from j,,./1. I 

Extending the coverage of VAT in this way should yield 
- 

bust ov+600m in 1984-85 and nearly El billion in a full year. 
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20. 	There is a fourth area 	ich ought to be brought into the 

coverage.  of VAT: fin cial transactions. But most financial 

services are specif -  ally exempted from VAT under European 

Community la 
/
-for good technical reasons to ,4 with the 

nature of V T. Instead, therefore, I intend to introduce a duty 

(.)U-NVIAAA/N 

Elk cice 

of exc e on the granting of consumer c edit - HP agreements 

and personal loans. The duty ill/  .ot apply to mortgages or 
• 

ther loans for house purchas or improvement which 

eligible for income tax relief. Under these proposals d y will 

be payable by lenders at the rate of [1] per cent p annum on 

the amount of outstanding credit. To low time for 

preparation and 
i 
 ntroduction, the duty wii take effect on all 

loans outs -- 
 ding from 1 July 1985. ;The tax should eventually 

yield about [£200] million a year. 

21. The net effect of all these changes in indirect taxation 

will be to raise additional revenue, over and above the yield 

from indexation, of some £600 million in 1984-85 and 

cr 
£1,340 million in 1985-86. The total increase in revenue will be 

Li26 	 17-co 
nea•ly-4-1-3Oe-million in 1984-85 and £18430 million in 1985-86. 

The immediate effect will be to add about 
	er cent to the 

overall level of prices. This has already been taken into 

account in the forecast of inflation which I gave the House 

earlier. 

22. The revenue thus raised will enable me to lighten thq 
k•A 	k 	L- _)(41_4-  I 11/1 

burden of income tax. But I wish to deal first witht (ompany 

taxation. 

covivv- 	A-10 	st iikk. To flg A otJA 	vick. 	 Dv, 
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BLOCK J: TAXATION OF PROFITS AND CAPITAL 

C:Ntv 'frisk - 	tf 	tt f(t 
topr.A.Art, • fAmYi 

The need for reform of company taxation is as great as 

anywhere in our tax system. The rates of tax are far too high. 

Lower tax rates can stimulate companies to greater 

profit, higher output and more productive investment. 

High tax rates are the product of too many special reliefs, 

indiscriminately applied and with little relevance to today's 

conditions. 	Some were introduced to meet short-term 

pressures, or much higher rates of inflation. Others reflect 

economic priorities or circumstances which have long vanished. 

Their effect now is simply to distort investment decisions and 

choices about finance, since unprofitable investments may still 

show a net return after tax. 	More important, with 

unemployment high, the relative cost of employing people or 

installing machinery is much influenced by considerations of 

tax. With inflation down to 5 per cent and set to go lower, this 

is the time to take a fresh look. 

I start with the corporation tax rates. My predecessors 

have set these rates and the provisions for the main reliefs and 

allowances for one year at a time. I intend to set them further 

ahead so that companies can have a firmer foundation on which 

to plan their investment decisions. 

BUD 
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The main rate of corporation tax has stood unchanged at 

52 per cent since the present system was introduced over 

10 years ago. I propose now to begin a progressive programme 

of reductions. For profits earned in the year just past, on which 

tax is generally payable in 1984-85, the rate will be cut by 

2 points to 50 per cent and for the following year, 1985-86, it 

will be cut by a further 5 points to 45 per cent. Looking further 

ahead to 1986-87, it will be cut by another 5 points to 40 per 

cent. And for 1987-88 I am proposing a yet further cut of 

5 points to 35 per cent. 

These rate reductions have a further bonus. Our present 

partial imputation system of corporation tax requires some tax 

to be paid on profits distributed as dividend whereas no 

corporation tax is due on profits covered by interest payments. 

Companies thus have an incentive to finance themselves 

through borrowing rather than by raising equity capital. To 

eliminate this undesirable distortion the corporation tax rate 

should ideally be the same as the basic rate of income tax. This 

gives 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. 

Along with the rates of tax, it is right to reduce reliefs 

and allowances which affect all business, both corporate and 

unincorporated. This is necessary both to remove distortions 

and to allow for the reduction in the rate of tax. 

UDGE -SECRET 
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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. Company liqudity was then 

very low, but this is no longer the case. The relief 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 after Budget day. 

Second, capital allowances. Over virtually the whole post — 

war period there have been incentives for investment in both 

plant and machinery and industrial buildings. his has 

encouraged companies to invest in these assets in preference to 
,--- 

other forms of investment.( But there is little evidence that 

these incentives have strengthened our economy or improved 

the quality of investment. Indeed, there is some evidence that 

businesses have invested too heavily and indiscriminately in 

assets giving a lower rate of return than the investment made 

by our main competitors. 

Accordingly, I intend'so far as practicable to remove the 

incentive element from the capital allowances. It would be 

unreasonable to make a change of this magnitude overnight. I 

propose to do so in three stages. In the case of plant and 

machinery, and 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. 

BUDGET-SECRET 
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After 31 March 1986 there will be no first year allowances and 

all expenditure will qualify for annual allowances on a 25 per 

cent reducing balance basis. 

I intend a further important change in this area. From 

next year annual allowances will be given as soon as 

expenditure is incurred and not, as they are today, when the 

asset comes into use. This will bring forward the entitlement 

to annual allowances for those assets, such as ships and oil rigs, 

for which some payment is frequently made in advance of their 

being brought into use. 

Next. 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. 

The changes in the rates of allowances will not apply to 

payments under binding contracts entered into on or before 

today provided that the expenditure is incurred within 3 years. 

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 for reforming corporation tax. 

• 
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The business tax measures which I have just announced 

together cost more than £700 million over the first 2 years of 

this programme. Figures for later years are increasingly 

uncertain. However, the estimates for these later years have 

been drawn up on a cautious basis and if in the event there is 

scope for further reductions I shall be very ready to propose 

rates of corporation tax below the figures of 40 per cent and 

35 per cent which I have mentioned. Even if I cannot, the rate 

will have been cut by a third in 4 years. 

Lower rates of tax and fewer distortions hold out an 

exciting prospect for companies to improve their profitability 

and to expand. 	This will lead to higher output, more 

employment, greater investment in a more productive capital 

stock and a better all-round economic performance. This is a 

recipe for sustainable growth. 

I come now to the Business Expansion Scheme introduced 

in 1981 by my rt hon and Learned Friend 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 investment in projects which are of their 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 will require further tightening. 

BUDGEtaSECW7' 
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17. 	[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 [ 

As a further measure to help small firms I propose that 

the VAT registration threshold should be raised with effect 

from midnight tonight from £18,000 to £18,500. This will cost 

£ [ I  million in a full year. 

In keeping with what I have said about removing 

distortions, there are two reliefs in the personal tax field which 

I propose to abolish. Both were introduced at a time when this 

country suffered from excessively high rates of income tax. I 

have concluded that the reliefs are no longer justified. 

