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MISS O'MARA 

FROM: R G LAVELLE 

DATE: 7 March 1984 

cc: Sir T Burns 
Mr Littler 
Mr Evans 
Mr Folger 

BUDGET SPEECH: THE ECONOMIC BACKGROUND 

I attach a marked-up text indicating the comments Mr Evans and 

I have to offer on the draft you circulated yesterday. It also 

incorporates a redraft suggested by Mr Littler of the final two 

sentences of paragraph 11. 

The comments consist either of largely self-explanatory 

drafting changes, or factual points (in the latter case notably 

to reflect the further revision in the current account surplus 

Mr Bartlett's minute of yesterday refers). The small drafting 

change to the third sentence of paragraph 5 is suggested because 

this sort of sentiment usually - at least in the case of the 

weather - refers to much older records. The deletions suggested 

in paragraph 10 are to avoid repetition. 

In paragraph 11, third sentence, the case for deleting the 

word 'abnormally' before the reference to high US interest rates 

is that real rates are only marginally higher than in the 1950s 

so that the word is a bit strong. But we would not press this: 

the yield curve is pretty abnormal. If retained, it would be more 
accurate to say 'have been abnormally high ' 

4.. Mr Littler's suggestion on the final sentences of paragraph 11 
intended 

is/in particular to acknowledge that a substantial shift in the 

value of the dollar has been taking place. We had been going to 

offer a redraft reflecting the same point, but his was neater. 

R G LAVELLE  

BUDGET - SECRET 



BS 9 	 BUDGET SECRET 

THE ECONOMIC BACKGROUND 

There is now convincing evidence of low inflation and a 

recovery of output based upon the pursuit of prudent monetary 

and fiscal policies. 

Since 1980, inflation has fallen steadily from a peak of 

over 20 per cent. Last year it was down to 4.6 per cent, the 

lowest figure since the sixties. And lower inflation has brought 

lower interest rates. 

At the same time the underlying strength of the recovery 

has become widely recognised. Unlike previous cycles this 

recovery has not come from any self-defeating stimulus to 

monetary demand but from re-establishing sound finance and 

honest money. Lower inflation and lower interest rates have 

produced a better environment for industry and for business and 

consumer confidence. Recovery has emerged as a result of 

falling inflation making room for real growth, as we always said 

it would. 

Across the economy, total money incomes grew in 1983 by 

about 8 per cent, of which 3 per cent represented real growth in 

output. Although there is still room for improvement, this is a 

very much healthier division between inflation and real growth 

than we experienced in the 1970s. Output in the second half of 

1983 is now reckoned to have exceeded the previous peak in 

1979, before the world recession, and is still rising strongly. 
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• 	5. 	Productivity has continued to improve at a rapid pace. 

Just as many have erroneously and prematurely predicted an 

end to the recovery, so it has been suggested that the sharp rise 

in productivity remarked on by my predecessor last year was a 

flash in the pan. Yet during 1983 manufacturing productivity 

grew by 6 per cent with no sign of slowing down. We saw the 

smallest annual increase in unit labour costs in manufacturing 
.4`, 

since records were first collected/in --1-97-0-. It has allowed a 

welcome and necessary recovery in real levels of profitability. 

But further progress is needed: although our increase in unit 
d e-r 

labour costs in 1983 was prebttbly-r per cent, our 

three biggest competitors - the US, Japan and Germany - all 

secured a fall in unit -labour costs over the latest 12 month 

period. I welcome the growth in productivity and its 

contribution to lower unit labour costs, but the employment 

prospect would be significantly improved if a bigger 

contribution were to be made by lower pay rises. 

Demand, output, profits and employment all rose last 
\ 

year. Home demand has played major part in the recovery so 

far. Lower inflation reduced people's need to save and real 

incomes rose. Personal consumption increased by-nearly-4 per 

cent compared with 1982. Fixed investment rose rather faster 

than consumption, with investment in housing and services 

particularly strong. 

Imports rose a little faster than home demand last year, 

as the UK emerged from recession ahead of our main trading 

partners - our rate of economic growth last year was the 
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highest in the European Community. -Facper4s-grew-lees--rapicity 
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bj 4-t 
. However, by the end 

of last year world trade was clearly moving ahead again and in 

the three months to January manufacturing exports increased 

substantially compared with the previous three months. The 

balance of payments on current account last year is estimated 

to have been in surplus by about £2, billion, enabling us to 

secure a further increase in our income-earning assets overseas. 

t,  
The sharp itterease' in profitability -during—the—present- 

---reeovery is particularly welcome, not least because higher 

profits lead to more jobs. 	The number of people in 

employment increased by an estimated 8/',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 last year. This is 

encouraging news for the unemployed and those who will be 

leaving school this summer. 

Our critics have been confounded by this combination of 

recovery and low inflation. Even the pessimists have been 

forced to acknowledge the strength of the recovery and that it 

is set to continue throughout this year. Inflation is expected to 

remain low, edging down to 4 per cent by the end of this 

year. With rising incomes and low inflation, personal 

consumption 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 expected to rise by 6 per cent this year. 
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10. And as world trade-expands, there will be increasing 

opportunities for - our exports. World economic prospects are 

more favourable now than for some time. Output in the United 

States should continue to grow strongly. And the recovery is 

spreading to the rest of the world with activity rising in Japan 

and signs that the long-awaited upturn is at last getting under 

way in continental Europe. The -benefits -are --beginning—to 

spread to other countries and Flie pace of world trade is 

accelerating. British exporters stand to benefit from this 

recovery. 

, 
e-Y 

ck.  

cd  

, 

ty,d 

Of course, there are inevitable uncertainties, and some 

real risks. The size and continued growth of the United States 

budget deficit is causing widespread concern, not least within 

the United States itself. As a direct consequence of its 

deficit, US interest rates, and thus international interest rates, 

are 5:bnormallyihigh in real terms, impeding the progress of 

world recovery and exacerbating the problem of the debtor  

countries. Ll'o finance its massive budget deficit the US has to 

attract foreign capital on a vast scale thus producing an 

artificially strong dollar and a growing balance of payments 

deficit on current account. But this adds to the pressures for 

protectionism within the United States no-wand increases the 

_risks of more volatile exchange rates later. 

A second potential risk is disruption in the oil market. 

The immediate prospects are less obviously volatile than they 

were a year ago. But uncertainties remain, and the United 
ILL, Au Tr/ t t.-6,171N 

Kingdom / inevitably remains vulnerable to any major 

disturbances in these markets. 
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• 	13. But despite these risks there is a growing sense through- 

out the industrialised world that the recovery this time is not 

merely cyclical, but one which can be sustained. The essential 

requirement is the pursuit of prudent monetary and fiscal 

policies. 

14. Certainly, that is the way forward for the UK and the 

path we intend to take. Inflation has fallen, and is set to fall 

further. Output has been recovering steadily, and there are 

sound reasons for expecting this to continue. It can no longer 

be doubted that steady growth can be combined with falling 

inflation if the appropriate policies are followed. And with 

output continuing to rise at an annual rate of 3 per cent in 1984 

the outlook for employment should improve still further. 
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FROM: T P LANKESTER 
7 March 1984 

cc Chief Secretary 
Financial Secretary 
Minister of State 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Bailey 
Mr Littler 
Mr Cassell 
Mr Monck 
Mr Battishill 
Mr Odling-Smee 
Mr Folger 
Mr Norgrove 
Mr Ridley 
Mr Lord 
Mr Portillo 
PS/IR 
PS/C&E 

t (19A) 11> 

MISS O'MARA 

BUDGET SPEECH BLOCK F, PUBLIC SECTOR BORROWING: AND 

BUDGET SPEECH BLOCK D, THE MTFS 

You asked for comments on the draftscirculated under your minute 

of 6 March. 

Block F 
2. I would like to suggest a redraft of paragraph 4 (changes under-
lined): 

"Further progress has been made in reducing interest rates. 

The latest fall brings base rates to their lowest level for  
6 years. It is now necessary to secure a further marked fall 

in borrowing, so that interest rates can continue 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 that 

domestic pressures are curbed and the extent of the dollar's 

influence thus minimised. In contrast to virtually the whole 

of the post-war period, UK longer-term rates are now lower 

than American rates. As long as American rates remain near 

their current level, it is highly desirable that this advan-

tage be maintained." 

1 
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I. Gilt yields fell temporarily below US Treasury bond yields in 

the third quarter of 1982; they have been below US yields again 

since the third quarter of 1983. Hence the phrase - "in contrast 

to virtually the whole of the post-war period...." 

I have discussed the Chancellor's redraft with Mr Odling-Smee; 

he has no comments. 

Block D  

Neither Mr Odling-Smee nor I have any comments on this redraft 

either. 

T P LANEESTER 
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FROM: MISS F P BOGAN 

DATE: 7 March 1984 

• 
PS/CHAN LLOR 

MISS 1MARA 

cc Chief Secretary 
Minister of State 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Bailey 
Mr Littler 
Mr Cassell 
Mr Monck 
Mr Lankester 
Mr Monger 
Mr Battishill 
Mr Odling—Smee 
Mr Folger 
Mr Norgrove 
Mr Ridley 
Mr Lord 
Mr Portillo 
PS/Ill 
PS/C&E 

BUDGET SPEECH BLOCK I: SAVINGS AND INVESTMENT 

Your minute of 6 March requested comments by mid—morning. 

2. 	The Financial Secretary has suggested the addition of the 

words 'or a state index linked pension' after the word scheme on 

line 7 of paragraph 10: the sentence would then read as follows: 

'It hits the small businessman who reaches retirement without 

the cushion of a company pension scheme or a state index 

linked pension and impedes the creation of farm tenancies.' 

re 5 - 
MISS F P BOGAN 
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MISS O'MARA 

FROM: ADAM RIDLEY 
7 March 1984 

cc PS/CST 
PS/FST 
PS/MST 
PS/EST 
Sir P Middleton 
Mr Cassell 
Mr Monger 
Mr R I G Allen 
Mr Battishill 
Mr Folger 
Mr Norgrove 
Mr Lord 
Mr Portillo 

PS/IR 
PS/C&E 

BUDGET SPEECH  

Your various minutes of March 6 ask for comments. I attach specific 

drafting proposals. In addition there are two larger issues. 

First, style. I have long believed that the typical Budget 

Speech - particularly those of Mr Healey - has tended to sound 

rather arrogant and egocentric if it is plastered with 'I' every-

where. This draft seems to do so needlessly often, perhaps 

particularly in the detailed description of measures at the end. 

So I would urge a major effort to excise as many as is possible. 

Second, the VAT extension in Block K and income tax allowance 

changes in Block L. The extension can, I believe, be presented 

more positively as not regressive, without going as far as denying 

that the less well-off buy papers, repair homes or eat take-away 

food. This could be a useful extra theme in K. By the same token 

one might want to make it clearer in L how far the higher allowances 

will more than offset the VAT effects, and leave most low and 

middle income people with higher after-tax earnings. A final 

point which could be worth making is that social security 

beneficiaries will get full compensation for the VAT changes as 

the May RPI up-rating should largely reflect their impact, and 

the historic_ system ensures that all their impact will be taken 

into acconnt as a matter of principle. 

A N RIDLT7 
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BLOCK A  

E 3.  One could describe the effects of the MTFS in more 

favourable terms, for example by an expression like 

"the fruits of the MTFS....". 
And does not the second half of the sentence not 

imply the recovery has only just started? This 

could be strengthened on the lines of 

"..accompanied for some time by a steady recovery of 

output and rising living standards and, more 

recently, by rising employment." 

THE ECONOMIC BACKGROUND 

B  2. For the unsophisticated would it not be better to 
replace 4.6% by "about 41%"? 

E 3. The last sentence would read better 
"Recovery has emerged because falling inflation has 

made room for real growth..." 

	

7. 	The point at the end about income earning assets 
could be reinforced, if one so wished, by referring 

to the substantial income they generate. As the 
very recent report on the 1983 Balance of Payments 

revisions suggest, they are generating a flow of 

IFD of something like L-21 billion a quarter - or 

some £3 billions a year. 

	

E 9. 	It might help reinforce the good prospects for invest- 
ment if one added at the end of the last sentence 

something on the lines of 

"...total investment is expected to rise by 6% 

this year, and by more still in manufacturing". 

Provided, of course, we are content with this forecast! 

BLOCK D: MTFS  

	

g 4. 	The last sentence might read better 

"It is therefore assumed, for the purpose of 

presentation, that the level of real public spending 

in 1987-8 and 1988-89 is the same as that currently 

planned for 1986-7." 

• 
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R 5.  

PUBLIC SECTOR BORROWING  

The last phrase reads awkwardly. Should one talk of 

any other reduction in net public expenditure"? 

I would suggst something on the lines of 
asset sales reduce the Government's need to borrow 

just as do reductions in other kinds of public 
spending. But as a rule they do not help lower 

interest rates to the same extent." 

TIT,OCK G: PUBLIC SPENDING 

E  2. 	The reference in the third line to d'steady increase" 
in the tax burden is not technically correct, as the 

LTPE paper shows. It may not matter much, but 

"substantial increase" would be more accurate. 
Once again, the unsophisticated listener may be bemused 

by the percentages in the later part of the paragraph, 

and it would be better to say 
"with a taxable income of nearly half of average earnings" 

for 45%; and "under a third of average earnings" for 30%. 

E  4. 	Is comprehensible to us, but it may be a bit too terse 
for the ordinary listener. The principal of "finance 

must determine expenditure" is lurking at the end, 
but a bit obscurely. And there really seem to be three 

points struggling to get out. The first that marginal 

changes are not enough; second that fundamental reviews 

are needed; and third that these must be constrained 

by the total that can be afforded. I would be tempted 

to redraft on the (very rough) following lines. 

First, at the beginning of para. 3 write 

...what we have seen is a steady and unplanned  

enlargement of the role of the State...." 

Then begin para. 4 
"Clearly this dangerous process has to be halted and 

reversed. That cannot be done sensibly simply by 

making ad hoc marginal changes in public spending 
from year to year. Some issues need more fundamental 

reviews over a longer time scale. Nor can it be 

done simply by considering the purposes of our 

various public spending programmes. The programmes 

which have created this malign result have for the 
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most part been directed to eminently desirable ends. 

What is clearly essential is that the total impact of 
the decisions we take about individual programmes should 

fit in with the best view we can make of what we are 

likely to be able to afford over the longer term." 

BLOCK J: BUSINESS TAXATION 

R 15. 	The third line does not make it clear that it is 
deduction against tax which is at issue. Perhaps some-

think like the following would be better: 

"- allows a company to offset interest paid against 

that tax in full, but dividends only partially so." 

R  17. 	The date at the end of the first sentence gets lost. 
Better would be 
"..and £600 million in 1985-6 - made up of...." 

0 18. 	This gets a bit jargonish. Is one not really saying 

something like 
"I expect these changes to have a_somewhat different impact 

in the short and longer term".? (First sentence) 

R 22. 	The phrase "a special measure" is over doing it a bit 

in reference to the VAT registration threshold. 

Perhaps delete "special"? 

R  40. 	The reference to the extra £1.2 billion from bringing 
forward VAT receipts will hit people pretty hard, 

coming as quickly as it does. Does one not need to 

say something to indicate that part of this burden 

will fall on foreign importers; and that much of the 

rest of it can be met by extension of credit, at a 

relatively modest cost in terms of extra interest 

paid? Quite apart from anything else, people would 

immediately set this very large figure alongside the 

rather smaller estimates of the costs of the CT 

measures set out in para. 17. 

RLOCK K: PERSONAL AND INDIRECT TAXATION 

R 9' 
	The fourth line from the end reads oddly. Clearly better 

would be 
"higher duty on competing imports". 
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BLOCK L: INCOME TAX  
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E  6. 

E  10. 