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 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. 

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 

BUDC 
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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. 

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 

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 the extent of past increases and 

lower inflation, these will be held to about 10 per cent. 

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 incomes taxes. It is a matter of particular 

concern to those involved in running unquoted companies. The 

highest rates of capital transfer tax are way of line with 

comparable rates abroad, and with the top rates of other taxes 

BLit 
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in this country. I propose therefore to reduce the highest 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. 

For capital gains tax I will, as promised, bring forward in 

the Finance Bill proposals to double the limit for retirement 

relief to a figure of £100,000. backdated to April 1983. A 

consultative document on other possible changes in this relief is 

being issued. I am proposing no other changes this year in the 

tax beyond the statutory indexation of the exempt amount from 

£5,300 to £5,600. However, capital gains tax continues to 

attract criticism - not least for its complexity - and is a matter 

to which I hope to return in a later year. 

We have done much to improve Development Land Tax. 

Early in the last Parliament, we increased the threshold by 

£40.000 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. 

Next share options. The measures introduced in the last 

Parliament to improve employee involvement through profit 

sharing and 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 [ I 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 
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to £75. [-F 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. [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).] 

I turn now to the North Sea. Last year's tax changes were 

well received, and there has been encouraging progress in the 

number of development projects coming forward, as well as in 

exploration and appraisal. The impact of the wider corporate 

tax changes I have announced should be generally favourable, 

leaving the profitability of future fields broadly unchanged 

while at the same time providing some cash flow improvement 

for existing fields. The one area which could be adversely 

affected by the changes is incremental development in existing 

fields. This is of increasing importance and I therefore propose 

to review this area in consultation with the industry and to 

legislate next year, as may be appropriate, to improve the 

position. To prevent projects being deferred pending this 

review, any resulting concessions will take effect from today. 

BUDGE i SECRE  
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30. I am taking two measures to prevent undue loss of tax in 

the North Sea. First, in addition to the PRT measures on 

farmouts which I announced last September, I am limiting the 

potential corporation tax cost of such deals. Second. I propose 

to repeal the provision which allows advance corporation tax to 

be repaid where corporation tax is reduced by PRT. I have 

concluded that this can no longer be justified, especially when 

the oil industry is benefiting from the wider changes. Finally, I 

have, as my predecessor promised, reviewed the case for 

extending last year's future field concessions to the Southern 

Basin but have concluded that additional incentives here are not 

needed. 

t J. 61- ttP4'1\- 
f 	- h, 

31. 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 effectively pay no VAT on imports. 

But purchasers from UK suppliers must buy at prices which 

include VAT. We are [almost] alone among members of the 

European Community in offering this facility to importers, and 

I cannot justify that any longer. 	Accordingly, I propose that 

from 1 October all VAT on imports will become payable in the 

same way as customs duties. This will provide a once-for-all 

revenue gain of the order of £1.2 billion. 	The European 

Commission has proposed that the Community should harmonise 

on our present system, and in the event of our European 

partners agreeing to this I shall naturally be ready to follow 

suit, and revert to our present arrangements. But unless, and 

until, that happens the UK would do better to adopt the system 

which they apply. 

kAAA tsAtkAAAIVI 

k,W:1144:1\1  

A' 

1e,n, 

A

,, 

Af NVer4-4''.4  
1,0„ • ittj 

)1\PIVL(Ate 
v,1‘11 4,14. 

c oc,Av 	iv, ovi Ork 
Oular4,4 

tibroAk 

L'UDGE -SLCRET 



BUDGE 1.- SECREr 
[Next, the Loan Guarantee Scheme. This has proved its 

In -supporting small firms to start up and expand and it 

:441 be extended until [ 1. The Secretary of State for Trade 

will make a statement on the operation of the scheme [ ) 

As a further measure to 41p small firms I propose that 

the VAT registration threshold{sZilultdibe raised with effect 

7 
from midnight tonight from £18.000 to E18. 00. -This-will-eost 

In keeping with what I have said about removing 

distortions, there are two reliefs in the personal tax field which 

I propose to abolish. Both were introduced at a time when this 
A i 	r  tt,0 se_ rc-4CA. 

country suffered from excessively high rates of income tax. L.  

have concluded thatjthe reliefs are no longer justified. 

The first is the 50 per cent deduction (falling after nine 

years to 25 per cent) given from the emoluments of foreign 

employees 	here to .vor17 fnr Fc:rei 71 emploVers. At 

present income tax rates C-10 	0,1 ;',r 	relief has clearly 

gone. It has also benefited many for whom it was never 

designed. So I propose to withdra ,v the relief/for all new cases 
7̀7,0  

from 6 	Apri+-TIVIrt 

ontiticment to rclicf for the five years to 5 April 1989. 

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 

ir 

• 
Lc 

I propose also to abolis4t frnm A-pril ncr.-t-A2nd for very 
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Aglper propose to -abolish-the matching relief for the 

oyad who spend 30 days abroad, and similarly for 

t employees and self-employed who have separate 

LI-N‘A,L. 

1..<> 	I a it, 
iv(  

employments or separate trades carried on wholly abroadi 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. 

The abolition of these reliefs will eventually yield revenue 
ov ete" tS0 	t t forN 

savings of -saratZ-4---i-- and will be another useful step in 

removing complexity and distortions. 

  

rS :V) ) 
for those I need aiegaziwzajakw+e0 the car benefit scales 

provided with the use of a car by their employer. Despite the 

increases over recent years, the levels still fall short of any 
cos 

L realistic measure of 	_ rue benefit I arnproposing 4deotpluer 

rtC-Nr c-•) 
increase. in boTh the car and car fuel scales with effect from 

April 1985. 

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 incomes taxes. It is a matter of particular 

concern to those invo ve in running 	
1014•NAS ("7,7  

. The 
out 

highest rates of capital transfer tax are way/of line with 

comparable rates abroad, and with the top rates of other taxes 

611-3 
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In this country. I propose therefore to reduce the highest rate 

luiav-  capital transfer tax from 75 per cent to 60 per cent. For 

',tat  lifetime gifts I further propose to make the rate one-half of 

that on death over the whole scale. 

For capital gains tax I will, as promised, bring forward in 

the Finance Bill proposals to double the limit for retirement 

relief to a figure of £100,000, backdated to April 1983. A 

consultative document on other possible changes in this relief is 
[1 	i--  weeK3, 

being issue 	I am proposing no other changes this year in the 

tax beyond the statutory indexation of the exempt amount from 

£5,300 to £5,600. However, capital gains tax continues to 

attract criticism - not least for its complexity - and is a matter 

to which I hope to return in a later year. 

We have done much to improve evelopment Land Tax. 

Early in the last Parliament, 	in rease t c threshold VD- 
trfro 

o £50,000. I now propose a further increase to 

£75.000. which will reduce the nu-ribrs affected by the tax by 

more than one-third. 