E  14. 

Er, /1 E I • 

This seems to underplay the considerable presentational 

importance of only indexing the upper threshold. 

The point will be lost on people by the time the 
first sentence 6 has been spoken, and the listener is 
deluged with meaningless figures in thousands of pounds. 

SAVINGS AND INVESTMENT  

The treatment of life assurance relief is very bald. 

The justification for abolishing it in the second 

sentence does not carry any conviction. The fact that 

there may now be other forms of savings open to 
ordinary people will not appear sufficient reason 

for eliminating the relief - people will still think 

it worth giving some encouragement to life assurance. 

And does one not need to emphasise that with the 

multiplicity of savings outlets now open to people, 

what will happen as a result of the change 

proposed is a reallocation rather than reduction of 

personal savings, with the money being distributed 

more sensibly and evenly between the various 

opportunities open to people? 

The first sentence may have to stay as it is; but I 

wonder whether it will not lead to anxiety about 

pension funds? A minimal change that might help 

would be to write 

"..the abolition of these outdated privileges 

for institutional investment..." 

The term composite rate needs to be introduced into 

the first sentence - e.g. in line 4 - if it is to be 
referred to crudely at the end of the first sentence. 

The first sentence is a little obscure. Is one not 

trying to say 

"...the advantage of the present arrangements for 

taxing Building Societies outweighs the disadvantage"? 

TIT,OCK I: 

E 9' 

-4- 
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R 17. One needs to make more explicit the assumption 

relevant to the last sentence that the Revenue would 

have faced these impossible difficulties if the 

present tax system were continued. This could be 

done either by breaking up the sentence; or by 

a redraft, such as 

"...impossible task the Revenue would otherwise 

have been faced with under the present system  

were the recent trend..." 
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MISS O'MARA 

FROM: R A L LORD 

DATE: 7 MARCH 1984 

cc. 	PS/Chief Secretary 
PS/Financial Secretary 
PS/Minister of State 
PS/Economic Secretary 
Sir P Middleton 
Mr Cassell 
Mr Monger 
Mr R I G Allen 
Mr Battishill 
Mr Folger 
Mr Norgrove 
Mr Ridley 
Mr Portillo 
PS/IR 
PS/C&E 

BUDGET SPEECH 

One or two comments. 

BLOCK I 

Paragraph 7: Omit 'an exemption I now propose to extend to certain 

convertible loan stocks'. I believe the Revenue have now withdrawn 

this proposal since they believe -the B convertibles are already exempt 

from stamp duty under the existing law. 

BLOCK J 

Paragraph 12: Substitute 'most other capital allowances' for 'all'. 

Enterprise zones will continue to attract 100% capital allowances. 

Paragraphs 40 & 41: Now presumably 1st November. 

BLOCK K 

Paragraph 19: Add 'Taking into account the reductions in income tax 

which these changes will enable me to make, the effect of personal 
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• 
tax changes as a whole will be to reduce the tax and price index slightly.' 

THE ECONOMIC BACKGROUND 

Paragraph 1: Substitute 'coupled with' recovery of output 	 

Paragraph 5: Omit 'erroneously and' 

RAL LORD 
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DATE: 7 March 1984 

z(gz-0 
MISS O'MARA 	 cc Mr Norgrove 

BUDGET SPEECH 

I attach some comments by Mr Norgrove. There are a few more. 

Section B, paragraph 9, line 6. There is always a problem 
with Budget speeches about references to "this year" or "next 

year": cometimes we are talking about calendar years and 

sometimes about financial years. It is more than usually 

important to watch out for pitfalls when the Budget comes at the 

end of the financial year (that then ends in fiscal terms a week 

or two later). For clarity I would replace "this year" with 

"1984". We will try to keep an eye open in CU for other problem 

references of this kind. 

Block F, paragraph 7, line 7.  The phrase "a rather larger 
tax increase" is perhaps a shade ambiguous. Would it be better 

to say "to put up taxes even more". 

Block F, paragraph 8, lines 2 and 3.  The piece in the 
brackets might be though a little disingenuous: indexing income 

taxes is beneficent whereas indexing specific duties is not, from 

the taxpayers point of view. Perhaps this is captured better by 

saying: 

"after allowing for the overall net beneficent effects 

of indexation" 

Block G. I notice three omissions from the considerable 

shortening of this Section. Have the references to public sector 

manpower, the European Budget and Calke Abbey dropped out 

intentionally or inadvertently? At an earlier stage the 

Chancellor was particularly keen on mentioning the third: and 

there was an alternative suggestion for introducing this along-

side the references to capital taxes. 

1 
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Block H, paragraph 4, line 3.  Those who follow the 
expenditure versus income argument about taxation might quarrel 

with the phrase "our entire income-based tax system". The IFS 

have argued, quite fairly, that our income tax system already 

contains expenditure-based elements. I suggest removing "entire". 

Block I, paragraph 9.  Once the detailed arrangements for 
friendly societies are sorted out, there may be a strong case 

for some mention, however brief, that they are affected too. 

Block I, paragraph 14, line 13-15. The Revenue will no doubt 

comment: but it is too much to claim that taxpayers need not 

return building society interest to the Inland Revenue. It has 
to go on tax returns: but they are spared (unless they are higher 

rate payers) 	the task of accountingLtax on it. I will not 

second guess likely amendment here from Somerset House. There 

is much the same flavour about the second half of the first 

sentence of paragraph 17. There, the formula might be to say: 

... they will be able to forget about the tax due 

altogether, since it will have effectively been paid 

at source". 

Block J. As drafted, paragraph 4 and 5 may leave the 
impression that the Chancellor intends to remove many more 

corporation tax reliefs. The main difficulty is the interaction 

of "too many special reliefs" (third line of paragraph 4) and 

"these reliefs" (first line of paragraph 5). My solution would 
be in the latter reference to say "some unnecessary reliefs". 

Block J, paragraph 14. The Revenue may hesitate over the 

references to 1984-85, 1985-86 and 1986-87. Strictly, the 

references should be to "the financial year 1984" (for the 

45 per cent rate), "financial year 1985", and "financial year 1986". 

Block J, paragraph 28. There is no mention of the indexed 

increase in the CTT threshold. After "60 per cent" insert "and 

to raise the threshold to £64,000 in line with indexation." 

2 
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Block J, paragraph 36. I think the last sentence needs to 

be looked at very carefully by Customs. It goes to the root of 

the question whether our present arrangements give importers a 

cash flow advantage over those buying from domestic suppliers. 

The latter effectively bear VAT at the point when they settle 

their bills from their suppliers. With trade credit arrangements 

that may be sooner than some importers, or it may not. Again, 

I prefer not to second guess the Customs; but the point does 

need to be expressed very carefully. Similarly, the last 

sentence of paragraph 38, and the last 5 words in particular, 

are open to challenge. I would add "straightaway" after "VAT". 

Block K, paragraph 18. Delete "almost" and substitute "a 

little over". 

Block L, paragraph 4, 2 lines from the end. Delete "in 

December" and substitute "to December". 

Block L, paragraph 6. The reference to "allowances and 

thresholds" in the second line is a bit difficult. Only two 

"allowances" (those for the aged) are going up in line with 

indexation; numerically, the majority (single allowance, married 

allowance, single parents' allowance and wife's earnings allowance)are 

going up by imm.I would simply delete the words "allowances and", 

leaving "thresholds" to cover the aged and higher rate payers. 

Block L, Paragraph 7, penultimate line. For"L2,000" read 

"L2,005". 

Block L, paragraph 8. Two points. In the third line 

delete as unnecessary the words "as a whole". The last sentence 

is not strictly true. There will be some "tax—paying married 

couples" whose income lies between the present and the proposed 

tax thresholds. Some of them will get less than £2 a week. 

Better to say "practically every" (though again the Revenue may 

comment too). 

A M W BATTISHILL 

• • PS I also enclose some comments on Block A from Mr Littler. 

BUDGEL -SECIRET 
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FROM: J.G.LITTLER 
DATE: 7 MARCH,1984 

MR. BATTISHILL  

BUDGET SPEECH BLOCK A 

I imagine you are collating any comments. I have two. 

As drafted, the last two sentences of paragraph 2 suggest that 

defeating inflation and achieving stable prices are higher objectives 

than improving performance, future prosperity, etc. 	Would it not 

be better to reverse the two sentences and delete "above all". 

As a minimum, delete "above all". 

In the first line of paragraph 5, not just "to reduce" but "to 

continue reducing" or "to reduce still further". 

rAT:G. LITTLER) 

BUDGET - SECRET 
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7S1 
FROM: D R NORGROVE 
DATE: 7 MARCH 1984 

MR 13 TISHILL 

MISS O'MARA 

BUDGET SPEECH 

I offer the following comments on the sections so far circulated. 

2. 	In the Economic Background section, paragraph 2, lower interest rates are 

attributed to lower inflation. In Block F, paragraph 4 lower borrowing is seen as the 

requirement for lower interest rates ("... so that interest rates can resume ..."). The 

two statements can be reconciled, but I suggest amending the last sentence of 

paragraph 2 of the Economic Background to read: "and lower inflation has contributed 

to lower interest rates" and the first sentence of Block F to read "... fall in borrowing, 

in order to help towards a further decline in interest rates as monetary growth slows 

down". 

In paragraph 5 of the Economic Background section the phrase "... since records 

were first collected in 1970" has a touch of bathos about it. (1970 is not very long 

ago.) This might be helped by substituting the word "figures" for "records". 

In paragraph 11 of the same section, last line, the reference to "risks of more 

volatile exchange rates later" is already beginning to be overtaken by events, with the 

DM .farn by well over 10 per cent against the dollar over the past month. I suggest 

adding "... more volatile exchange rates later, which have indeed started to become 

reality". 

In paragraph 4 of Block F the reference to "the dollar's influence" may not be 

wholly understood. When people talk about the dollar they tend to mean the dollar 

exchange rate rather than dollar interest rates. It might be worth changing "dollar's" 

to "overseas". 

In Block G, paragraph 11, you will be aware of the concern about the possible 

effect on the sale of BT of references to further sales of other shares in 1984-85. 

Mr Burgner has offered a redraft. 
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In Block I, paragraph 9, I suggest omitting the reference to advertisements in 

daily newspapers for tax management schemes, bearing in mind the adverts now 

appearing headed Budget leak and urging people to take advantage of LAPR before the 

Budget. The reference in the draft would particularly risk shouts about the Guardian 

article. 

The penultimate sentence of the same paragraph says that "existing policy 

holders will not affected at all". I do not think this is correct, and have asked the 

Inland Revenue to consider the point. (People may for example have options under 

their existing policies to increase the size of their existing policy without a medical 

examination or to change from a without profits to a with profits policy. Some at 

least may be caught.) Paragraph 14 in the same block says with the composite rate 

system the taxpayer is spared the bother of making any return of building society 

interest he has earned. Paragraph 17 states the main qualification to this, which is 

that higher rate taxpayers particularly do have to declare their building society 

interest for tax and of course building society interest has to be declared by those 

people not in the higher rate bands who happen to have to make a return in any 

particular year. I suggest amending the sentence to read: "Most taxpayers are spared 

the bother of making any return of the building society interest they have around .... 

Paragraph 16, also in Block I, says that the purpose of the change is not to 

attract savings into Government hands. I wonder whether that risks an Opposition 

jeer. It might help to take the phrase "The purpose of the move ... Government hands" 

to the end of the paragraph. 

In block J paragraph 22 the increase from £18,000 to £18,700 in the VAT 

registration threshold is only 3.9 per cent, less than indexation. It is perhaps too 

strong to claim this as a "special" measure to help small firms. 

In Block J, paragraph 24, is there a risk that the reference to a 

second-generation immigrant might sound racist? The point could be put less bluntly 

(though more long windedly) by referring to the children of immigrants who say they 

intend to return to their parents' country of origin. 

The last sentence of paragraph 38 in the same section is a little misleading. We 

do already charge VAT on imports of course. The sense would not be lost if the phrase 

"and charge VAT on imports" were dropped. 

tt, f. 
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13. Paragraph 42, also in Block J, says that abolition of NIS will save private sector 

employers "getting on for £1 billion in 1985-86". This might be compared with the full 

year figure shown in the FSBR of £865 million and the more astute could realise that 

the difference between the full year figure and the 1985-86 figure is attributable to 

the forecast increase in the wage bill between 1984-85 and 1985-86. The difference 

between El billion and £865 million is over 15 per cent and the difference between the 

accurate figure of £925 million for 1985-86 and £865 million for the full year is 6.9 per 

cent. Neither would be a welcome deduction for people to make about our forecasts. 

It would be much safer, even though less dramatic to give a figure of "some 

£900 million" for 1985-86. 
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DATE: 7 March 1984 

MISS O'MARA 

 

cc Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Sir P Middleton 
Sir T Burns 
Mr Bailey 
Mr Littler 
Mr Cassell 
Mr Monck 
Mr Battishill 
Mr Odling-Smee 
Mr Folger 
Mr Norgrove Mr Allen 
Mr Ridley 	Mr Griffiths 
Mr Lord 	Mr Kucyzs IR Mr Portillo Mr Wilmott 
Mr Lankester 	C&E 
PS/IR 
PS/C&E 

BUDGET SPEECH BLOCK I: SAVINGS AND INVESTMENT 

I attach a photocopy of Block I with suggested amendments shown. 

	

2. 	Most of them explain themselves, but I would add the following 

points. 

The Inland Revenue would like to delete paragraph 7. 

Mr Lankester will propose this in his comments, and I have not 

included it in mine. 

The change at the beginning of paragraph 9 is suggested because 

it is not safe to say that when LAPR was introduced (in the 

nineteenth century) life assurance was the principal or only 

savings medium for ordinary people. Other saving through friendly 

societies was at least as important. 

The Inland Revenue feel strongly that it would be criticised 

as misleading not to give, in paragraph 11, the figure for the 

full year cost of abolishing IIS. I think this is right. 

	

3. 	The last sentence of paragraph 14 should be amended as follows: 
bother 

"Most taxpayers are spared the / of paying tax on interest 

through PAYE or individual assessment, while the Revenue are spared 

the need to recruit up to 2,000 extra civil servants in order to 

collect the tax due on interest paid without deduction." 

Ga_o 
G W MONGER 
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cc 	Chief Secretary 
Financial Secretary 
Minister of State 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Bailey 
Mr Littler 
Mr Cassell 
Mr Monck 
Mr Battishill 
Mr Odling-Smee 
Mr Folger 
Mr Norgrove 
Mr Ridley 
Mr Lord 
Mr Portillo 
PS/IR 
PS/C&E 

MR LANKESTER 

MR MONGER 

BUDGET SPEECH BLOCK I: SAVINGS AND INVESTMENT 

I attach Block I of the Budget speech on which the Chancellor worked over the weekend. I 

should be grateful if comments could reach this office by mid-morning tomorrow. 

MISS M O'MARA 
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• 	BLOCK I: SAVINGS AND INVESTMENT 
First, the taxation of savings and investment. 

2. 	The proposals I am about to make should improve both the 

direction andquality 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 rather than by intermediary institutions. 

3. 	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 once again 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 

to 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. 

4. 	I therefore propose to halve the rate of stamp duty to 

1 per cent  2_  Len  all tran-sactions-taking_place after today/. 

5. 	For the home buyer, the new flat rate 1 per cent stamp duty 

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

at all. 	As a result of this increased threshold, 90 per cent 

of first time home buyers will not 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 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 encourage the issue of corporate bonds. 	I shall go ahead 

with the new arrangements for deep discount stock and 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 propose to exempt from Capital Gains Tax 

ac-itiALA 	new Corporate fixed interest securities that have been held for 

more than a year. 