Next share options. The measures introduced in the last 

Parliament to improve employee involvement through profit 

sharing and savings related share option schemes have been a 

notable success. The numbers of these all employee schemes 
670 

have increased from about r30] in 10 7 0  to over [1] now, 
0.. iv% 	cstA 

benefiting morc24an [ 1  employees. To maintain and build on 

this progress I propose to increase the monthly limit on 

contributions to savings related share option schemes from F_5.11  

L., 
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o o more to attract 18;: But beyond this, I 
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top calibre company management and to increase the incentives 

and motivation of existing executives and key personnel by 

linking their rewards to performance. {Inn 
I propose therefore 

that subject to certain limits and conditions share options generally 
will be taken out of income tax, leaving any gain to be charged to  
capital gains tax on ultimate disposal of the shares. The new rules  
will apply to options meeting the conditions which are granted from 
6 April next. fI am sure that all these changes will be welcomed as  
measures to encourage the commitment of employees to the success of  
their companies and to improve the performance, competitiveness  
and profitability of British industry." 

tne.—.ufgaz---Q4--nrual—Gecision oqt 

alhAwg.1 

29. 	I turn now to the North Sea. Last year's tax changes were 

well received, and there has been encouraging progress in the 

number of development projects coming forward, as well as in 

exploration and appraisal. 	he impact o 

tax changes I have announced sh _enerally favourable. 

eaving, the profitability of E 	r. fields broadly unchanged 

er corporate 

InA)AA`' 

kr AfrIlloi 
tAP w-e 

rT1T111,,vr rr, cars f. 
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..as‘ 

hile at the same tim- srovidinu SOI P CA Ch f 

"Wethe Government is already committed 
aATImt—the—epeeistl- 	

44 
the economics of investment in incremental development in 
existing fields. This is of increasing 	

ft 

atfil\-J 

-FN 
	 • 	 •,11.,,,A 	 “11,  1. Liireiore propose 

to review this area in consultation with the industry and to 

legislate 

position. 

64.0i 
	next year, as .may b appropriate, 	improve the 
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review, any resulting concessions will take effect from today. 
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30. cr am taking two measures to prevent urniot ow of toxin - 

North Sea. First, in addition to the PRT measures on 

outs which I announced last September. I am limiting the 

potential corporation tax cost of such deals. Second. I propose 

to repeal the provision which allows advance corporation tax to 

be repaid where corporation tax is reduced by PRT. I have 

concluded that this can no longer be justified,tre - 

n*Ireerrn-da ter changes. Finally, I 

have, as my predecessor promised, reviewed the case for 

extending last year's future field concessions to the Southern 

Basin but have concluded that additional incentives here are not 

needed. 

I am also making changes in the system by which VAT is 

charg on the importation of goods into the United Kingdom. 

At presen most importers effectively pay no VAT on imports. 

But purchase from UK suppliers must buy at prices which 

include VAT. W are [almost] alone among members of the 

European Community 	offering this facility to importers, and 

I cannot justify that any nger. 	Accordingly, I propose that 

from 1 October all VAT on i sorts will become payable in the 

same way as customs duties. Th will provide a once-for-all 

revenue gain of the order of £1.2 illion. 	The European 

Commission has proposed that the Commun tv should harmonise 

on our present system, and in the event o our European 

partners agreeing to this I shall naturally be real ;  o follow 

suit, and revert to our present arrangements. But unle 	and 

until, that happens the UK would do better to adopt the syste 

which they apply. 
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.„- -141113C11 I= TAXATION OF PROFITS AND CAP/TAL 

The need for reform of company taxation is Cas great as 

anywhere in our tax system (Therates of tax are far too high 

LLower tax rates can stimulate companies to greater 

profit, higher output and more productive investmen 

31,4-1 
2. 	'Eligh tax rated are the product of too many special reliefs, 

indiscriminately applied L.  an  with littl relevance to today's 
--- 

-Sonre were introduced/ to meet short-tern 
/----- 	t.4,---tAi L. t..Acrt-3-t-A- 3,,ay. 
pressures. .or.--Lnue.11—Iiigher---r. 	-at-ey ol inflation 	Gt:l!pers reflect 

economic priorities or circumstances which have long vanished. 

Their effect now is sile‘to distort investment decisions and 

choices about financ , since unprofitable investments may still 

show a net return after tax. 	More important, with 

unemployment high. 

..h  

conditions. 

k 
unpro cJolk 

ith inflation down to 5 per cent and set to ao lower, this 

is the time to take a fresh 

3. 	I start with the corporation as rates. "'Iv predecessors 

have set these rates and the provisions for the main reliefs and 

allowances for one year at a time. I intend to set them further 

ahead so that companies can have a firmer foundation on which 

to plan their investment decisions. 

BS6 
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lilaiii'rate of corporation tax has stood unchanged at 

since the present system was introduced over 

ago. I propose now to begin a progressive programme 

business 

38 per cent to 30 per cent forthwith)  

of reductions. For profits earned in the year Just, , on which 

tax is generally payable in1984-85. the rate will be cut by 
p,:o4A‘ 	.  

2 points to 50 per cent and forflhe following year. 1985-862} it 

will be cut by a further 5 points to 45 per cent. Looking further 
p,c4f.:6 4.4-4.-c a.  

ahead to[1986-87] it will be cut by another 5 points to 40 per 
p-coiLt. 	 igic4/67  

cent. And for [l987-8J I am proposing a yet further cut of 

5 points to 35 per cent. At-IL4.. r-c-4" t"c  
s4  IcZ 

5. 	These rate reductions have a further bonus. Our present 

partial imputation system of corporation tax requires some tax 

to be paid on profits distributed as dividend whereas no 

corporation tax is due on profits covered by interest payments. 

Companies thus have an incentive to finance themselves 

through borrowing rather than by raising equity capital. To 

eliminatF. this undesirable distortion the corporation tax rate 

should ideally be the same as the 1,asic rate of income tax. This 

gives a target at which to 	rIchievement will •d.Pnend 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 

1...4 
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6. jiong with the rates of tax. i 
(1K5cAl- 

and allowances which/affect -41 business. both 

unincorporated. Erhis is necessary both to remove distortions 

and to allow for the reduction in the rate of tax. 

decisior.:s. at present 

This is necessary both to reriove,eistortiotc strongly influr,,4ce 
and to permit the reduction in the rate of tax.' 

I h..4.0-31" 

t is right to redug eliefs 

corporate and 
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7., 	First, stock relief. This was introduced by the right In 

intleman for Leeds East in a desperate attempt to repair the 

-:::*mage he had wrought in his first Budget and to help 

businesses cope with high inflation. Company liqudity was then 

very low, but this is no longer the case. The relief has since 

been patched/but is increasingly unnecessary as business profits 
el4,̀ ."( 

recover and inflation falls., I propose thatt should now go 
5 	 41-1."6_1" It 

altogether for accounting periods beginning after Budget dayl 

0-4-2-0 Ct+-4-b- 	 ('.- 
J 

8. 	Second, capital allowances. Over virtually the whole post 

war period there have been incentives for investment in both 
/----' 

plant and machinery and industrial buildings. Lis has 

encouraged companies to invest in these assets in preference to 

other forms of investment But there is little evidence that 

these incentives have strengthened our economy or improved 

the quality of investment. Indeed, there is some evidence that 

businesses have invested -4=3::r heavily and indiscriminately in 

assets giving a lower rate of return than the investment made 

ttrt, 	
1̂ -•••••-+ 

fEE 
61.1" 
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ft 
	by our Main competitors. C 0_,..„.coL.,...A., &c.o.-, L-.-(1,-..A-1 

r 	) 

9. 	Accordingly. I intend 	 . 	• ---,-,4••"4-..-t•-n-rr-rri-.-j-r-r7-!7',. • 

GlOo1/4.0iigt1 	 --" 	  

1/4Y6A 	 Capital all,),r.-ancr-_,s. Pt  would eAtisnel-ft-  SU_ co-f 
akvaNcL4Nces c.0 
of_ 	facki Lab ke • 	1.1  . unreasonable to make a change of til 	_nitude overnight. I 

three stages. In the case of plant and 

machinery, and assets where the allo-vances are linked with 

them. the first year allowance will he reduced from 100 per 
ck.A.,.... st.......4- 

[

cent to 75 per cent for expenditure incurred after today and to 

50 per cent for expenditure incurred after 31 "larch next year. 

,• 
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Mitch 1986 there will be no first year allowances and 

will qualify for annual allowances on a 25 per 

reduchn balance basis. 

I intend a further important change in this area. From 

next year annual allowances will be given as soon as 

expenditure is incurred and not, as they are today. when the 

asset comes into use. This will bring forward the entitlement 

to annual allowances for those assets, such as ships and oil rigs, 

for which some payment is frequently made in advance of their 

being brought into use. 

Next. 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. 

The chances 	the rat.,,, 	 not apply 

payments under binding contracts ente.red into on or before 

today provided that the expenditure is incurred within 3 years. 

Over the same period the otl-y-r capital allowances will be 

brought into line with these chan4es. The Inland 7evenue will 

be issuing a press notice tonight giving further details of the.-t-

1 proposals or reforming corporation tag 

'When these changes have fully taken place in 
respect of both plant and machinery and of industrial buildings 

c  ‘‘'tax allowances will be confined broadly to rates in line with 
/IF 

economic depreciation, generously interpreted.' 



"I propose to legislate for a cumulative reduction of 17 
percentage points in the rate of Corporation Tax. •-Lower 
rates of tax 	If 

• 

"We shall get better and more productive investment to add to our 
national wealth and to give us a better all round economic performance. 
But above all these measures will go a long way to ensure that we 
invest in people and not just in the plant that people use . This is a 
recipe for sustainable growth." 

liBwever, I do propose 
one change. The scheme is not intended for comparatively safe 
investments in activities which would have taken place anyway. It is 
for new or expanding companies with trades where the risks to the 
investor are commensurate with the generous level of relief. I 
therefore propose that from today farming should cease to be 
a qualifying tade. I am also ready to consider tightening the scheme 
further if it is necessary to ensure that it is used only for the 
purposes I have outlined." 

1- Ale : ,YL ~40/1 
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w-emerre,--nwnt-tio the Business Expansion Scheme, introduced last year as 
a successor to the Business Start Up Schemed  Vilfts has been welcomed 
as a highly imaginative scheme for encouraging individuals to invest in 

small companies. 
proving a considerable successladt:z, 



and to expand. 

employment, 

stock and a bett 

ore productive capital 

-round economic performance. This is a 

e for sustainable growth. 

The business tax measures which I have just announced 
'1/4-4X.Ar  

ether cost more than £700 million/ over the first 2 years of 

programme. Eigures for later years are increasingly 
_ 

However, th•1 Estimates for these later years have 

been drawn up on a cautious basis am:11f in the event there is 

scope for further reductions I shall be very ready to propose 

rates of corporation tax below the figures of 40 per cent and 

35 per cent which I have mentioned. Even if I cannot, the rate 

will have been cut by a third in 4 years. 

15. Lower rates of tax and fewer distortions hold out an 

exciting prospect for companies to improve their profitability 

1(,. I come now to the Business Expansion Scheme introduced 

in 1981 by my rt hon and Learned Friend 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 investment in projects which are of their very nature 

more than usually risky. But there is evidence that they are in 
e.. in *twos. 	%"4 42-re 	kc_Npeol 

some cases being exploitedrby those who ought to know better:J 

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 will require further tightening. 

a 

uncertain. 
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BLOCK K: SAVINGS AND INVESTMENT 

I. 	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. Chancellors 

before me have referred to similar distortions in the pattern of 
r lei A' 

tax and savings, particularly in encouraging savings through the 
tin +mto-t 

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. And they will contribute further to 

the creation of a property-owning, share-owning democracy. 

First I propose to draw more closely together the tax 

treatment of investors in banks and building societies. These 

institutions compete in the same market for personal deposits. 

They should be able to do so on more equal terms. 

There has been criticism in the past that the building 

societies gain an advantage by the arrangements through which 

they account for income tax at a composite rate on the interest 

they pay to their depositors. I propose to meet this criticism by 

extending composite rate arrangements to interest received by 

UK resident individuals from banks and other licensed deposit 

BI  
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takers, with effect from 1985-86. The composite rate will not 

apply to non-residents or to the corporate sector. They will 

continue to receive interest gross as at present. 

S. The new arrangement should provide a welcome 

simplification of the tax treatment of interest for individual 

bank customers generally. 	It will also enable tax to be 

collected much more economically by the Inland Revenue, and 

so provide significant staff savings {of up to 1000] and avoid 

the need for many more staff as interest starts to become 

payable on a wider variety of current accounts. 

I also considered removing the special 40 per cent rate of 

corporation tax from building societies. But since the 

corporation rate will now come down to 40 per cent for 

companies generally in 2 years time, I am leaving the building 

societies rate in place. 

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. 

Litilkj 	8. 	I come now to stamp duty, which was doubled from its 

cAANZ 
	

long standing 1 per cent by the post-war Labour Government in 

rk 04 tr cu.," ) 1947. reduced by the Conservative Government in 1963 and 
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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, adding 

substantially to the volume of business and hence increasing 

liquidity in the market. 

The Stock Exchange itself is going through a period of 

very significant change. It is moving by stages to implement 

the agreement reached with the Government, which made it 

possible to withdraw the Stock Exchange case from the 

Restrictive Practices Court. That move has unlocked a most 

active debate about the changes which are needed to make the 

Stock Exchange more efficient and to ensure that it can 

compete in an increasingly international securities market. 