Since such securities are already exempt from stamp duty, 

an exemption I now propose to extend to certain convertible loan 

stocks, this means that the tax concessions for Government 

borrowing in the gilt-edged market will now apply equally to 

private sector borrowing in the corporate bond market. 

The reductions in stamp duty will cost £450 million in 

1984-85, of which £160 million is the cost of the relief on 

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

transfers of houses and other real estate. 

Next, life assurance. 	I have concluded that there is no 

longer any justification for -1±-fe-a-s-strrenee- premium reliefti 
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today is to encourage institutional rather than direct investment, 

and to spawn a multiplicity of tax management schemes - as anyone 

reading the advertisements in their daily newspapers can see 

for themselves. 	So I propose to withdraw the relief on all 

newkelicles wIth effect  -fronv-teday J-173-March2. 	I stress that 

this change will apply to new (or newly enhanced) policies only, 

taken out or increased after today. 	Existing pa±±cyholders will 

not be affected/t. 	The change is estimated to yield 

£90 million in 1984-85. 

Alongside the abolition of outdated privileges for 

institutional investment, it is necessary to consider unjustified 

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 reaches retirement 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 and fully-taxed income in the first place. 

More than half of those who pay the investment 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 

£25 million 
a_Lui 	4 
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Finally, I propose to draw more closely together the tax 

treatment of depositors in banks and building societies. These 

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 removed, 

with the recent ruling by the Inland Revenue, on legal advice 

accepted by Ministers, that under existing law the building 

societies' profits from gilt-edged securities are liable to tax 

in(xactlyithe 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 arrangement for interest paid by building societies 

under which the societies pay tax at a special rate to the Inland 

Revenue and the depositor receives credit for income tax paid at 

the full basic rate. 	This system, which has worked well for the 

past 90 years, has both an advantage and a disadvantage. 	The 

disadvantage is that ai7maliiminority of depositors, who are below 

the income tax threshold, still suffer the deduction of tax at 

the composite rate. 	However, it is always open to such depositors 

to put their savings elsewhere, such as National Savings. The 

advantage of the scheme is its extreme simplicity, both for the 

taxpayer and the Inland Revenue. /The taxpayer is spared the bother 

of making any return of the 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 Z2,0007 civil 

servants in order to deal with such assessmentA 
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• 	15. In common with my 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 and banks should be achieved, not by removing the 

composite rate from the societies, but by extending it to the 

banks and other licensed deposit takers. 

Non-taxpayers will continue to be able to receive interest 

gross, should they wish to, by putting their money into appropriate 

National Savings facilities. 	But the 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 Government appetite for 

savings, which is measured by the size of the Public Sector 

Borrowing Requirement, has been significantly reduced. Moreover 

I have decided to reduce substantially the permitted maximum size 

of future holdings in the National Savings Investment Account and 

in Income Bonds. 

The new composite rate 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. 	Moreover, this figure takes no 

account of the impossible task the Revenue would otherwise have 

been faced with were the recent trend towards the payment of 

interest on current accounts to develop, as it seems highly 

likely to do. 
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• 	18. Accordingly, I propose to extend the composite rate 
arrangements to interest received by UK resident individuals 

from banks and other licensed 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. 

19. Taken together, the major 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 straightforward tax system for savings and investment, while 

removing biases which have discouraged the individual saver from 

investing directly in industry. 	They also reinforce the 

Government's policy of encouraging competition in the financial 

sector, as part of our policy of promoting competition in the 

economy as a whole. 
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FROM: M C SCHOLAR 

7 March 1984 

PS/CHANCELLOR OF THE EXCHEQUER 

BUDGET SPEECH BLOCK G: PUBLIC EXPENDITURE 

CC: Chief Secretary 
Financial Secretary 
Minister of State 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Bailey 
Mr Littler 
Mr Cassell 

Mr Anson 
Mr Monck 
Mr Battishill 
Mr Odling—Smee 
Mr Folger 
Mr Norgrove 
Mr Ridley 
Mr Lord 
Mr Portillo 

You asked for my comments on Block G of the Budget Speech. 

Paragraph 2 might be strengthened by the addition of a sentence which 

we considered at the Chancellor's meeting last night, but rejected in this 

form as being more suitable for a speech than for a Green Paper. 

"Over the years more and more people on lower and lower incomes have been 

brought into income tax."Lcould be added at the end of the existing paragraph 2. 

In paragraph 4, line 5, I suggest the deletion of "ad hoc". 	I suggest 
that the succeeding sentence might be redrafted as follows: 

"This choice needs more fundamental consideration; and it needs 

to be set within a longer time horizon." 

I suggest, too, deleting the last sentence, and making its point, in more 

specific terms, in paragraph 7. 

For paragraph 7 I suggest the following:— 
reen Paper 

"The /concludes that, without firm control over public spending, there 

can be no prospect of bringing the burden of tax back to tolerable 

levels. 	On the assumptions made in the Green Paper, the tax burden will 

be reduced to the levels of the early 1970s only if public expenditure 

is held at its present level in real terms right up to 1993-94. 	If, 

BUDGET SECRET 
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on the other hand, what by historical standards is a very modest rate of 

public expenditure growth is assumed - 1 per cent a year in real terms 

after 1988-89 - the tax burden would be scarcely back to the 1973-79 level 

even after ten years of growth in the economy at about 2 per cent a year: 

still less to its level in the 1960s and early 1970s." 

At the end of paragraph 8 it seems a little Irish to say first of all 

that price protection is measured by reference to the RPI in 	then to 

say that accordingly Mr Fowler will be announcing these rates in June. 

Should we substitute for "in June" the following: "when the May RPI is 

available, in mid June"? 

On paragraphs 10 and 11 of the draft you will have seen Mr Burgnerts 

minute of 6 March, with its suggested redraft of this material. 

M C SCHOLAR 

2 
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FROM: G W MONGER 

DATE: 7 March 1984 

cc Chief Secretary 
Financial Secretary 
Minister of State 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Bailey 
Mr Littler 
Mr Cassell 
Mr Monck 
Mr Battishill 
Mr Odling-Smee 
Mr Folger 
Mr Norgrove 
Mr Ridley Mr Allen 
Mr Lord 	Mr Griffiths 
Mr Portillo Mr Kucyzs IR 
PS/IR 	Mr Wilmott 
PS/C&E 	 C&E 

BUDGET SPEECH BLOCK H: TAX REFORM 

I have only one comment on the redraft of Block H. I think myself that 

it is a pity not to give more space to the positive general arguments 

for tax reform. Would it not at least be worth adding a third point 

in paragraph 2: "Third, the need to reduce the disortions in the tax 

system, and leave the taxpayer to take more decisions for himself." 

G W MONGER 

BUDGET SECRET 
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cc 	Chief Secretary 
Financial Secretary 
Minister of State 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Bailey 
Mr Littler 
Mr Cassell 
Mr Monck 
Mr Battishill 
Mr Odling-Smee 
Mr Folger 
Mr Norgrove 
Mr Ridley 
Mr Lord 
Mr Portillo 
PS/IR 
PS/C&E 

MR MONGER 

BUDGET SPEECH BLOCK H: TAX REFORM 

I attach Block H of the Budget speech on which the Chancellor worked over the weekend. I 

should be grateful if comments could reach this office by mid-morning tomorrow. 

MISS M O'MARA 
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ilo BLOCK H: TAX REFORM 

As I have already indicated to the 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 - 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 improve 

our economic performance over the longer term. 	Second, the 

desire to make life a little simpler for the taxpayer. 

But I am well aware that the tax reformer's path is a stony 

one. 	Any change in the system is bound, at least in the short 

term, to bring benefits to some and disadvantages to others. 

And, 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 with a brand new 

expenditure-based system. 	A reform of this kind would produce, 

in the real world, an upheaval of mind-boggling dimensions. 
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410 5. 	Nor, on the other hand, do I believe we can afford to 

opt for the quiet life and do nothing. 	I have therefore 

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. 

6. 	The changes I shall be proposing today fall into three 

broad categories. 	These are the taxation of savings and 

investment, business taxation, and the taxation of personal 

income and spending. 
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A4) 317-  • FROM: T P LANKESTER 
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MISS O'MARA cc Chief Secretary 
Financial Secretary 
Minister of State 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Bailey 
Mr Littler 
Mr Cassell 
Mr Monck 
Mr Battishill 
Mr Odling-Smee 
Mr Folger 
Mr Norgrove 
Mr Ridley 
Mr Lord 
Mr Portillo 
PS/IR 
PS/C&E 

BUDGET SPEECH BLOCK I: SAVINGS AND INVESTMENT 

Your minute of 6 March. 

2. I would like to suggest a redraft of paragraph 6 starting with 

the third sentence as follows: 

"In addition, I have four proposals to encourage the issue of 

corporate bonds. I shall go ahead with the new arrangements 

for deep discount stock and the reliefs for companies issuing 

eurobonds and convertible loan stock which were announced by 

my Rt Hon and Learned Friend last year, but not enacted. And 

I propose to exempt from Capital Gains Tax new [quoted] 

corporate fixed interest securities that have been held for 

more than a year." 

This redraft includes the reference to the proposal to allow the 

issuing costs of convertible loan stock against tax. No decision 

has yet been taken on whether the CGT exemption should cover 

unquoted as well as quoted securities, hence the square brackets in 

the last sentence. The Financial Secretary is taking a meeting on 

this tomorrow morning. 

3. I suggest paragraph 7 should be redrafted as follows (changes 

1 
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underlined); 

"Since such securities are already exempt from stamp duty, 

an exemption I can confirm also extends to certain convertible 

stocks, this means that the tax concessions for Government 

borrowing in the gilt edge market will now be virtually the  

same as for private sector borrowing in the corporate bond 
market." 

The exemption from stamp duty of loan stock convertible into 

equities is a clarification by the Revenue of the 1976 Finance 

Act, although it will be announced in a press release on Budget 

day. So I think it would be wrong to suggest that this is a 

"Budget measure". Hence the phrase "I can confirm also 	 
inni4-0  

The tax treatment of gilt edged borrowingZin the corporate_ 

bond market will not be precisely the same, even after the new 

concessions, because deep discount bonds will be taxed on an income 

accrual basis whereas low coupon gilts, at least for individuals, 

are subject to a capital gains regime. But this is a minor point, 

and the Chancellor may prefer to stick to his earlier draft. 

There is no mention in this section, or as far as I know in any 
to.44:-.441 4towii4.14-(51h 

other part of the speech, of the proposal toL,I.Low the discount on 

acceptance credits against corporation tax. But this was announced 

last year, it is a pretty small item, and it does not fit easily in 

this section; so it may be best not to mention it in the speech. 

I would prefer to delete the last part of the penultimate sen—

tence of para 16. The sentence could then finish as follows: 

... as I have already announced, next year's target for national 

savings is the same as this year's and the year before. " 

Without the deletion, we will be explicitly admitting that the 

£3 billion target will be a higher proportion of the borrowing 

requirement. 

Mr Monger will be letting you have comments on other paragraphs 

in this block. 

TA_ 

T P LANEESTER. 
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Financial Secretary 
Economic Secretary 
Minister of State 
Sir P Middleton 
Sir T Burns 
Mr Bailey 
Mr Littler 
Mr Cassell 
Mr Monck 
Mr Battishill 
Mr Odling-Smee 
Mr Folger 
Mr Norgove 	Mr Allen 
Mr Ridley 	Mr Griffiths 
Mr Lord Mr Portillo Mr Kucyzs IR 

PS/IR 	Mr Wilmott C&E 

PS/C&E 

BUDGE SPEECH BLOCK L: PERSONAL TAXATION/INCOME TAX 

We have only the small amendments to this Block shown on the attached 

photocopy. 

I have square bracketted "greatly" in paragraph 5 because the 

poverty trap can reach 60-70% even where no tax is paid. But if the 

Chancellor wanted to leave in "greatly" I think it could be defended. 

There are three points on the important last sentence of paragraph 8: 

Unfortunately, it has to be amended as shown to exclude 

pensioners. 

Arguably, there should also be an exclusion for those only 

just above the present threshold, who already pay less than £2 

a week in tax. But the absence of a reference to them could be 

justified on the ground that they clearly cannot get a cut of £2. 

Mr Folger has pointed out that those losing the foreign 

earnings or emoluments reliefs could suffer substantial losses. 

This is true, but I think myself that paragraph 8 is fairly clearly 

referring to the effect of the allowance changes. 

G W MONGER 
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MR MONGER 

BUDGET SPEECH BLOCK L: PERSONAL TAXATION/INCOME TAX 

I attach Block L of the Budget speech on which the Chancellor worked over the weekend. I 

should be grateful if comments could reach this office by mid-morning tomorrow. 

jk,1-o".n 
MISS M O'MARA 
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BLOCK L: PERSONAL TAXATION/INCOME TAX 

Finally, I come to income tax. 

Z. 	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 Labour 

Government. We have increased the main tax allowances not 
trre 

simply in line with prices but by almost 8 per cent in real 

terms.I is a good record. But it is not enough. The burden of 

income tax is still too heavy. 

During the lifetime of this 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 just 

announced on indirect taxes I can make a start. 

I 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 indexation formula, based on the 5.3 per cent 

increase in the Retail Price Indext)in December. The question is 

how much more 
	

I can do. 
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I have decided that, this year, the right course is to use 

every penny I have in hand, within the framework of a revenue 

neutral Budget, 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. 

Moreover low tax thresholds greatly exacerbate the poverty and 

unemployment traps, so that the incentive to find a better job 

or even any job at all/virtually ceases to exist. There is, alas, 

no quick or cheap solution to these problems, but that it 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 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 single 

age allowance will rise 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 allowances up by £100 and £150 

respectively. 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 £2,00i4; and 

the married threshold by £360, from £2,795 to £3,155. 
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This is an increase of around 12} per cent, or tiaera-than-

7 per cent in real terms. It brings the married man's tax 

threshold, for 1984-85 [ 
	

o its highest level in real 

terms since the war. It means that every tax-paying married 

couple in the landL will enjoy an income tax cut of at least £2 a 

week. 

The changes I have announced will also take a large 

number of people, those with the smallest incomes of all, out of 

income tax altogether. Some 850,000 fewer people will pay tax 

in 1984-85 than if thresholds had not been increased at all, and 

400,000 fewer than if the allowances had merely been indexed. 

All these changes will take effect under PAYE on the 

first pay day after 10 May. Their cost is considerable: some 

£1.8 billion in 1984-85, of which roughly 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 Budget for 1984-85. But as I 

have already said, so long as we hold to our published planned 

levels of public spending, there is an excellent prospect of 

further income tax cuts in next year's Budget. This is in 

addition to the fact that, as I told the House earlier, the 

measures I have announced in this Budget will reduce taxation 

in 1985-86 by some Eli billion. 
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410 	 DATE: 7 March 1984 

PS/CHAN LLOR cc Sir P Middleton 
Sir T Burns 
Mr Battishill 
Ni' Monger 
Mr Folger 
Ni' Portillo 

BLOCK J: BUSINESS TAXATION 

Paragraphs 2 and 3 substitute "business" for "industry". "Industry" 

is too close to manufacturing which, on our present figures which we 

are checking, is likely to lose in cash terms even on a 2 year basis. 

2. Paragraph 11. Following last night's meeting between the Chancellor 

and Ni' Tebbit I suggest the following sentences, which I will need to 

check later with DTI and the Revenue: 

/4After consulting my rt hon Friend the Secretary of State for 

Trade and Industry, I have decided to make transitional tax 

arrangements for certain investment projects in the regions. 

Existing capital allowances will continue to apply to expenditure 

on projects in Development Areas and special Development Areas 

for which regional development grants are available and offers 

of selective assistance have already been made between 1 April 1980, 

and today. Similar arrangements were announced for regional 

development grants in my rt hon Friend's White Paper on Regional 

Industrial Development last December." 
	 )k/r  

Paragraph 13 third line from end: I suggest extending the sentence 

to read 

?I 
	  inflation has fallen sharply and will be falling 

further during this Parliament." 

I think the last sentence should go but the Revenue will comment on 

that. 

Paragraph 18. If the short—term acceleration of investment is to be 

made explicit and not held in reserve for defence against questions about 

the quantity of investment, I think it ought to be made more clearly 
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subordinate to the longer term quality effects. In the sixth line from 

the end the sentence might begin: 

"But the more important and durable effect will be to 

encourage 11 

 

Paragraph 19 might be a place for a short reference for the reasons 

why higher net profitability are a good thing. Viz the greater 

willingness of business to spend and take risks in an enterprising way. 

I suggest something on the lines of: 

"Higher net profits should encourage and reward enterprise 

and stimulate higher current expenditure and innovation in 

all its forms - research and development and work on new 

products, processes and markets." 

Paragraph 38 line two insert after "competitive disadvantage" 

"in the home market". The opponents of earlier payment of VAT on 

imports will argue that their competitiveness has been reduced in 

export markets. The answer to that is that they will be in the same 

position as their opposite numbers in TEC countries. But we do not 

want to look as though we have missed the point. 

r)2
. 

LJ2.64A+.1a4) 
N MONCK 
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FROM: G W MONGER 

DATE: 7 March 1984 

MISS O'MARA cc Chief Secretary 
Financial Secretary 
Minister of State 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Bailey 
Mr Littler 
Mr Cassell 
Mr Monck 
Mr Battishill 
Mr Odling-Smee 
Mr Folger 
Mr Norgrove 
Mr Ridley 
Mr Lord 
Mr Portillo 
PS/IR 
PS/C&E 

Mr Allen 
Mr Griffiths 
Mr Kuczys 

IR 
Mr Wilmott 

C&E 

BUDGET SPEECH BLOCK K: PERSONAL TAXATION/INDIRECT TAXES 

I have not yet had Customs & Excise comments on this block but in view 

of your deadline I am sending it forward now. Customs and Excise may 

wish to comment later. Answers to the detailed question in paragraphs 

12, 15 and 16 will need to come from them. 

2. 	Some small amendments are shown on the attached photocopy. 

1979 Manifesto (para 2)  

3- 	The full reference in the 1979 Manifesto was as follows: 

[?tGrowing North Sea oil revenues and reductions in Labour's public 

spending plans will not be enough to pay for the income tax cuts 

to country needs.] We must therefore be prepared to switch to 

some extent from taxes on earnings to taxes on spending." 

(1979 Manifesto, page 14) 

I suggest after "elected in 1979" adding the words "...and which 
emphasised the need for some switch from taxes on earnings to taxes on 

spending." 
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Paragraph 8 already mentions one lollipop. It might be worth 

referring to the two others agreed in this area. Add after paragraph 8: 

"I also propose to extend the concessionary duty rate of £60 paid 

on small horsepower cars registered before 1947 to all cars 

registered before that date." 

Then perhaps as a new paragraph after 17 there could be inserted 

the following: 

"I have one further measure to propose to assist disabled people. 

I propose to relieve from VAT and car tax cars designed or 

adapted to take a wheelchair or stretcher for disable persons." 

This also could be inserted in paragraph 8. But the other two lollipops 

in paragraph 8 deal with VED, whereas this does not, and it would make 

more of it to give it a separate paragraph. 

Beer/wine judgement (paras 9-10) 

I am not certain about the tactic of emphasising that we are taking 

the action on beer/wine because we have to obey the judgement of the 

Curopean Court. This is however a matter of political judgement. I 

wonder however whether the Chancellor might consider replacing "I am 

now obliged to implement" by "I am now implementing". The word 

"obliged" seems to convey expecially strongly the impression that the 

Europeans are telling us what to do. 

Future VAT changes  

Mr Knox suggested with his minute of 2 March an additional paragraph 

designed to leave open the possibility of further extensions of the VAT 

base. The Chancellor has now however reduced the length of this block 

of the speech and I take it that he would not now want to make 

additions to cover this point. If he does not, I think that paragraph 2 

and 14 are in fact sufficient to safeguard the position, although a 

briefing line will need to be developed to answer the explicit question 

whether more VAT changes are contemplated. 

G W MONGER 
2 
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FROM: MISS M O'MARA 

DATE: 6 March 1984 

 

cc 	Chief Secretary 
Financial Secretary 
Minister of State 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Bailey 
Mr Littler 
Mr Cassell 
Mr Monck 
Mr Battishill 
Mr Odling-Smee 
Mr Folger 
Mr Norgrove 
Mr Ridley 
Mr Lord 
Mr Portillo 
PS/IR 
PS/C&E 

MR MONGER 

BUDGET SPEECH BLOCK K: PERSONAL TAXATION/INDIRECT TAXES 

I attach Block K of the Budget speech on which the Chancellor worked over the weekend. I 

should be grateful if comments could reach this office by mid-morning tomorrow. 

MISS M O'MARA 
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BLOCK K: PERSONAL TAXATION/INDIRECT TAXES 

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 pro-

gress on tax reform is the taxation of personal income 

and spending. 

2. 	The broad principle was clearly set out in the Manifesto 

on which we were first elected in 1979. /Quote  from 1979 

Manifesto/ My predecessor made an important move in this 

direction in his first budget, and the time has come to 

make a further move today. A change of this kind is important 

in two ways. It improves incentives and makes it more worth-

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 

broowill) 	 
major change this year. I shall of course need to 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 moment ago. But broadly speaking I do not 

intend to do any more than revalorise the excise duties, 

and with inflation now as low as it is,the necessary 

increases are mercifully modest. 

I propose an increase in the tobacco duty which, 

including VAT, will put 4p on the price of a packet of 
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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. 

I propose increases in the duties on petrol and dery 

which, again including VAT, will increase the price at the 

pumps by 41/2 p and 31/2 p 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 

ends meet, including in particular many old age pensioners, 

use paraffin stoves to heat their homes. 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 

• 
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contribution that various types of vehicle make to the 

wear and tear caused to the roads, there will be reductions 

in duty for the lightest lorries, offset by higher increases 

for some heavier lorries. All these changes in Vehicle 

Excise Duty will take effect from tomorrow. 

In addition, however, I propose to exemgtfrom 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 duty field. As the House will be aware, the 

rules of the European Community, so far 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 

protecting beer by under-taxing it in relation to wine. We 

fought the case, but lost; and I am now obliged to implement 

the judgement handed down by the Court last year. Accordingly, 

I propose to increase the duty on 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 judgement: 2p on 

• 
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a typical pint of beer, 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. 

I cannot, however, ignore the fact that while we 

comply with the judgement of the European Court, one of 

our partners appears determined not to do so. 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 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 come into operation on 1 

September unless the Italian Government has - as I very 

much hope - implemented the Court's judgement by that date, 

and it will lapse as soon as I am satisfied that it has 

complied. 

As for the rest of the alcoholic drinks, cider, which 

increasingly competes with beer but 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 duty on sparkling wine, fortified wine and spirits by 

about 10p a bottle, including VAT. /When to come into force?7 

These changes in excise duties will, all told, bring 

• 
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loroeualkii in some £650 million in 1984-85. 	But that is of course 

--ffiteTe4y what is needed to keep pace with inflation. 

The extra revenue I need to make the switch this year 

from taxes on earnings to taxes on spending must therefore 

come from VAT. 	I propose no change in the rate of VAT. 

Instead, I intend to broaden the base of the tax by 

extending the 15 per cent rate to three areas of expenditure 

that have hitherto been zero-rated. 

First, alterfrtions to buildings. 	At present repairs 

and maintenance are taxed, but alternations are not. 	The 

borderline between these two categories is the most confused 

in the whole field of VAT. 	/An example?? I propose to end 

this confusion, not to mention the illogicality of the 

difference, by bring all alterations into tax. However, to 

allow a reasonable time for existing commitments to be completed 

or adjusted, the change will be deferred until 1 June. 

Second, I propose to bring into tax newspapers (including 

newspaper advertisements) and all other pirnted matter, with 

the sole exception of books, which will remain zero-rated. 

Other news media, of course, are already subject to tax. 

Laleck? This change will apply from 1 April. 

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 
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into tax by the Rt Hon Member for Leeds East. Take-away 

food clearly competes with these forms of catering, and I 

therefore intend to bring into tax hot take-away food and 

drinks, with effect from 1 	May. 

The total effect of the extensions of the VAT coverage 

which I have proposed will be to increase the yield of the 

tax by £600 million in 1984-85 and by almost £1 billion in 

1985-86. 

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 I gave to the 

House earlier of a decline in inflation to 41/2  per cent by 

the end of the year. 

L20. The revenue raised by the broadening of the VAT 

base will enable me to lighten the burden of income tax, 

within the overall framework of a neutral Budget17 

BUDGET SECRET 
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FROM N G FRAY 
DATE: 7 MARCH 1983 

cc 	Minister of State (C) (for paragraph 1 
Sir Douglas Wass 
Mr Burns 
Mr Middleton 
Mr Kemp 
Mr Norgrove 

LENGTH AND DURATION OF BUDGET SPEECHES 

As you asked I have carried out some more research into the length and duration of 

Budget Speeches given by Mr Lloyd George, Mr Churchill and Mr Butler. The results 

are attached immediately below. 

2. 	With regard to the contents of the various speeches and general points of 

interest, I also attach a note consolidating all the research that I have carried over the 

past few months There is some repetition from minutes previously circulated, but the 

idea is to collect all the information together. 

NO FRAY 



LENGTH 	DURATION 

LLOYD GEORGE 

29 April 1909 

30 June 1910 

16 May 1911 

2 April 1212 

MISSING 

7500 

MISSING 

7750 

1 hr 10 

1 hr 

Both speeches above include many interruptions 

Average:130.w.p.m. (approx) 

CHURCHILL 

28 April 1925 

26 April 1926 

11 April 1927 

24 April 1928 

15 April 1929 

16200 	 2 hrs 

13700 	 1 hr 40 

16000 	 2 hr 

20250 	 2 hr 15 

15500 	 1 hr 45 

Average:140 w.p.m. (approx) 

BUTLER 

11 March 1952 

14 April 1953 

6 April 1954 

19 April 1955 

13850 	 1 hr 25 

11350 	 1 hr 10 

12200 	 1 hr 15 

11250 	 1 hr 10 

Average:162 w.p.m. 

5-13 



THE GENERAL DEVELOPMENT OF THE BUDGET SPEECH 

The Budget speech has progressed from being mainly a very detailed and technical 

discussion of taxation and borrowing, to the Budget Speech we know today. 

Length of the Speech  

The length of Budget speeches varies enormously. An analysis is shown in Annex 

A. The longest Budget speech was given by Sir William Gladstone on. 18 April 1853 - it 

lasted approximately 41 hrs. The then Leader of the Opposition said of the speech: "... 

it was so extensive that it is impossible, without consideration, to weigh its 

disadvantages and advantages." 

However many of the speeches given at the end of the last century and into this 

were very often on the short side. The main reason for this was because the Budget 

was directed only at expenditure and revenue. They also seem to have been spoken 

more slowly. 

 

shortest speech: 

  

There are several contenders for the 

 

Benjamin Disraeli 

   

delivered a speech in 1867 lasting approximately 45 minutes. 

 

A speech of similar 

  

length was given by Mr R Lowe on 7 April 1873. However the shortest Budget speech 

ever may have been the one delivered by Sir Mark Hicks Beach on 5 March 1900 at 35 

minutes. 

The Budget speech given by Mr C Ritchie on 23 April 1903 appears to be the first 

speech which has defined sections and can I think be justified as being the first truly 

'modern' Budget speech because it dealt with a greater variety of subjects rather than 

being confined purely to expenditure and revenue. The structure of this speech is 

given with a selection of others at Annex B. 

The Speech itself 

The speech as we know it today has only been termed the 'Budget Statement' fo1. 

just over 20 years. Previously it was called 'Budget Proposals' and from the turn of the 

century back into history was called the 'Financial Statement'. 

Up until 1968, the Budget was presented before a Committee of the House. At 

Roy Jenkins' Budget Speech on 19 March 1968, the Speaker was present for the first 

time at an annual Budget Statement. It was also the first time that taxation proposals 

had been initiated in the whole House since 7 May 1641. 

5-14 



• The 7 May 1908 speech was a rare occasion, when Mr H H Asquith presented the 

Budget as Prime Minister, to which office he had succeeded on the 8 April on the 

retirement of Sir Henry Campbell-Bannerman. It was the first time in living memory 

that the annual financial statement had been submitted by any other Minister than the 

Chancellor of the Exchequer (though the Financial Statement had been presented in 

this way in the times of Sir Robert Peel). The reason for this unusual occurrence was 

that the Ministerial changes had only taken place on 8 April and the new Chancellor of 

the Exchequer (Mr Lloyd George) felt that it would be a matter "not merely of 

personal, but also of public convenience" that Asquith should present the Financial 

Statement as he had previously held the post of Chancellor. 

The arrangement worked well because the Financial Statement of 1908 was a 

natural progression from the Statement delivered by Asquith the previous year. The 

Budget of 1908 was to announce the establishment of a scheme of old age pensions and 

was therefore the first stage of Asquith's "social reform" which he had set in hand a 

year earlier. 

Civil Service Numbers 

A final point to note is that in 1928, when Winston Churchill was Chancellor of 

the Exchequer, the Conservative Party, like today, wanted to reduce the numbers 

employed in the Civil Service. From the time the Conservatives took office in 1924 up 

to 1 April 1927, the total number of officials in the Civil Departments had been 

reduced by over 7,000 (a reduction of perhaps 10 per cent by my calculation). The 

scheme mentioned by Churchill in his Budget in 1928, contemplated a 5 year 

programme beginning from 1 April 1927 to reduce the number of officials by a further 

11,000 (18 per cent of those in post in the Civil Departments at that time). The 

reductions were needed to save money to finance the ever increasing cost of housing 

grants and pensions. 
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, LENGTH AND DURATION OF BUDGET SPEECHES 
ANNEX A 

Listed below are some of the longest and shortest Budget speeches made since 1853 

CHANCELLOR 	APPROX NO OF WORDS 	DURATION 	AVERAGE 
W.P.M. 