Some of the moves agreed with the Government have 

already been implemented. [Lay members have been introduced 

on the Stock Exchange Council and its appeals committees, 

minimum commissions are to be reduced for gilts and abolished 

for overseas securities from 9 April, and member firms will be 

able to form international dealing subsidiaries, as principals, 

from the same date. The complete abolition of remaining 

minimum commission scales is to follow, in a so-called "big 

bang" at a later stage. It poses important questions about the 

BUL.)E. -SECRET 
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present separation of functions between jobbers and brokers.] 

Developments will continue to be monitored closely by the 

Government and the Bank of England to ensure that the changes 

promote an active, healthy and competitive securities market 

in London, with effective protection for the investor. The 

reduction in stamp duty which I propose will be a valuable 

complement to this process of change. 

It will of course also help companies in raising equity 

finance. I propose now four measures to assist the issue of 

corporate bonds. 	The attractive 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. 

Stamp duty is also a burden for house buyers. To ease 

this, the new 1 per cent rate will apply to land and buildings as 

well as to equities. I am sure this will be welcomed by the 

construction industry. I further propose 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. 90 per cent of first 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 £ [440] million in 1984-85.] 

BUDGE S SC ET 
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Beyond this, my rt hon Friend issued a year ago a 

consultative document, canvassing substantial changes in the 
- -. 

structure of stamp duty. (The Inland Revenue tell me that there _ 

has been a positive and constructive response, though not all 

the main representative bodies have yet been able to finalise 

their comments. I shall be returning to this subject next year. 

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 to 

tax at only the basic rate. 

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 the simplest solution is outright 

abolition forthwith. The cost will be some £20 million in 

1984-85. There will be staff savings rising to over 200. 

BUDGE i -SECRET 
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The House will be aware of other recent developments 

which, I believe, will contribute significantly towards my 

objective of a simpler and more straightforward tax system. In 

his Budget Speech two years ago my rt hon Friend referred to 

the judgement of the House of Lords in the Ramsay case. A 

few weeks ago the House of Lords delivered a further important 

judgement in the case of Furniss v Dawson. There have been 

some suggestions that this judgement could call in question the 

tax treatment of transactions such as straightforward student 

covenants or ordinary leasing transactions. I am glad to see 

that most commentators have dismissed these suggestions as 

the nonsense they are. On the more substantial aspects of the 

judgement, I believe that if "the new approach" is developed 

and applied sensibly and responsibly - and I am sure it will be - 

it will contribute towards a simpler system with more realistic 

rates of tax. 

My rt hon Friend told the House that the earlier 

judgement could bring in something in the region of 

£400 million of tax which would otherwise have been avoided. 

can tell the House that the more recent judgement may well 

produce an additional £250 million of tax just on cases which 

the Revenue has at present under enquiry. This, and the fact 

that we can now begin to be a little more confident that the 

nominal rates of tax will correspond more closely with the tax 

that people actually pay, is one reason why I feel able today to 

announce some reductions in the highest nominal rates of tax. 

ET-SECRET 
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21. Taken together, the proposals I have just announced will 

go some way towards providing a simpler and straightforward 

tax system for savings and investment, at once clearer and 

more honest, and removing biases which have discouraged the 

individual saver from investing directly in industry. They are 

consistent with our policy of encouraging competition in the 

area of finance as in the economy generally. 
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1. 	Next.-saxings.anfl-kwestmelft. the third area of the tax 

system where some reform is long overdue. is 5.-4,-.---v-pos• 6_04_ 1",-,..441,,,c.-4.7, 

, 

k • 

I 
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[ 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. Chancellors 

before me have referred to similar distortions in the pattern of 

tax and savings, particularly in encouraging savings through the 

_../institutions, and I have proposals to make here too. Together 

tb33:9- should help to improve both the direction and the quality 

of savings and investment. And they will contribute further to 

the creation of a property-owning, share-owning democracy, 

First I propose to draw more closely together the tax 

treatment of investors in banks anfl building societies. These 

institutions compete in the 	personal deposits. 

They should be able to do so on :more e ual terms. 

? L .  
. 
There has been criticism in the past that the building 

societies gain an advantage by the arrangements through which 

they account for income tax at a composite rate on the interest 

a 

t'avc4- 

they pay to their depositors. I propose to meet this criticism by 

extending composite rate arrangements to interest received by 

UK resident individuals from banks and other licensed deposit 

"The arrangements under which building societies account 
for income tax at a composite rate on the interest they 
pay to their depositors arguably give them an unfair 
advantage over other deposit takers. 	For this and other 
reasons, I propose to extend with effect from 1985/86 
composite' rate arrangements to interest received by 
UK 	resident individuals from banks and other licensed 
deposit takers. 	The composite rate ... as at present." 
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.,Aililtees. with effect from 1985-86. The composite rate will not 

to non-residents or to the corporate sector. They will 

ue to receive interest gross as at present. 

t;:". 

6ar"10054 

5. 	The new LarrangementS should provide a welcome 

simplification of the tax treatment of interest for individual 

It will also enable tax to be bank customers 

collected much more economically by the Inland Revenue, and 
et-it u-M-A- 

so provide significant staff savings [of up to 1000] , sad avoid 

the need for many more staff as interest starts to become 
1`. 

ayable on a wider variety of current accounts. 

ro-c- 

6. 	I also considered removing the special 40 per cent rate of 	 ov*A‘'t 
XiDatfa. 

corporation tax from building societies. But since the 

corporation rate will now come down to 40 per cent for 

companies generally in 2 years time, I am leaving ,the/building 

societies rate in place 

) 
C-0-4 	 vs4„,re 1.4-4-1S 1 

Cl- 

7. Next life assurance,k There ic no longer any justification 

for life assurance premium relief, the main effect of which is 

o encourage institutional rather than direct investment. /,.So I 

propose to withdraw the relief on new policies with effect from 
y. - oy eAhc,..r.c.ect 

today. I stress that this change will apply to new policies only. 
1. or i rs.c.,reo-sedi 

taken nu after today. Existing policy holders will not be 
% 

14 •-••x1(4 44-  k. ,,-•1 -  

affected. The changtt 3.1th.14 yield f:90 million in the first year. 
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8. 	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 



"Non-taxpayers will still ide able to receive interest gross 

on certain National Savings facilities. But as I have already 

announced, next year's target for National Savings will be 

the same as this year's. So the Government are not seeking to 

take advantage of the new composite rate arrangements to 

attract additional inflows into National Savings. Further-

more, I have decided to reduce the maximum limits on future 

holdings in the National Savings Investment Account and in 

Income Bonds to £50,000 in both cases. This will take affect 

from the earliest practicable date." 
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-doubled to 2 per cent in the first Budget presented by the 

Gintleman the Member for Leeds East in 1974. At its 

t level it is a clog on mobility and change.  