Sir Geoffrey Howe 
9 March 1982 
10 March 1981 
26 March 1980 
12 June 1979 

	

18,200 	 1 hr 45 

	

14,500 	 1 hr 30 

	

19,000 	 2 hr 

	

11,500 	 1 hr 10 

164 

Denis Healey 
11 April 1978 
	

9,500 	 1 hr 
	

152 
26 March 1974 
	

20,500 	 2 hr 20 

Anthony Barber 
6 March 1973 
30 March 1971 

Roy Jenkins 
14 April 1970 
19 March 1968 

James Callaghan 
3 May 1966 
6 April 1865 

Reginald Maudling 
14 April 1964 
3 April 1963 

Selwyn Lloyd 
9 April 1962 
17 April 1961 

Derick Heathcoat Amory 
4 April 1960 

Harold Macmillan 
17 April 1956 

R A Butler 
19 April 1955 
11 March 1952 

Sir Stafford Cripps 
18 April 1950 

W S Churchill 
15 April 1929 
28 April 1925 

D Lloyd George 
2 April 1912 
30 June 1910 

Benjamin Disraeli 
4 April 1867 

Sir William Gladstone 
18 April 1853  

	

18,00 	 2 hr 	 146 

	

15,500 	 1 hr 50 

	

17,000 	 1 hr 55 	 151 

	

20,000 	 2 hr 10 

	

13,000 	 1 hr ZO 	 160 

	

22,000 	 2 hr 20 

	

13,000 	 1 hr 30 	 149 

	

17,000 	 1 hr 50 

	

14,000 	 1 hr 30 	 160 

	

13,000 	 1 hr 20 

	

13,000 	 1 hr 20 	 163 

	

15,000 	 1 hr 45 	 143 

	

11,250 	 1 hr 10, 	 162 

	

13,850 	 1 hr 25 

	

18,000 	 2 hr 	 150 

	

15,500 	 1 hr 45 	 140 

	

16,200 	 2 hr 

	

7,750 	 1 hr 
	

130 

	

7,500 	 1 hr 10 

	

6,500 	 45 mins 
	

144 

	

35,000 	 4 hr 45 
	

123 
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ANNEX B 

• 	STRUCTURE OF SPEECHES 

SIR GEOFFREY HOWE: 9 MARCH 1982 

I 	INTRODUCTION 
II 	MONETARY POLICY 

MONETARY CONTROL AND DEBT SALES 
III 	PUBLIC SECTOR BORROWING 
IV 	PUBLIC EXPENDITURE 
V 	SOCIAL SECURITY AND CHARITIES 
VI 	MANAGING THE PUBLIC SECTOR 

CIVIL SERVICE 
THE NATIONALISED INDUSTRIES 

VII 	NATIONAL INSURANCE SURCHARGE 
VIII INDIRECT TAXES 
IX 	OIL TAXATION 
X 	INDUSTRIAL ENERGY COSTS 
XI 	INDUSTRIAL INNOVATION 
XlI 	FISCAL JUSTICE 

TAX HAVENS AND COMPANY RESIDENCE 
XIII THE CONSTRUCTION INDUSTRY 
XIV BUSINESS, ENTERPRISE AND SMALL FIRMS 
XV CAPITAL TAXES 
XVI INCOME TAX 
XVII CONCLUSION 

ROY JENKINS: 19 MARCH 1968 

I INTRODUCTION 
II 	EXTERNAL POSITION 

PROSPECTS FOR 1968-69: CURRENT ACCOUNT 
PROSPECTS FOR 1968-69: THE CAPITAL ACCOUNT 

1TI 	THE BUDGET JUDGEMENT 
IV 	GOVERNMENT FINANCE: OUTTURN AND PROSPECTS 

THE FINANCIAL STATEMENT 
1967-68 PROVISIONAL OUTTURN 
1968-69 PROSPECTS 
CENTRAL GOVERNMENT NET BALANCE 

V 	MONETARY POLICY 
VI 	TAX CHANGES 
VII 	TAX CHANGES: CUSTOMS AND EXCISE 
VIII TAX CHANGES: OTHER INDIRECT TAX CHANGES 
IX 	TAX CHANGES: DIRECT TAXATION 
X 	TAXATION OF BENEFITS FROM OWNERSHIP 
XI CONCLUSIONS 



SELWYN LLOYD: 17 APRIL 1961 

I 	EXCHEQUER OUTTURN 
II 	PUBLIC EXPENDITURE 
III 	THE UK ECONOMY 1960-61 
IV 	ECONOMIC PROSPECTS FOR 1961-62 

DOMESTIC DEMAND 
VI 	LONGER TERM ISSUES 
VII 	SIMPLIFICATION OF THE TAX SYSTEM 
VIII ECONOMIC REGULATORS 
IX 	EXCHEQUER PROSPECTS FOR 1961-62 
X 	ALLOWANCES FOR NI CONTRIBUTIONS 
XI 	TAX CHANGES 
XII CONCLUSIONS 

HARDOLD MACMILLAN: 17 APRIL 1956 

I 	BALANCE OF PAYMENTS 
II 	INTERNATIONAL SITUATION 
III 	MONETARY POLICY 
IV 	EXCHEQUER OUTTURN 1955-56 

NATIONAL DEBT 
VI 	EXCHEQUER PROSPECTS 
VII 	FINANCE FOR THE NATIONALISED INDUSTRIES 
VIII ECONOMIC PROSPECTS 1956-57 
IX SAVINGS 
X 	SAVINGS CERTIFICATES AND DEFENCE BOND 
XI 	SAVINGS BANK DEPOSITS 
XII RETIREMENT PROVISIONS FOR THE SELF EMPLOYED 
XIII STAMP DUTY ON CONVEYANCES 
XIV PREMIUM BONDS 
XV GOVERNMENT EXPENDITURE 
XVI CHANGES IN THE TAX CODE 
XVII MAJOR TAX CHANGES 

R A BUTLER: 19 APRIL 1955 

I INTRODUCTION 
II 	BALANCE OF PAYMENTS 
III 	THE MEASURES OF 24 FEBRUARY* 
IV 	OUTTURN FOR 1954-55 

REVENUE IN 1954-55 
VI 	EXPENDITURE IN 1954-55 
VIE 	OUTTURN IN 1954-55 
VIII NATIONAL DEBT 
IX 	NATIONAL SAVINGS 
X 	REVENUE FOR 1955-56 
XI 	EXPENDITURE FOR 1955-56 
XII SUPPLY EXPENDITURE 
XIII CIVIL EXPENDITURE 
xrv EXCHEQUER PROSPECTS ON EXISTING BASIS OF TAXATION 
XV EXTERNAL PROSPECTS 
XVI HOME PROSPECTS 
XVII BUDGET JUDGEMENT 
XVIII BUDGET PROPOSALS 

*Action taken to moderate the growth of imports and to encourage 
exports, including 'an increase in the Bank Rate by 41 per cent. 



SIR STAFFORD CRIPPS: 15 APRIL 1950 

0 	I 	DEMOCRATIC PLANNING 
II 	EXTERNAL ECONOMIC SURVEY 
III 	GOLD AND DOLLAR POSITION 
IV 	EUROPEAN ECONOMIC CO-OPERATION 

OUTTURN FOR 1949-50 
VI 	PROSPECTS ON BASIS OF EXISTING TAXATION 
VII 	BASIS OF BUDGET POLICY 
VIII TAX: MINOR PROPOSALS 
IX 	TAX: MAJOR PROPOSALS 
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Broadcasting of Parliament 	15 MARCH 1983 

aBROADCASTING OF PARLIAMENT (ANNUAL REVIEW) 
Jr. Edmund Marshall accordingly presented a Bill to 

provide for the annual review of arrangements for the 
broadcasting of parliamentary proceedings: And the same 
was read the First time; and ordered to be read a Second 
time upon Friday 15 April and to be printed. [Bill 1001 

Budget Statement 

WAYS AND MEANS 

Budget Statement 

Mr. Deputy Speaker (Mr. Bernard Weatherill): 
Before I call the Chancellor of the Exchequer, it may be 
for the convenience of hon. Members if I remind them 
that, at the end of the Chancellor's speech, as in past years, 
copies of the Budget resolutions will not be handed around 
in the Chamber but will be available to hon. Members in 
the Vote Office. 

3.38 pm 

INTRODUCTION 

The Chancellor of the Exchequer (Sir Geoffrey 
Howe): The longest Budget speech that I have been able 
to trace was given by Mr. Gladstone on 18 April 1953—[interruption.] 

Mr. Deputy Speaker: Order. Perhaps the Chancellor 
would like to start again. 

Sir Geoffrey Howe: I am content, Mr. Deputy 
Speaker, to recognise that, although Liberals have long livis, they do not live that long. The date to which I refer, 
of Course, was 1853. The speech lasted for about 43/4  hours. 
The then Leader of the Opposition said of the speech: 

. . it was so extensive that it is impossible, without 
conpideration, to weigh its disadvantages and advantages". 
That could have its merits in certain circumstances. But 
I can assure the House that I shall not try to rival Mr. 
Gladstone. Instead, I shall try to follow Disraeli, who 
delivered a Budget speech in 1867 lasting only 45 minutes. 
I am afraid that I cannot quite match that; but at least this 
wig be one of the shortest—perhaps the shortest---of my 
Buclget speeches, or at any rate the shortest so far. And that 
will not be its only attractive feature. 

I begin, as last year, by making it clear that I shall today 
be proposing further significant cuts in the taxes paid both 
by businesses and by individuals. These proposals will be 
consistent with our medium term strategy for effective 
control of the money supply, for lower public borrowing, 
and for further progress on inflation. 

The requirement we saw, and the country accepted, in 
1979, was for resolve, for purpose and for continuity. My 
proposals in this Budget are rooted in that same resolve, 
antic  will maintain that purpose, and that continuity. They 
are designed to further the living standards and 
employment opportunities of all our people and to sustain 
and, advance the recovery for which we have laid the 
foundations. 
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WORLD ECONOMY 
Is,1979 it was clear that the long-term decline of Britain's 
eelmive position in the world economy called for a fresh 
Stan, for a radical new beginning And it soon became 
apparent, as the effects of the second oil price shock hit 
how, that that fresh start would have to be made in an 
irnernational setting that was increasingly difficult. 

4ast year world output and trade were lower than 
generally expected. In the major industrial economies 
output fell; and more than 30 million of their people were 
uneFi„  ployed. 

Developing countries have faced similar difficulties. We* markets for their products, high oil import costs and 
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This note responds to the Chancellor's request for "a note on the potential consequences of 

a 1.500 limit for all societies. It amplifies paragraph 22 of the Note which I handed to 

you yesterday. (Not copied to all.) At the end I deal briefly with two relat frralters. 

VVV,1' t)'` 	°14Hjiv.  
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2. 	It is inevitable that any change in the tax regime which is intended to shift 

patterns of investment is going to affect adversely the finances and,in the short term at Ato  

least, the scale of activity of institutions which have had a significiant stake in what 

has hitherto been a tax-favoured business. It is also inevitable that they will object 

volubly. The greatest noise may not come from the worst hit: this may wel 

Implications for the Change in Limit 

(a) 

3. 

with friendly societies. 
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Commercial Friendly Societies   

The worst hit friendly societies will clearly 
/ 	

" 
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be the dozen or so societies which lt• 

have been established in the last few years to take advantage of the tax-exempt limits. 

These are generally referred to as 'commercial friendly societies'. The majority have 

been set up by some sponsoring organisation 'which has another interest in investment: as 

you will recall the Registry has required arrangements which would permit a move of the 

friendly society towards a truly mutual status independent of the sponsor, although I have 

tended to regard this as a rather poor fig leaf. 
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The majority of these commercial societies have realised that the time which they 

have to exploit the tax relief is probably limited. Certainly I know that in the case of 

one of the two largest, the Homeowners which was originally floated by the Bradford and 

Bingley Building Society but now has business links with a number of building societies; 

the management has its contingency plans against the ending of tax relief. 

I think that two groups of these societies will adjust without great difficulty. 

One group consists of those societies associated with an organisation which is already 

selling ordinary insurance business. They will probably stop taking any new business and 

will become closed funds. They will be run by the original sponsoring organisation, such 

as the AA or the Abbey Life. This happened a decade ago when a previous Finance Act 

stopped a previous use of friendly society schemes for tax evasion: the M & G Unit Trust 

Group have carried two associated friendly societies which were closed to new entrants 

then. One has now come to an end and one is nearing it. It is just possible that these 

societies may increase their management charges slightly - so investors will get smaller 

bonuses on maturity than they had hoped. 

The next group may consist of only one, the Family Assurance which is the/other 

way commercial society besides the Homeowners which has become a sizeable institution. 

(L40 million total assets.) It is likely that it will decide to go into taxable 

business, and then in due course take the necessary steps to transform itself into a 

mutual insurance company. 

The main problem will arise with the smaller societies with no large 

organisations to back them up. A particular problem is that some have had a premium 

structure with deductions for management expenses heavily front loaded, so that when new 

business stops, the provision for the management will be inadequate to cover the costs of 

administering the rump. There is also some risk of a management walk away leaving the 

members to their own devices. There would seem to be two possibilities for them. The 

first is a transfer of engagements to one of the larger commercial societies which is 

continuing: for example it is possible, but far from certain, that the Homeowners might 

take in other friendly societies with building society-linked schemes. But that does 

depend in part on competitive rivalries between building societies. Another possibility 

would be for a consortium of the smaller commercial societies to be formed in order to 

reduce management expenses. The Registry may have to use its influence and good offices 

to try to ensure such mergers or groupings take place. Even if they do,it is probable 

that it will be necessary for the societies to amend their rules to increase the permitted 
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management deduction. So here too policy holders will not get as much in the way of 

bonuses as they might otherwise have expected. Their investment, which will still be tax 

free, will not prove to have been quite as attractive as they had originally thought but 

it should still leave them with a reasonable return. 

(b) 	Large Non-Taxable Traditional Societies  

    

8. 	The next main group who will be affected will be the minority of large traditional 

 

friendly societies who have kept to non-taxable business. (The majority of large 

societies do both taxable and non-taxable business.) This minority includes societies 

like the Teachers and the Dentists. These are relatively strong societies, which have 

been 'bucking the downward trend' and growing in real terms. They have a substantial part 

of their business in non-life type activities - sickness benefits, benevolent funds and so 

on. While they will have an adjustment problem, we would expect to them to adapt 

reasonably well, and in most cases to go in for selling bigger life policies to their 

client professional groups, a business which they have hitherto stayed out of in order to 

be able to market the tax-exempt ones up to the £2,000 limit. They will clearly not like 

the change. But I should be surprised if, after say five years, they are any weaker as a 

result of it. The problem will essentially be a transitional one. 

(c) 	Small Non-Taxable Societies  

There are then the great majority of small friendly societies who only do 

non-taxable business, including the 3,000 or so branches of the Orders. They are 

relatively small in terms of total assets but could be quite vocal and emotional. They 

will complain that the measure strikes at the heart of the movement. We do not have 

returns from them which show how much life business they do in the £500 to £2,000 range. 

I have the impression, and it is no more, that there are some which have quietly been 

doing a significant amount, but the majority by number probably have not been doing very 

much. None have been marketing it aggresively, because to do so would have risked 

triggering certain provisions in the Taxes Act which would have applied to them the 

tighter conditions which have related to post 1966 societies. 

My own assessment of this group would be that the stonger societies amongst them, 

those which are going to survive anyway, will be able to adjust in just the same way as 

the Teachers and Dentists. What this step may do is accelerate somewhat the decline of 

the weaker ones: you may recall that there was a section in my last Annual Report on the 
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problem of the declining friendly societies. But in the case of the traditional friendly 

societies which are in decline, I am reasonably confident that other traditional societies 

will accept transfers of engagements from them, i n the way in which they would not from a 

commercial friendly society. However the Registry will have to increase its work on 

identifying problem cases and in making sure that the committees of management do react in 

time. If they want a merger that has to be initiated whilst the financial position of the 

society is still sufficiently strong for them to be an acceptable partner. Equally the 

alternative of dissolution by instrument and a cash pay out to members, which might be 

welcome in many cases, has to be done before the management expenses had eaten away all 

the funds. 

(d) 	Taxable Friendly Societies  

11. 	These will be the 'silent majority'. They who will not be directly affected by 

the change in the limit on tax-exempt business. They account for nearly 90% of the total 

assets of the movement, although they are only one eigth by number.. They will, of 

course, be affected by LAPR. They will be relieved to see the end of the exploitation of 

the friendly societies name by the commercial friendly societies. They will welcome the 

increase in the limit to i..60,000 (although some;  but not all ofthem would like to see it 

abolished) and welcome the assurance of a further increase for the larger societies linked 

to the Life Directive. 

(e) 	Conclusion  

So/  as I concluded in my note yesterday, some policy holders will get less than 

they hope for, primarily because there will not be the new business to contribute to the 

management costs. Some societies may either become closed funds, merge or dissolve. 

But I am reasonably confident that the process can be achieved without a collapse in the 

sense of members getting less than they had originally put in, or even very much less than 

they expected. 

Timing of the Change in the Limit on Taxable Business  

The solution to the problem of friendly societies and LAPR, which was worked out 

between Parliamentary Counsel, the Inland Revenue and ourselves yesterday evening and then 

reported orally to the Financial Secretary, means that the effective date for the LAPR 
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change for friendly societies will be the same as for everyone else, namely from after 

13th March. It is therefore no longer necessary to delay the increase in the limit, as 

had seemed necessary when it was thought that the effective date would be later for 

friendly societies. On the other hand, societies can do with a little warning of the 

increase, so that they can prepare their marketing and pamphlets. So I see no need, in 

this case, to overrule the normal convention that statutory instruments should be laid at 

least 21 days before they come into operation. I would suggest an effective date of 1st 

May. 

Presentation  

The presentation of this package is going to be critically important, so that the 

generality of friendly societies see what are the positiive points in it for them as well 

as the negative ones. I would suggest that, in the first instance, you should write a 

letter, to be sent on the evening of Budget Day, to the Chairman of the Friendly Societies 

Liason Committee. This would, I think, make the point which Sir Peter Middleton raised 

yesterday: the strict logic of the present Budget approach would be to have no tax 

exemption for life policies issued by friendly societies at all. However, because of the 

special character of friendly societies the Government was keeping the tax exemption for 

policies up to £500. 

The Revenue have agreed to post to each individual friendly society on Budget Day 

evening, a package containing the Inland Revenue press notice on LAPR generally, a copy of 

Orders which I will be making under the 1976 Finance Act which will deal with the rules of 

about 75% of the friendly societies, the Revenue note on the change in the limits and a 

note by RFS explaining in as simple language as possible how thetwo will work for 

societies. 

We will let you have drafts of the letter to the Chairman and the RFS circular as 

soon as we can clear the necessary text with the Inland Revenue and Parliamentary Counsel. 

Conclusion  

I hope that this gives you sufficient to decide on the choice of a £500 or £1,000 

lymit. I would be very happy to discuss if you wish. 

__TIL 

(J.M. Bridgeman) 
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Note by the Chief Registrar 

 

  

1. 	The purpose of this note is to give you the Registry's vi w on:- / 

whether the change should be made this year; 
kt-̂  

the choice between £500 and £1,000; 

a possible change in the limit on taxable business 

and 	(iv) 	the prudential implications for societies which are speciali 

tax-exempt business. 

Timing 

The Registry has a strong preference for legislation this year. 	The other 
changes to the taxation of insurance generally may give some boost to the more 

'tax-efficient' remaining schemes, notably those of the 'commercial' friendly societies. 

This will lead to possible prudential strains. 	Moreover postponement will magnify the 

scale of adjustment in terms of cost of adcinistration etc when the change eventually 
comes. 	It will run the risk of potential embarrassments over the present 'fig leaf' of 

respectability for the commercial friendly societies, such as that raised by the 

prospective share issue by Dominion International based largely on the profits it expected 

to make out of Family Assurance Friendly Society. 

The other changes in the taxation of financial institutions would enable a change 

this year to be fitted in as part of the general approach to financial institutions in the 
Budget. 	It would not be seen so much as picking on Friendly Societies which it might if 
left to another year. 

Moreover, if the taxable limits are reduced it will limit the conspicuous 

transitional exploitation of the transitional arrangement for Friendly Socieites on LAPR, 

which has been forced by the ruling that LAPR does not fall within the Provisional 
Collection of Taxes Act. 

This preference is subject to one proviso only, namely that the legislation 

should be simple and should not compound the existing anomalies. 	The proposal to cut the 
limit to either £1,000 or £500 would seem to meet this proviso. 

The Choice of the Limit  

The choice of limit would seem to depend critically on whether the change is seen 
as an 'interim' holding operation until _a more fundamental change can be made in friendly 

society taxation, or whether it is regarded as, the only likely substantive change in the 
forseeable future. 	I favour the latter, and Si L500. 

— 



7. 	
The solution of reducing the limit was put forward by the Inland Revenue, but 

rejected some three years ago by Mr. Nicholas Ridley, when Financial Secretary, on the 

grounds that he wished there to be a more fundamental reassessment of friendly society 

taxation. 	
Work since then has progressed between the Inland Revenue and the Registry, 

albeit not as a high priority. 	
There is general agreement on the objectives. 	

First, 

the taxation of the larger friendly societies should be brought onto an identical basis to 

that of mutual insurance companies. 	
Second the tax system for the very small friendly 

societies should not be changed. The Inland Revenue hold this second view because of the 

administrative problems of collection. 	
The Registry hold a similar view,namely that such 

societies should be allowed at least a very considerable period of change to adjust. It 

is fair to say that the Revenue and Registry approaches to achieving the two objectives 

have differed in emphasis. 	
The Registry have favoured some criterion of size of the 

society as a trigger for tax treatment, because many of the present anomalies stem from 

su
perimposing a series of changes each of which were related to the date of registration 

of the society. 	
The Revenue have none the less preferred the date related approach 

because it is more easily policeable. 	
At this juncture I am not sanguine that it will be 

possible to develop a satisfactory scheme of either type, or a hybrid between them, which 

would not have significant disadvantages. 

I would therefore favour the proposal to harmonise the limit on tax-exempt 

business (which is at present £2,000 gross sum assured for societies doing only tax-exempt 

business, £500 for others, with equivalent limits for annuities) as a means of dealing 

with the friendly society taxation problem simply and on a reasonably lasting basis. 

For that purpose, I would recommend £500 as the limit rather than £1,000. 
	The 

actual limit for a family would, in practice, be higher than that. 
	Both husband and 

wife can take out a policy. 	
Also the limit relates to the sum assured which can be 

significantly increased by bonuses on redemption after ten years. There are two reasons 

for £500. 

First a reduction to £1,000 would still leave a significant amount of business 

for the 'commercial societies'. 	
It would not provide a certain end to that problem, 

either as a route for tax avoidance or as a distortion of the concept of a friendly 

society. 	
Such figures as we have suggest that some commercial societies do a  significant 

amount of business at £1,000. 	
Therefore, if the tax exempt limit were standardised at 

£1,000 most of the commercial friendly societies would continue, pushing the polcies at 

the lower limit. 	
The scale of activity of the societies would clearly be significantly 

less, but it could still be of sufficient embarrassment to lead to the kind of 

difficulties which we are facing at present, particularly if, as is to be hoped, the value 

of that £1,000 is not much eroded by inflation over the years. So there might well still 

need to be legislation soon to deal with the anomalies and abuses. 

The reduction to £500 would, however, almost certainly effectively bring to an 

end the new business of the commercial friendly societies. 
	(A few might decide to market 

taxable policies.) So the £500 limit would deal with the commercial friendly society 

problem. 

Second to raise the limit to £1,000 for the traditional societies at present 

doing both taxable and tax exempt business would give to those societies a mis-leading 

message about the future pattern of their business. 
	It would encourage them to do 

tax-exempt business which they have not been doing on any scale of late. 
	Unless it was 

intended to revalorise the £1,000, or possibly increase it further, it would be a 

misleading policy signal for the Government to give to those societies. 
	Once again the 

increase to £1,000 would only really make sense if there were more general friendly 

society taxation provisions to follow. 



13. 	It must be recognised that a reduction to either £500 or £1,000 in the limit for 

societies doing only taxable business is going to affect a significant number of 

societies besides the commercial societies. 	There are a few large successful traditional 

societies which do only tax-exempt business eg. the Teachers, the Dentists. 	But life 

insurance is only part of their business and they could readily switch into taxable 

business. 	There is also a significant number of small ones plus an unknown number of 

branches of the orders (eg. the Manchester Unity of Oddfellows, Ancient Order of 

Forresters: the branches are separate units for tax purposes.) But for most of these 

also life business is not their main rationale: that is as much, if not more, the social 

and benevolent work, sickness benefit etc. 	That said, if the limit was £500 the branches 

and others would find that they could offer less advantageous terms on one 'traditional' 

policy with a long pedigree - a whole life policy designed to cover funeral expenses. 	I 

understand that a 'Co-op' funeral now costs about 000. Most of these too would adapt, 

but under protest. 

14. 	Putting it another way, in terms of gainers and losers, the losers from either a 

£500 or a £1,000 limit would be:- 

the commercial friendly societies: who would be more damaged by the 

£500 limit; 

the other tax-exempt friendly societies who do most of their business 

in other forms, and who would be less affected in total: clearly the 

£500 limit would hit them more than a £1,000 one. 

/The big taxable friendly societies who do 90% of the total business of societies, Royal 

Liver, Liverpool Victoria etc, would welcome action against the commercials. 	They would 

clearly not say 'no' to the £1,000 limit (the Friendly Societies Liason Committee have 

asked for it) but I am slightly doubtful how far they would use it. 	They would be more 

interested in other changes to which I return below.. 

15. 	The only group within which gains and losses would balance somewhat if the figure 

were £1,000 rather than £500 would be the Orders. 	The tax-exempt branches would lose, 

the taxable central funds of the Orders would gain. 

16. 	So I do not think that the choice of £1,000 or £500 would affect very much the 

opposition to the move: there would be the inevitable howls in either event, and not much 

more vocal support for, or less opposition to, the package if the figure were 

£1,000.Within the movement, the action to curb the commercials would be welcome, and the 

logic of that having an effect on the traditionals accepted 'off the record', but that 

will not stop the protests. 

Limit on Taxable Business  

17. 	The larger friendly societies, who do almost exclusively taxable business 

anyway, will be looking for a different quid pro quo. 	At present they are subject to two 

disadvantages in comparison with mutual insurance companies. 	They are subject to a limit 

on taxable policies off.5C,-0—)00: this is principly a prudential control and variable by an 

order made by me with the consent of the Treasury. 	They are also limited to trustee 

investment powers. 	(These general trustee powers are being reviewed and any change would 

be expected to carry over.) 

18 	I would be reluctant on prudential grounds to see either changed for the smaller 

societies, or indeed for some of the larger societies under the present prudential 

regime. While hitherto, with very few exceptions, it has been the larger societies which 

have done taxable business, the bringing of the two limits for taxable business together 

will mean that more small societies will consider doing taxable business. 



19. 	However that regime has to be tightened for the larger societies in the next year 

or two in order to comply with the European Life Directive. 	The regulations are in draft 

to give effect to this by an order under the European Communities Act 1972. When that 

comes the limit could be removed (or lifted so that it did not bite) in respect of the 30 

or so largest societies authorised under the Order. 	The wording of the direction is 

such that we have little option but to widen the investment powers at the same time. 

In the meantime, I would recommend that I increase the limit 4,_o E60,000:26r 

possibly £75,000, as evidence of good intent. 	I would not go further, because I have no 

power at present to differentiate between large and small societies. 

The Friendly Socieites Liason Committee would, I am sure, welcome this, but press 

for legislation to abolish the limit compleely. 	Indeed Mr. Rees, when Minister of 

State, wrote to the Liason Committee to say in 1981:- 

'In the light of the [then] Chief Registrar's favourable opinion on this matter 

we accept in principle that there is a good case for the removal of these 

limits 	it is our hope that the necessary provision can be made the next time 

suitable friendly society legislation is introduced.' 

But I would advise strongly against going that far: most members of the Liason Committee 

would individually accept the case against giving the power tole small society. 	I will 

readily explain to them that the more discriminating approach now suggested reflects a 

change of view for which the change in Chief Registrar and the change in the tax regime 

could be held accountable. 

Prudential Implications  

The change in the limits will clearly affect the financial position of societies 

- some quite significantly. 	The likely consequences for the main groups will be:- 

(I) 'commercial societies' If the limit were £500, most would stop writing 

new business of this type. 	If it were £1,000 some would continue on a 

reduced scale. 	The problems which could arise would be:- 

management costs outstripping the present provision in the 

rules for transfers to the management fund. 	This would be 

particularly true of societies which heavily front load their 

premiums. 	This could require some societies to amend their 

rules, thereby reducing the eventual bonuses paid on 

maturity; 

(b) 	management walk away. 

I would expect the majority of supervisory bodies to stand behind the 

administration of their societies eg. A.A, Bradford and Bingley 

Building Society. 	(The RFS might have to swallow a few words about 

independence in persuading them to do so.) Family Assurance might 

not be supported but is probably strong enough to survive, diversifying 

into taxable business. 	Some of the smallest might need to merge, in 

order to secure economies of management; 

larger traditional societies eg. Dentists, Teachers. 	These are 

sufficiently widely based with other business to take the shock. 	They 

would probably go in for taxable business instead; 

(a) 



smaller traditional societies Many of these are sufficiently broadly 

based to suvive. 	But the change will accelerate the problems of those 

already in decline. 	Here it will often be desireable to secure 

mergers. 

To sum up, some policy holders will get less than they hoped for primarily because there 

will not be the new business to contribute to the management costs. 	The Registry may 

have to expend a considerable amount of effort securing support and/or mergers. 	But the 

prudential problem will not be any less, and probably more, if a change in tax treatment 

is deferred. 	The necessary support of the larger societies for these rescues is likely 

to be better secured by action on taxable limits than the choice of £1,000 rather than 

£500 for the tax-exempt limit. 

Conclusion  

I accordingly:- 

(i) 	support the Economic Secretary's recommendation that the present two 

limits for taxable business be brought together; 

recommend, however, that the figure should be £500, not £1,000; 

(iii) 	suggest instead that the limit on taxable business be raised now to 

£60,000 (or possibly £75,000) with an undertaking about a future 

increase for the larger societies authorised under the proposed 

regulations to give effect to the life directive. 

3.M. Bridgeman 

6th March, 1984 
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BUDGET SPEECH BLOCK J: BUSINESS TAXATION 

I attach some comments on Block J. This minute draws attention to a 

few points. 

Paragraph 11  

2. 	It is worth considering whether the "Nissan" arrangement should 

be mentioned in the speech. The argument for including it is that 

there could be criticism for leaving out an important and potentially 

awkward point. The argument against is that the point might be taken 

immediately, and there could be exchanges during the Speech itself which 

would be better avoided. The Inland Revenue prefer exclusion 

Paragraph 14  

3- 	We have suggested excluding the words "and thereafter" because they 
are not strictly consistent with the last sentence. There is also the 

point that a commitment to maintaining the CT rate at 35% after 1986-87, 

if intended, would seem to require more extended treatment. 

Paragraph 18  

4. 	I am a bit doubtful about giving such emphasis to the acceleration 

point. If the new system is a more rational one, it seems odd to make 

a virtue of the fact the companies can put off itseffect on them. The 

change shown assumes however that the Chancellor still wants to make the 

general point, and is designed to avoid the word "higher", which is not 

quite right. 



BUDGET SECRET 

Paragraph 28  

The Inland Revenue would prefer not to give a figure for the 

shortfall below the true benefit, partly because there are different 

figures for different cars, more because to do so would suggest that 

there was a medium-term aim of making big increases in the scales. 

Paragraph 33  

The Department of Energy are very anxious to have the reference to 

their Secretary of State, but we and the Inland Revenue are not 

convinced that it is necessary. The Department are also proposing to 

issue a press notice after the Budget which will emphasise its 

advantages for the North Sea. This is not the line taken by 

paragraphs 33 and 34. The Inland Revenue will minute separately about 
that. 

Paragraph 36  

We think that paragraph 36 is not quite accurate in its description 

of VAT on imports and would like to suggest the following redraft. 

Customs have not yet been able to comment but in view of the shortage 

of time I am letting you have the draft now. They may wish to comment 

later. The new draft is: 

2.3e: Ever since VAT was introduced in this country, we have treated 

imports differently from the way in which they are treated by 

our main European Community competitors. In a nutshell, they 

require VAT on imported goods to be paid in the same way as 

customs duties. We do not. Under our system an importer does 

not have to account for VAT on his imports until he makes his 
eeLQ kS 

normal VAT return, on average ra,1-ffie-n4.4s later. During this time 

the importer enjoys free credit at the taxpayer's expense. This 

is an advantage not enjoyed by the home-produced equivalent of 

the import, since businesses buying from UK suppliers have to pay 

VAT when they pay their suppliers." 