6.10-1).EA416-.... 

1 	 9(1..„,:lot:,  rocAe-E.0-cA--•-ait, 

9. 	propose to halve the rate to laring=i4=back-to 1 per cent.r 

The reduction in the rate of duty on share transfers will remove 

an important disincentive to direct savings in equities -and 

E L 	 —maintainiihe competitiveness of the UK stock market, adding 
_ 

substantially to the volume of business and hence/increasing 

/1- 	liquidity in the market] • 	41-..._.h.---1C-A-X; • 

10. /he Stock Exchange itself is going through a period 

very significant change. It is moving by stages 	implement 

the agreement reached with the Gov ment. which made it 

possible to withdraw the 	k Exchange case from the 

'Restrictive Practic 	ourt. That move has unlocked a most 

active de e about the changes which are needed to make the 

ock Exchange more efficier2and t ensur thatWt. can 

Li. Some of the moves agreed with the Govern ent "lay ,- 

already been implemented. [Lay members hayseen introduced 

on the Stock Exchange Council and 	appeals committees, 

minimum commissions are to he duced for gilts and abolished 

for overseas securities fro 0 April. and member firms will be 

able to form intern ional dealing subsidiaries, as principals. 

from the sa 	date. The complete abolition of remaining 

minimu 	commission scales is to follow, in a so-called "big 

at a later stage. It poses important questions about the 

3.04...A.- 0......-r 04-...1.-- 
rompPte in an increasinglY intern.itinnal securitis market. 
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-2resent separation of functions between jobber, and brokers.] 

opments will continue to be monitored closely by the 

ernment and the Bank of England to ensure that the changes 

promote an active, healthy and competitive securities market 

in London. with effective protection for the investor. The 

reduction in stamp duty which I propose will be a valuable 

"..pniplement to this process of change. 

, 12. /It will of 

	

	course also help /6ompanies in--raising equity 
4̂ .9*Li t-, ,th ree,  

14, finance. I propose novapout measures to assist the issue of 

corporate bonds. 	The attractive arrangements for deep 

discount stock and the reliefs for companies issuing Eurobonds 

in this country 11-ave—a4read-y—treeti announce/' In addition I .1... 
y• ee•iitiAr. 	 , 	 ;hew foi k 2, rAcvNth5 

propose to exempt *1' new corporate fixed interest securities, 
A 

°(  

from Capital Gains Tax 

1 3. Stamp duty is also a burden for house buyeRk To ease 

	

and' ckv% 	 peoptes cAckft7 B-V 

	

jobs y 	Kave ‘-o rnove(...6, 
a 	I Ikese..0.* c"..4-ta.• 	 

this, the new I per cent rate will ripply to land and buildings as 

well as to ecit,''ies. I am stir,  this will be welcomed by the 

construction industry. I further propose 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. 90 per cent of first time 

buyers will as a result no longer be liable for stamp duty. 

14. 

exem-pti-on 
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ion in 
	

4-5. t 



9reApi  
Y• - 

NrciANJ PfA 114 
Version A 

• 

    

II The new rate of duty will apply from the earliest practicable 
date, the 20th March. 	The question on the Resolution which 
gives temporary effect to this proposal cannot be put until the 
end of the Budget Debate. 	The Resolution will, however, provide 
for the new rate to apply to instruments executed on or after 
today which are stamped on or after 20 March. 	The new rate 
will apply to Stock Exchange transactions in the Trading Period 
which began yesterday where settlement is due on or after today. 
The reductions will cost Em460 in 1984/85." 

Version B 

"The new rate of duty will apply to instruments executed on or 
after today which are stamped on or after 20 March. 	For Stock 
Exchange transactions the new rate will apply to transactions 
within the current Account where settlement is due on or after 
today. 	The reductions will cost Em460 in 1984/85." 



us 
-a-ayorml--414194 my rt hon Friend issued 

tive document. canvassing substantial changes in the 

e of stamp duty The Inland Revenue tell me that there 
vve 5+0,,k vv-o...% s ovIAE. 

cs7v,M1 	So 

has been a positive and constructive response,  though/not  all 

the main representative bodielhav—e---yet been ableto finalise 

their comments.Z I shall be returning to this subject next year. 

VA-#-1 1"`^ift' 

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 ..1)articularly hars1- 9 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 to  

rew okheir 	JQ C 	cQJ.* 
tax at only the basic rate. 	, e or\ -co-,' 	 vavecwerkgd  t'v\co,441/40 

I have accordingly considered whether and how to reduce 

the level of Investment Income Surcharge. There are obvious,. 
E 'SSC) try• 0‘%01,e-1. 

ifficulties. for the full year yield is SO InQ £320 million. 

Nevertheless4 have been concerned that the current anomalous 

position shoulc if possible be corrected. 

18. 	And have concluded that the simplest solution is outright 
ss  

abolition forthwith. 	The cost will be some E-2-& million in 

1984-85. There will be staff savings rising to over 200. ih 

Cr • (101%. re-Z, 	C.7r1" 	 al„ 	 --04-41-41 
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The House will be aware of other recent devek 

'eve, will contribute significantly towards my 

of a simpler and more straightforward tax system. In 
• 

his Budg t Speech two years ago my rt hon Friend referred to 

the judge. nt of the House of Lords in the Ramsay case. A 

few weeks agi the House of Lords delivered a further important 

judgement in t e case of Furniss v Dawson. There have been 

some suggestions hat this judgement could call in question the 

tax treatment of t ansactions such as straightforward student 

covenants or ordinar leasing transactions. I am glad to see 

that most commentato have dismissed these suggestions as 

the nonsense they are. 0 the more substantial aspects of the 

judgement. I believe that i "the new approach" is developed 

and applied sensibly and respo ibly - and I am sure it will be - 

it will contribute towards a sim er system with more realistic 

rates of tax. 

20. My rt hon Friend told the Huse that the earlier 

judgement could bring in something in the region of 

£400 million of tax which would otherwise ha e been avoided. I 

can tell the House that the more,  re,cont jud,g 	ent may well 

produce an additional £20 million of tax just o cases which 

the Revenue has at present under enquiry. This, a d the fact 

that we can now begin to he a little more confident that the 

nominal rates of tax will correspond more closely with he tax 

that people actually pay. is one reason why I feel able tod v to 

announce some reductions in the highest nominal rates of tax. 

ciyvJur 
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.4tngether, the proposals I have just announced will 

towards providing a simpler and straightforward 

'-Systera for savings and investment, at once clearer and 

more honest, and removing biases which have discouraged the 

individual saver saver from investing directly in industry. LThey rare 
E 

consistent with our policy of encouraging competition in the 

area of finance as in the economy generally. 
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BLOCK L: INCOME TAX 

I now come to income tax. 