G W MONGER 

2 
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INDIRECT TAXES 

Having announced major reforms of both the taxation of 

savings and investment and the taxation of business, I turn now 

to the third and final area in which I propose to make progress 

on tax reform. This 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 and which emphasised 

the need for a switch from taxes on earnings to taxes on 

spending. 	My predecessor made an important move in this 

direction in his first budget, and the time has come to make a 

further move today. To reduce direct taxation by this means is 

important in two ways. It improves incentives and makes it 

more worthwhile to work, and it increases the freedom of 

choice of the individual. 

I do not however see the excise duties - with certain 

exceptions - as an area for major change. 	I shall of course 

need to raise most of the duties broadly in line with inflation, 

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

counter to the philosophy I outlined a moment ago. But with 

inflation now as low as it is, the necessary increases are on the 

whole mercifully modest. Only for a few particular duties do I 

envisage steeper rises. 
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One significant exception is tobacco, where I Iwo 
b(,f/7-v(- /1- 	PiZZ,F 	 Z aVesT.. 

 	to raise the duty in real terms, 

etutgiertteicirrrvermi-+iree-seespre the potential danger to health. I 

therefore propose an increase in the tobacco duty which, 

including VAT, will put 10p on the price of a packet of 

cigarettes, with corresponding increases for hand-rolling 

tobacco and cigars. This will do no more than restore the tax 

on tobacco to its 1965 level. I do not propose to increase the 

duty in pipe tobacco, which is important for a great many 

pensioners. These changes will take effect from midnight on 

Thursday. 

For the duties on petrol and dery I propose simply broad 

revalorisation, which means increases which, again including 

VAT, will it:mileage the price at the pumps by 4ip and 31p 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 ends 

meet, including in particular many pensioners, use paraffin 

stoves to heat their homes, and it is with them in mind that I 

propose to abolish the duty on kerosene from six o'clock 

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

the House. 

• 
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However, I propose to exempt from Vehicle Excise Duty 

all recipients of the War Pensioners' Mobility Supplement. 

And I have decided to widen the specific VAT reliefs for 

the disabled in the important area of transport. The existing 

VAT relief for motor vehicles designed or adapted for use by 

the handicapped will be extended, and matched by a new Car 

Tax relief. The effect will be that neither VAT nor car tax 

will apply to family cars designed for disabled people or 

substantially adapted for their use. 

I now come to the most difficult decision I have to take 

in the excise duty field. As the House will be aware, the rules of 

the European Community, so far as alcoholic drinks are 

concerned, are designed to prevent a Member state from 

protecting its own domestic product by imposing a significantly 

higher duty on competing imports. 	In pursuit of this, the 

Commission has taken a number of countries to the European 

Court of Justice. 

137. 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---4110—further—evaence m-y Rt Hon -Pri-end—th-e 

Secretar-51-S-rate-has-niauz_rensived-oy 	 n the wear and tear that 

various types of vehicle cause to the roads, there will be 

reductions in duty for the lightest lorries, offset by higher 

increases for some heavier lorries. All these changes in Vehicle 

Excise Duty will take effect from tomorrow. 
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141. In our case, the Commission contended that we were 

protecting beer by under-taxing it in relation to wine. We 

fought the case, but lost; and I am now implementing the 

judgement handed down by the Court last year. Accordingly, I 

propose to increase the duty on 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 judgement and maintain 

revenue: 2p on a typical pint of beer, 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. 

1.42. I cannot, however, ignore the fact that while we comply 

with the judgement of the European Court, one of our partners 

appears determined not to do so. I refer to Italy, which has 

been ordered by the Court to remove forthwith its 

discrimination against Scotch whisky, but as yet 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 basic increase, to which I shall come in a moment. 

This surcharge will come into operation on 1 September unless 

the Italian Government has - as I very much hope it will - 

implemented the Court's judgement by that date, and it will 

lapse as soon as I am satisfied that it has complied. 

143. As for the rest of the alcoholic drinks, cider, which 

increasingly competes with beer but 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 duty 

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

• 



• 	
bottle, including VAT. All these changes, except the vermouth 

surcharge"will take effect from midnight tonight. 

These changes in excise duties will, all told, bring in some 

£840 million in 1984-85, some £2.00m more than is required to 

keep pace with inflation. The addition is of course.Jmoge* due 

to the increase in tobacco duty. 

But much of the extra revenue I need to make a 

substantial switch this year from taxes on earnings to taxes on 

spending will come from VAT. I propose no change in the rate 

of VAT. Instead, I intend to broaden the base of the tax by 

extending the 15 per cent rate to two areas of expenditure that 

have hitherto been 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 and illogicality by 

bringing all alterations into tax. However, to allow a 

reasonable time for existing commitments to be completed or 

adjusted, the change will be deferred until 1 June. 

Secondly, food. 	Most food is zero-rated. 	But food 

served in restaurants is taxed, together with a miscellaneous 

range of items including ice-cream, confectionery, soft drinks 

and crisps, which were brought into tax by the Rt Hon Member 

for Leeds East. Take-away food clearly competes with other 



forms of catering, and I therefore intend to bring into tax hot 

take-away food and drinks, with effect from 1 May. 

The total effect of the extensions of the VAT coverage 

which I have proposed will be to increase the yield of the tax by 

£375 million in 1984-85 and by almost E650 million in 1985-86. 

The total impact effect on the Retail Price Index of the 

VAT changes and excise duty changes taken together will be 

less than three-quarters of one per cent. This has already been 

taken into account in the forecast which I have given to the 

House of a decline in inflation to 4i per cent by the end of the 

year. 

The extra revenue raised in this way will enable me within 

the overall framework of a neutral Budget to lighten the burden 

of income tax. 

• 
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I attach the latest complete draft of the Budget Speech, and 
At, 	81, 	. • 	k 

would be most grateful if any suggested amendment couldreach 

me by lunchtime on 9 March. Sections of the Speech are of 

course being circulated more widely. 

J 0 KERR 

BUDGET SECRET 
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INTRODUCTION 

This Budget will set the Government's course for this 

Parliament. It is founded on the policies which we have 

consistently followed since 1979. 

Z. Consistency of purpose is the hallmark of this 

Government. 	It isj the only way to improve economic 

performance and lay the foundations for future prosperity, 

more jobs and lower taxation. Above all it is the only way to 

defeat inflation and achieve our ultimate objective of stable 

prices. 

The results of the Medium Term Financial Strategy 

introduced in 1980 can be seen in four years of falling inflation, 

down now to the lowest levels since the sixties. And that in 

turn has brought a steady recovery of output, rising living 

standards and, more recently, rising employment. 

The facts speak for themselves. They are a tribute to the 

courage and foresight of the five Budgets presented from this 

Despatch Box by my distinguished predecessor, the present 

Foreign Secretary, whose duties sadly keep him in Brussels 

today. 

Today's Budget has two themes: first, the further 

reduction of inflation, which will further improve the prospects 
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for jobs; and second, the reform and simplification of the tax 

system. s4vichmtwii1-gire1te=11=1eree . 

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 borrowing and the appropriate PSBR 

for the coming year. I shall then turn to public expenditure, 

including the prospects for the longer term. Finally I shall deal 

with taxation, and the changes in the structure of taxation 

which will pave the way for cuts in taxes in subsequent years. 

Some of these cuts I shall announce today, for this is in a sense 

a Budget for two years. In a wider sense it is a tax reform 

Budget, setting out/ a tax strategy for this Parliament. 

As usual, a number of press releases will be issued today, 

filling out the details of ml tax proposals. 
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THE ECONOMIC BACKGROUND 

(=But I start with the economic background, and the 

convincing evidence of recovery: a recovery that springs from 

the monetary and fiscal policies to which we shall hold. 

Since 1980, inflation has fallen steadily from a peak of 
(t-i) +Int tilChia-CK L 	°LAI t<A- 

over 20 per cent. Last year -it- was down to about 41 per cent, 

the lowest figure since the sixties. And with lower inflation 

have come lower interest rates. 

10. 	The underlying strength of the recovery is clear. Whereas 

in some previous cycles recovery has come from a self- 
-a- 

defeating stimulus to monetary demand, this timerits roots are 

in our commitment to sound finance and honest money. Lower 

inflation and lower interest rates benefit industry, business, and 

consumer confidence. Falling inflation has made room for real 

growth, as we always said it would. 

Across the economy, total money incomes grew in 1983 by 
t 

stRItit 8 per cent, of which 3 per cent represented real growth in 

output.) Although there is still room for improvement, this 

eieet+y is a very much healthier division between inflation and 

real growth than the nation experienced in the 1970s. Output in 

the second half of 1983 is now reckoned to have exceeded the 

previous peak, before the world recession set in, and is still 

rising strongly. 
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Productivity too has continued to improve rapidly. Just 

as over the past year many have wrongly predicted an end to 

the recovery, so some have tried to dismiss the sharp rise in 

productivity as a flash in the pan. 	Yet during 1983 

manufacturing productivity grew by 6 per cent with no sign of 

slowing down. Unit labour costs across the whole economy are 

likely to show the smallest annual increase since the 1960s. 

This has allowed a welcome and necessary recovery in real 

levels of profitability. 

Higher profits lead to more jobs. The number of people in 
(w) ooc 

employment increased by about 8-503t00 between March and 

September last year. The loss of jobs in manufacturing has 

slowed down sharply, while jobs in services increased by 'getting 

on for 200,000 in the first nine months of last year. This is 

encouraging news for the unemployed and those who will be 

leaving school this summer. 

But further progress esampasedeet:42,447 is needed: although 

our unit wage costs in manufacturing rose by under 3 per cent 

last year, such costs actually fell in the US, -J•aptur and 

Germany, our—three—biggest—competitors.- The employment 

knA,4-.,..  

tJ' IttP at  PeC9"t'l 

prospect would be significantly 

contribution to improved 

improved if a bigger 
(mE) 

were to come from lower 

pay rises. Good sense about pay remains vital. 
cx-sk2. s A.-A-14v 0.4 	Sc 	 evcS fil`• 

Demand, output, profits and employment all rose last 

year. Home demand has played the major part in the recovery 

so far. Lower inflation/  reduced people's need to save and real 
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incomes rose. Personal consumption increased by over 31 per 

cent compared with 1982. Fixed investment rose rather faster 

than consumption, with investment in housing and services 

particularly strong. 

t•IP 

Imports rose a little faster than home demand last yearj 

As the UK emerged from recession ahead of our main,  trading 

partners -iur rate of economic growth last year was the 

I 44- 
(highest in the European Community. For much of 1983 our 

;^-.F-e•rt, r0S-1- eh t 1$ 

e44.1 )1/ `Sta.,. P.,0 	C4C- 	(rip) 

7 
to have beenj in surplus by about £2 

Our critics have been confounded by the combination of 

recovery and low inflation. Even the pessimists have been 

forced to acknowledge the strength of the recovery. It is set to 

continue throughout this year at an annual rate of 3 per cent. 

Inflation is expected to remain low, edging back down to 41 per 
ev.4-040 )  

cent by the end of this year. With' rising incomes and low 

inflation, personal consumption will continue to-grew. And the 

recovery is already becoming more broadly based. Encouraged 

by improved profitability and better long-term growth 

prospects, investment is expected to rise by 6 per cent this 

year. 

export performance reflected the weakness in many of our 
r on-43 

overseas markets. But 4,y-t1e-end-of last year world trade was 
• 

[clearly moving ahead againf iand in the three months to January 

manufacturing exports increased very substantially. iThe-1  

balance of payments on current account (last year is estimated m 



Looking abroad, economic prospects are also more 

favourable than for some time. Output in the United States 

should continue to grow strongly this year. And recovery is 

spreading to the rest of the world. 

Of course, there are Linevitablel risks 	 

The size and continued growth of the United States budget 

deficit causes widespread concern, not least among Americans, 

and keeps American, and hence international, interest rates 

high. This acts as a brake on world recovery and worsens the 

problems of the debtor countries. Another consequence is a 

massive and still growing deficit in the US current balance of 

payments, financed by inflows of foreign capital, and leading to 

mounting pressures for protectionism within the United States, 

and sharp exchange rate movement. It is an unstable situation, 

creating worrying uncertaintiesg 

P )  
LA second potential jriskEisidisruption in the oil market. 

i The immediate prospects are less obviously volatile than they 

were a year ago. But uncertainties remain, and( the United , 

Kingdom, and indeed the world economy,[inevitably] remain' 

vulnerable to any major disturbances. 

• 

EN) 

21. But despite these risks there is a growing sense through-

out the industrialised world that the 'recovery this time is not 

[merely cyclicall but one which' can be sustained. The essential 

requirement is the continued pursuit of prudent monetary and 

L., r 
fiscal policies.' 



BUDGET SECRET 

THE MTFS 

For the United Kingdom, the Medium Term Financial 

Strategy has been the cornerstotne of such policies. It will p 	It- 
continue to play that role; 5oj provide a framework and 

( ii., 

discipline for Government and to set out clearly, to industry 

and the financial markets, the guidelines of policy. Too often 

in the past Governments have abandoned financial discipline " 
/ p) 	/ 	 to,/ ckfrt 4:2,8V-1,LJ 

whenever the going got rough, and 'been driven to stagger from 	(Ti---) 

one short-term policy expedient to another. The temptation to 

accommodate inflationary pressures proved irresistible, and the 

nation's longer-term economic performance was progressively 

undermined. 

The discipline of the MTFS was designed to ensure consis-

tency between monetary and fiscal policies, and a proper 

balance in the economy. It is V§o]designed to ensure that the 

more inflation and inflationary expectations come down, the 

more room is available 'for output and employment to grow. 
	\, 

People now know that the Government intends to stick to 

its medium term objectives. They understand that the faster 

inflation comes down, the faster output and employment 

recover. Increasing realism, and flexibility in the economy, 

owes much to the pursuit of firm and consistent policies within 

the MTFS framework. 



• 
Originally the MTFS covered four years. 	In this first 

Budget of a new Parliament we have thought it is appropriate 

to carry it forward for five years. 	So the MTFS published 

today in the Financial Statement and Budget Report -the Red 

Book - shows a continuing downward path for the monetary 

target ranges over the next five years, and a path for public 

borrowing consistent with that reduction. It takes full account 

of important influences such as the pattern of North Sea oil 

revenues, and the level of asset sales arising from the 

privatisation programme. For the last two years of the new 

MTFS, which lie beyond the period covered in last years Public 

Expenditure Survey and last month's White Paper, the 

Government has not yet made firm plans for public spending. 

r" 
But the MTFS assumption - and it is no more than an 

assumption - is that the level of public spending in 1987-88 and 

1988-89 will be the same in real terms as that currently planned 

for 1986-87. 

M.0 

Theirecisfiguresiet ouSjin
/ 

 the MTFS are not of course 

a rigid framework, lacking all flexibility. As in the past, there 

may well need to be adjustments to take account of changing 
.) 

circumstances. But such7changes will be made only when they 
r . 

will not jeopardise the consistent pursuit of the Government's 

obj ectives. 
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MONETARY POLICY 

Monetary policy will continue to play a central role. For 

further reductions in monetary growth are needed to achieve 

still lower inflation. 

Over the twelve months to mid-February the growth of 

EM3 has been well within the 7-11 per cent target range, with 

M1 and PSLZ at or a little above the top of it. While in the 

early months of the target period most measures of money 

showed signs of accelerating, growth in all the target 

aggregates has sin,the-kummer been comfortably within the 

range. 

Other evidence confirms that monetary conditions are 

satisfactory. The effective exchange rate has remained fairly 

stable, despite the international uncertainties and instability 

L..which I have described. 	And nominal interest rates have 

continued to decline in line with falling-inflation. 