Since 1979. we have reduced the basic rate of income tax 

from 33 per cent to 30 per cent and removed the absurdly high 

rates inherited from the last Labour Government. We have 

increased the main tax allowances not simply to match prices 

but by 8 per cent in real terms. Nevertheless, the burden 

remains too high, inhibiting effort and enterprise at all levels. 

During the lifetime of this Parliament, I hope to build on the 

progress already made. This year. I am able to do less than I 

would wish. But as a result of the measures I have announced I 

can make a start. 

I propose to make no change on income tax rates. Further 

rate reductions will have to wait until a later year. For most of 

the tax allowances and thresholds I propose an increase 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. The single age allowance will rise from £2,360 to £2,490 

and for the married from £3,755 to £3,955. 

My main concern both this year and in the longer term is 

with the basic tax thresholds. We should not be taxing people 

at the same low levels of income that entitle them to social 

security benefits. This is wrong in principle, it drives people 
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into the black economy4 and it creates a wasteful bureaucracy. 

Low thresholds also play a part in creating the poverty and 

unemployment traps where extra effort put into finding a job or 

a better job may be rewarded with little or no extra spending 

power. Action here must be my top priority. 

I propose to use the extra money from the changes I have 

announced on indirect taxes to raise the levels at which people 

start paying tax. For the main thresholds simple indexation 

would mean putting the single and married allowance up by 

£100 and £150 respectively. I propose to [more than double] 

these amounts. The threshold for the single person will be 

increased by [£200] from £1,785 to [£2,005] and for the 

married man by [£350] from £2,795 to [£3,145. This means 

every married couple will enjoy a tax reduction of at least £2 a 

week.] The married man's allowance will be at its highest level 

in real terms since the war, ks it should be. 

Effect will be given to all these changes under PAYE as 

from the first pay day after [ 	. The revenue cost above 

birt_ 
volatV>`''' 
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,44,47  

indexation will be £[890] million next year. 	Including 

indexation the total revenue cost will be to some £ [1.8] billion 

in 1984-85 and £[2.2] billion in a full year. Some [850,000] 

fewer people will pay tax in 1984-85 than if thresholds had 

remained at the present levels and [400.000] fewer than if the 

allowances had been merely indexed. 

7. 	This is as far as I can go on personal taxes this year, and 

produce a revenue neutral Budget for 1984-85. However, as I 

LUDGAz 
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have already said, so long as we hold to planned levels of public 

spending, there is an excellent prospect of further tax 

reductions in next year's Budget. Whilst it would be imprudent 

to use up too much of this room in advance the measures I have 

announced will reduce taxes in 1985-86 by [some £1.5 billion in 

all] compared with what the levels would otherwise be. So I 

ask the House to judge this Budget over two years not one. 

4 	 EWA S CA-.1) 	tArLov,i 

Finally I have something to say about the National 

Insurance Surcharge. This "pernicious tax on jobs", was created 

by the last Labour Government in 1976: an example of brazen 

fiscal opportunism. It was an all too easy expedient to bolster 

the public finances during a major financial crisis. In 1979 the 

Party opposite compounded their original sin, by raising the NIS 

rate to 3i per cent, without any thought for its effects on jobs. 

We have consistently opposed this tax - in opposition and 

in Government. Its economic rationale, particularly at a time 

of high unemployment, is at best doubtful. Because of the need 

- 
' to bring down borrowing we were not able to reduce NIS until 

1982. Last year we cut the rate again to 1 per cent. We are 
, 

pledged to abolish it altogether before the end of this 

Parliament. 

10. 	In the run up to the Budget I have been urged to cut the 

V 
Surcharge by a futher per cent to encourage employmentl  I 

have given this very careful consideration, but in the end, I 

decided against doing so. This is not a case where half a loaf 

	

makes any real sense. 	Like the other surcharge - the 

)GEr,SECRti- 
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Investment Income Surcharge - the time has come to be rid of 

it altogether. So I have decided to abolish it. The National 

Insurance Surcharge will go from 6 August, This will save 

private sector employers nearly E I billion in 1984-85 and about 

El billion in a full year. 

BUDGE.T.SE„..,RET 
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I now come to Income tax. 

2. 	Since 1979. we have reduced the basic rate of income tax 
-r 

from 33 per cent to 30 per cent and i!emovedl the absurd ky high 

rates inherited from the last Labour Government. We have 

increased the main tax allowances not simply to match prices 
Y'alme,St 

but by/8 per cent in real terms. Nevertheless. the burden 

remains too high, inhibiting effort and enterprise at all levels. 

During the lifetime of this Parliament. I hope to build on the 

progress already made. This year, I am able to do less than I 

would wish. But as a result of the measures I have announced I 

can make a start. 

I propose to make no change_t n income tax rates.[Further  

rate reductions will have to wait until a later ea] r. For most of E. 

the tax allowances and thresholds I propose an increase in line 

with statutory indexation of 5.3 per cent. The first higher rate 

of 40 per cent will apply -.vhen taxalllo incr)mo reaches £1 S.400  

and the top rate of 60 per cent to taxable income of £3M00 or 

more. The single age allowance will rise from £2.360 to £2.490  

and for the married from £3.755 to £1.055. 
Y. 

lAwnne ‘-o,/, bit-es 
o Ina.Nrck.k ‘3- 

Voo ,cck act,,iv• YINC- 
My main concern both this year and in the longer term is CVN come sc_oLke___V  

sinAptv) 
with the basic tax thresholds. We/should not be taxing people 

at the same low levels of income that entitle them to social 
tem F.t 

security benefits. This is wrong in principle, it drirc-3 people 

0 444.4.4— 
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black economy, and it creates a wasteful bureaucracy. 

threshobis also play a part in creating the poverty and 

plornent traps where extra effort put into finding a job or 

tter job may be rewarded with little or no extra spending 

power. /  Action here must be my top priority./ 

el-he extra money from the changes I-have 
VIVI" 

to raise the levels at which people 

start paying tax. For the main thresholds simple indexation 

would mean putting the single and married allowance up by 

E100 and £150 respectively. I propose to [more than double] 

these amounts. The threshold for the single person will be 
9 

increased by 1£2 CI from £1,785 to 5E2,005% and for the 

married man by [E340] from £2,795 to [£3,155. This means 

every married couple will enjoy a tax reduction of at least £2 a 

week.] The married man's allowance will e /its highest level 
af‘ci, 

VsNe strv-A- 

5c3 	 I 

tr4i 

KA, 

in real terms since the war ,/as it should be. 

L.,1)  

Pe—per 6,-46, v." 

Effect will be given to all tlese changes under PAYE as 
kotAa9 

from the first pay day after 1,‹ 1. The revenue cost above 

indexation will be E18001 million next year, 	lnclulin 

indexation the total revenue cost will be),6 some £11.81 billion 

in 1984-85 and £12.2] billion in a full year. Some [850.000] 

fewer people will pay tax in 1084-A5 than if thresholds had 

remained at the present levels and [400,000] fewer than if the 

allowances had been merely indexed. 

This is as far, as I can go on personal taxes this year, and 
/•13Y•mck 

produce a revenue neutral Budget for 1084-85. However, as I 

_ 	_ _ 	 There is no quick or cheap solution to 
_ 

_ . 
these problems, but that  is all the more reason to make  action on the basic thresholds my top priority." 

' Li ,,. 



kJ s 

L 3 JAVUO)e 
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said, so long as we hold to planned-leve 

'ere is an excellent prospect of fuither 

s in next year's Budget. Whilst it would be imprudent 

o use up too much of this room in advanceLthe measures I have 

announced will reduce taxes in 1985-86 by [some E1.5 billion in 

all) compared with what theJ levels would otherwise be. So I 

ask the House to judge this Budget over two years not one. 

8. 	Finally I have something to say about the National 

Insurance Surcharge. 'This "pernicious tax on jobs'jwas created [ 

by the last Labour Government in 1976: an example 04-brazen 

fiscal opportunismi It was an all too easy expedient to bolster 

the public finances during a major financial crisis. In 1979 the 

Party opposite compounded their original sin, by raising the NIS 

rate to 31 per cent, without any thought for its effects on jobs. 

We have consistently opposed this tax - in opposition and 

in Government. Its economic rationale. particularly at a time 

of high unemployment, is at best doubtful. ecause of the need 

to bring down borrowing we were not able to reduce NIS until 

1982. Last year we cut the rate again to 1 per cent. We are 

pledged to abolish it altogether before the end of this 

Parliament. 

In the run up to the Budget I have been urged to cut the 

Surcharge by a futher per cent to encourage employment. I 

have given this very careful consideration, but in the end. I 

decided against doing so. This is not a case where half a loaf 

makes any real sense. 	Like the other surcharge - the 



So I have decided to abolish it. The National 

ance Surcharge will go from -..4)=Atiguet. This will save 

private sector employers nearly Ef-billion in 1984-85 and about 

El billion in a full year. 

In summary in this Budget I have been able to plot the course 

towards a much simpler system of company taxation and much lower 

rates of tax. I have swept away two pernicious taxes, and reduced 

the top rate of another to 60 per cent. I have eliminated a 

number of expensive and outdated allowances. And on income tax, 

I have concentrated all the money available to me on taking out 

the lowest paid from tax or reducing the burden on them. 

6 4 
7 	, 
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BLOCK L: INCOME TAX 
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4.new come to income tax. 

from 33 per cent to 30 per cent and 

• 
rates inherited from the last Labour Government. We have 

increased the main tax allowances not simply to match prices 
,/ 

but by, 8 per cent in real terms. Nevertheless. th7&iiden 

remains too high, inhibiting effort and enterprise at all levels. 

During the lifetime of this Parliament. I hope to build on the 

progress already made. This year, I am able to do less than I 

would wish. But as a result of the measures I have announced I 

can make a start. 

2441,1  /1,  

   

4)4.  

Cuir7  
2. 	Since 1979. we have reduced the basic rate of income tax 

S 	 barei:11.4GibitiotzDu/s4  

3. 	I propose to make no change/at income tax 

orl, 	 -frr$, 	 cu-e4420.. 

tions Will-lorite=twonftraSinrMter yeaft—Per2Fiffigf 

11..51-tki 	 Iv, IA&beisie,  24h- 4-  -14  t>1  ti)  
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the tax allowances and thresholds I propose an increase in line 

with statutory  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. The single age allowance will rise from £2.360 to £2,490 

and for the married from £3,755 to £3,955. 

4. 	My main concern both this year and in the longer term is 

with the basic tax thresholds. We should not be taxing people 

at the same low levels of income that entitle them to social 

security benefits. This is wrong in principle, it drives people 

BUDGE I- SECRET 
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into...the, black economy. and it creates a wasteful bureaucracy. 

Low thresholds also play a part in creating the poverty and 

unemployment traps where extra effort put into finding a job or 

a better job may be rewarded with little or no extra spending 

power. 	 • 
A44 	 tk-- 	? --4')A-. L  

I propose to use the extra money from the changes I have 

• 	
announced on indirect taxes to raise the levels at which people 

start paying tax. For the main thresholds simple indexation 

would mean putting the single and married allowance up by 

£100 and £150 respectively. I propose to [more than double] 

these amounts. The threshold for the single person will be 

increased by [£200] from £1,785 to [£2.005] and for the 

married man by [£350] from £2,795 to [£3,145. This means 

every married couple will enjoy a tax reduction of at least £2 a 

week.] The married man's allowance will be at its highest level 

in real terms since the war, as it should be. 

Effect will be given to all these changes under PAYE as 

from the first pay day after [ 1. The revenue cost above 

indexation will be £[890] million next year. 	Including 

indexation the total revenue cost will be to some £[1.81 billion 

in 1984-85 and £[2.21 billion in a full year. Some [850,000] 

fewer people will pay tax in 1984-85 than if thresholds had 

remained at the present levels and [400.000] fewer than if the 

allowances had been merely indexed. 

This is as far as I can go on personal taxes this year, and 

produce a revenue neutral Budget for 1984-85. However, as I 
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	have already said, so long as we hold to planned levels of public 

spending, there is an excellent prospect of further tax 

reductions in next year's Budget. Whilst it would be imprudent 

to use up too much of this room in advance the measures I have 

announced will reduce taxes in 1985-86 by [some £1.5 billion in 

all] compared with what the levels would otherwise be. So I 

• 	ask the House to judge this Budget over two years not one. 

Finally I have something to say about the National 

Insurance Surcharge. This "pernicious tax on jobs" was created 

by the last Labour Government in 1976: an example of brazen 

fiscal opportunism. It was an all too easy expedient to bolster 

the public finances during a major financial crisis. In 1979 the 

Party opposite compounded their original sin, by raising the NIS 

rate to 3f per cent, without any thought for its effects on jobs. 

We have consistently opposed this tax - in opposition and 

in Government. Its economic rationale, particularly at a time 

of high unemployment, is at best doubtful. Because of the need 

to bring down borrowing we were not able to reduce NIS until 

1982. Last year we cut the rate again to 1 per cent. We are 

pledged to abolish it altogether before the end of this 

Parliament. 

In the run up to the Budget I have been urged to cut the 

Surcharge by a futher I per cent to encourage employment. I 

have given this very careful consideration, but in the end, I 

decided against doing so. This is not a case where half a loaf 

makes any real sense. 	Like the other surcharge - the 
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BLOCK M: CONCLUSION 

This Budget has confirmed the broad !strategy on which we 
17_ 

embarked in 1979. It takes economic renewal another stage 
tA1' 	w 

forward. And it is an—important)  tax reform Budget, which 

marks a major step towards lower taxes and a simpler tax 

system. I commend it to the House. 
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