CTo maintain sound monetary conditions in the years ahead 

the monetary targets must reflect changes in the financial 

system and in the significance of different measures of money. 

There is nothing new in this. Giver the years we have altered 

( the target ranges and aggregates to take account of such ,,,.........„ 

chang7.....gut the thrust of the strategy has been maintained.3 

' -4  -Kr c*tterr . To  

ak 	A.Q:26.--4,tase-7J 4ist.re/L-t, /tA"---, 1,- 

St^ a-- clo...-ty-t- k..1. u; eta..„) exi2.„4_ 04.40 

• 
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31.; One important development has been the attempt to give 

a more explicit role to the narrow measures of money. Even 

when targets were set solely in terms of £M3, we recognised 
*1, 

the significance of heir behaviour. £M3 and the other broad 

• 

TL- 
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aggregates give a good indication of the growth of liquidity. 

But a large proportion of this money is deposited in ways which 

earn interest. In defining policy it is therefore helpful also to 
1.4 LMPI 

make specific reference to measures of money which bear very 

little interest, and/ provide a good guide to the immediate 

potential for spending. j 

11a4 	(...1-cts  ("A 
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32. 	M1 was for this reason introduced/  as a target aggregate, 

but it has not proved entirely satisfactory for that purpose. Its 

behaviour has been dominated by changes in its large interest-

bearing component, which has grown rapidly, and now accounts 

for 25 per cent of the total. With the introduction of new, 

interest bearing chequing accounts, the signs are that this will 
h Att 
Lu LC),  7..;..-12,  • 	continue. 

C OW-QA" 	DLL, 	 L-s-k-Gttk/  

33. 	Other measures of narrow money have not been distorted 

to the same extent. In particular, MO, which consists mainly of 

currency,\has not been subject to this developmentl It has been 

affected by other innovations that have reduced people's peed 

for cash, but the pace of change has not diminished its value as 
-11f11--"A ,t=-1 at4 45. 47t,ttAd CA-1;44 

, 

an indicator of financial conditions. There is also the new 

aggregate M2, which was specifically devised to provide a 

comprehensive measure of transactions balances and which may 

in time prove a useful guide, but still need5to be interpreted 

with particular care. 
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In the past two years, it has been possible to set a single 

target range for both broad and narrow measures of money. 

But this will not normally be the case; for narrow monetary 

aggregates tend to grow more slowly than broader measures. 

And this year's Red Book sets out two separate ranges. 

The target range for broad money will continue to apply 

to £M3, and for the coming year will be set at 6-10 per cent, as 

indicated in last year's MTFS. The target range for narrow 

money will apply to MO and for next year will be set at 4-8 per 

cent. To avoid any possible misunderstanding, I stress that the 

use of MO as a target aggregate will not involve any change in 

methods of monetary control. 

Both target ranges will have equal importance in 

formulating policy. And we shall 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. As in the past, we shall seek to influence monetary, 
j  

conditions by an appropriate combination ofOunding and 

5 La--N - 	7 

So far as funding is concerned, the role of the National 

Savings movement will remain important. This year's target of 

£3 billion is likely to be achieved: the target for the coming 

year will again 0- £3 billion. 

Pr,eCise monetary targets for the later years will be 

decided nearer the time. But to give a broad indication of the 

• 
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objectives of monetary policy, the new MTFS, like previous 

versions, shows monetary ranges for a number of years ahead. 

These ranges are consistent with a continuing downward trend 

in inflation: they demonstrate the Government's intention to 

make further progress towards stable prices. 
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PUBLIC SECTOR BORROWING Aitt 

I turn now to public borrowing,49r just as the classical:3 

formula for financial discipline[_ the gold standard and the 
7 

balanced budget - had! both a monetary and a fiscal component, 
764_ 

so does the medium term financial strategye 	
r.

lAaJ,k-, 

The MTFS has always envisaged that the Public Sector 

Borrowing Requirement would fall as a percentage of Gross 

Domestic Product over the medium term. 	And it has, notably 

as a result of the courageous Budget introduced by my predecessor 

in 1981, which brought the PSBR down to 31/2  per cent of GDP in 

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: around £10 billion, equivalent to 31/4  per cent 

of GDP. 	This is significantly above what was intended at the 

time of last year's Budget, and would of course have been higher 

still had it not been for the measures taken last July. 

We now need a further substantial reduction in borrowing, 

in order to help bring interest rates down further as monetary 

growth slows down. 	Sterling interest rates are, of course, also 
c..ca (.../.4 

influenced by dollar interest rates and so byCthe US situation 

which I have already described A but that makes it all the more 

• 



BUDGET SECRET 

important to curb domestic pressures. 	In contrast to virtually 

the whole of the post-war period, UK longer-term rates are now 

lower than American rates. 	As long as American rates remain 

near their current level, it is highly desirable that this 

advantage be maintained. 

L.n.o.rtp(k.".".A1 4% LW) 

The'higher level of asset sales planned' as the privatisation 
I 	_ 

programme gathers pace.i s a further reason for reducing the PSBR 

significantly in the coming year. 	Asset sales reduce the 

Government's need to borrow. 	But their effect on interest 
lite..ti;TA 

rates frs less than the effect of direct smils in Government 

spending programmes. 

Last year's MTFS showed an illustrative PSBR for 1984-85 

of 21/2  per cent of GDP, equivalent to around E8 billion. 	But I 

believe that it is possible, and indeed prudent, to aim for a 

somewhat lower figure. 	I haveltherefore decided to provide for 

a PSBR next year of 21/4  per cent of GDP, or roughly £7 billion. 

The House will recall that in November I warned that on 

conventional assumptions, including the 1983 Red Book's PSBR 

figure of £8 billion for next year, 2 might have to increase 

taxes slightly in the Budget. 	I am glad to report that the 

latest, and more buoyant, forecasts of tax revenue in the coming 

year,[coupled-with the decisions take In the Public,EgiSenditure 

Survey and the continuing effects of the July measures]have change( 

the picture. 	Bringing the PSBR down to £7 billion will not 
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cv., 0„jicuaikneLLA4z,C/L) 

( require such an increase  i 	in taxation.r In fact it will require 

no overall net increase at all. 	So the measures I shall 

shortly announce will, after indexation, be broadly neutral in 

their effects on revenue in 1984-85. 

46. 	Better still, they will reduce taxation in 1985-86 by 

some Ell billion. 	And the MTFS published today shows that 

there should be room 	further tax cuts not only in 1985-86, 

but throughout the remainder of this Parliament, provided of 

481/111■Bis that we stick firmly to our published plans for public 

expenditure to 1986-87, and maintain an equally firm control 

of public spending thereafter. 
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PUBLIC EXPENDITURE 

The Public Expenditure White Paper setting out our 

spending plans for the next three years was approved by 

the House last week. 	Today I want to consider [the critically 

important issue odgovernment spending in a rather wider 

perspective. 

For far too long, spending has grown faster than has the 

• 

economy as a whole. 	The trend has seemed inexorable, and the 

resulthas been that the great mass of the population have had 

to pay more and more in tax. 	To take just one example: as 

recently as 1963-64 no married man had to pay a penny of income 

tax unless his taxable income was at least 45 per cent of the 

average earnings level. 	Today the tax threshold is down to 

a-i-t-t-i-e--ifiloardie—kristel1 under a third of average earnings. 	Over the 

years more and more people on lower and lower incomes have been 

brought into income tax. 

49. 	We have seen a steady enlargement in the role of the State, 

at the expense of the individual, and arlateady increase in the 

r- 's6-1-6(A-1 Pack -kr-47-1Et7k 0-(04444A-41, P-07q-nAA/ 
dead weight of taxation joiragging down our economic parformance as 

eim.••••••••••••mo' 

a nation. 

F' 
50. 	ClearlYilhis deneessms process has to stop. Of course, 

much public spending is directed to eminently desirable ends. 

But there is an important choice to be made; (rid it is not 

tt_t_ 	gre„.1/46c,;_i 	c.ELQ04.3 

L-CL4( 	 CO-J:tr 
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enough simply to make marginal changes in spending programmes 

from year to year. 	The choice 

consideration and debate; and 

longer time horizon. 

needs more fundamental national 
4e—Lt 	0 

it needs toe set within a--,J 

A-1P) 

[-I am therefore publishing today, in addition to the 

customary Budget documents, a Green Paper on the prospects for 

public spending and taxation in the next ten years. 	It examines 

past trends; discusses pressures for still higher spending; 

and examines the rewards for the individual]if these pressures 

can be contained. 

The Green Paper concludes that, without firm control over 

public spending, there can be no prospect of bringing the burden 

of tax back to more reasonable levels. 	On the assumptions made 

in the Green Paper, the burden of taxation will be reduced to 

the levels of the early 1970s only if public spending does not 

rise in real terms over the next ten years. 	If, on the other 
:,sui( 	 4)( AJ 	c., et44-- 	ka-lc 4,-.1044.- 

hancW:Opending-\grows byi l per cent a year in real terms after 

1988-89, the tax burden would by 1993 be only just below the 

1978-79 level, and'still well above its level in the 1960s, 

even if the economy grows by about 2 per cent a year over the 
f 	- 	, • 	 , 	 , u 

ten years. (And of courselexcessive taxation slows, the whole 

economy. ( P1 P) 

The Government believes that the issues discussed in the 

Green Paper merit the attention of the House and the country. 

, I I 
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It is a discussion document - descriptive not prescriptive 

and we shall welcome the fullest possible discussion. 

I can at once inform the House of a further innovationit 

	
6'14 

In contrast to previous years I have no specific public 

expenditure measures to announce in this Budget. 	The White 

Paper plans stand. 

But[lest the innovation seems too sweeping_A.  Iaan maker] 

one small announcement which I think the House will welcome. 

[Within the plans we have been able tOlprovide the National 

Heritage Memorial Fund with additional resources which will 

enable them among other things to secure the future of Calke 

Abbey. 	My Rt Hon Friend the Secretary of State for the 

Environment is providing £6.3 million from his planned expenditure 

for this year and next, and I have accepted a claim on the 

Reserve of £2 million for next year. 

The House will recall that the proposals for the new rates 

of social security benefit to come into force in November are 

not now made on Budget day. 	Following last year's legislation 

to return to the historic method of uprating,aorice protection 
- 

is measured by reference to the Retail Price Index for May. 

Accordingly;- my Rt Hon Friend the Secretary of State for 

Social Services will be announcing the new rates of social 

security benefits, including Child Benefit, in June. 
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57. 	BeforeEturning froffilGovernment spending to Government 

revenue I should add a word on public sector manpower. 	At 

the beginning of the last Parliament, the Government set itself 

the target of reducing the size of the Civil Service from 

732,000 in April 1979 to 630,000 by April of this year. 	That 

target has been achieved. We have now set ourselves the further 

target of 593,000 by April 1988, and[I amiconfident that it too 

will be achieved, and that\a leaner Civil Service will continue to 

operate with increasing efficiency. 	eaking for my own 

Departments,) the tax changes I shall be announcing today will 

reduce manpower requirements by at least 1000 which will help 

towards meeting the 1988 target. 
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TAX REFORM 

( 0 
I mentioned at the outset that 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-and 
, ter iti.a.„ (...DAJLAA-4_9( 

n 4-tro 	 indeed-over-the-whole' MTFS-period - d I hope to have scope i‘ 

for further reductions in tax in subsequent Budgets. 

My proposals for reform are guided by two basic 

principles. First, the need to make changes that will improve 

our economic performance s9ver the longer term.] Second, the 

desire to make life a little simpler for the taxpayer. 

But I am well aware that the tax reformer's path is a 

stony one. Any change in the system is bound, at least in the 

short term, to bring benefits to some and disadvantages to 

others. And, if I may borrow a phrase from 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. 

TV vcivaktol 
.11cialliso.4ueeses.--fre I have rejected the extreme suggestion, 

popular in some quarters, that I should- scrap-our income-based 
ativJa  

tax system system ancLreplace it with a bretrkel-new expenditure-based 

system. A reform of this kind would produce, in the real world, 
r.V4P) 

an upheaval 'of mind-boggling dimensionsj 	0.4), vv( 	Wet, f,..( 

Sr4,44. CPe-r-11 

Aegerra—abuat—sucr-e 



• 
BUDGET SECRET 

But I don't believe we can afford to opt for the quiet life 
(1,46 

and do nothing. So.2 have chosen the middle way: to work for 

improvements, some[I_ believeivery substantial,G.Dutlwithin the 
r 

framework of our existing income-based system. 5 shall also be 

proposing transitional arrangements where I believe it fair and 

appropriate to do so. 

The changes I shall be proposing today fall into three 

broad categories. CThese are the taxation of savings and 

investment, business taxation, and the taxation of personal 

income and spending. 
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SAVINGS AND INVESTMENT 

First, the taxation of savings and investment. The pro- 
r-As 	Srt(Pew) 

posals I am about to make should improveCbothjtheirection1 

and quality of both. And they will contribute further to the 

creation of a property-owning and share-owning democracy, in 

which more decisions are made by individuals 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 once again doubled to 2 per,  
LA.Atk.-1ps.k(  1fG0. , 

cent in the first Budget presented by the 1Rt Hon member for Leeds 

Easlin 1974. At its present level it is an impediment to mobility 

and incompatible with the welcome move'nenq to greater competition 

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. Transactions from today will benefit from the new 
1.- 

(PCm-drate, unless documents have to be stamped before 20 March, which 

is the earliest date on which the change will have legal effect] 

For the home buyer, the new flat rate 1 per cent stamp 
(lab' A1(4,‘A-1/-i -nom( n i i4L) 

C A 	 duty will start atrt30,000. Below this level no duty will (in ._ 
r 

t 
future be payable, ad 90 per cent of first time home buyers __, 

(MP) 
F will therefore not be liable foOstamp duty at all. 
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• 
Reducing the rate of duty on share transfers will remove 

an important disincentive tociirectl investment in equities 

and increase the international competitiveness of our stock 

market. It should also help British companies to raise equity 

finance. 

In addition, I have three proposals to encourage the issue 

of corporate bonds. I shall go ahead with the new arrangements 

for deep discount stock and the reliefs for companies issuing 

Eurobonds and convertible loan stock which were announced but 

not enacted last year. And I propose to exempt from Capital 

Gains Tax certain corporate fixed interest securities provided 

they are held for more than a year. Since such securities are 

already exempt from stamp duty 4Wcncmption I eel% oolit-firm 

a4.0.er—artemartia—cer4a1.4 	 leaR-stack-e--- this means 

that the tax concessions for Government borrowing in the gilt-

edged market will now be virtually the same as for private 

Cfe-,Y4- 	 sector borrowing in the corporate bond market. 
c.ck VS v, 6,4.1 	414 

The reductions in stamp duty will cost £450 million in 

1984-85, of which £160 million is the cost of the relief on 

share transfers, and £290 million the cost of the relief on 
r 

transfers of houses and other real estate. 

Next, life assurance. I have concluded that there is no 

longer any justification for Premium Relief on Life Assurance, 

c 
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which is now only one of a number of savings channels for 

ordinary people. The main effect of the relief today is to 

encourage institutional rather than direct investment, and 

to spawn spawn a multiplicity of well-advertised tax management 

schemes. I propose to withdraw the relief on all new policies 

made after today. I stress that this change will apply only 

to new (or newly enhanced) policies, taken out or increased 

after today. Existing policies will not be affected at all. 

The change is estimated to yield) 90 million in 1984-85. 
t!k 

We must also review unjustified 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 

reaches retirement 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 made in the first 

placeIlt of hard-earned and fully-taxed income. sore than 4 
halfIkthose who pay the investment income surcharge are over 

L: 
65, and of these 00re -plan half would otherwise be liable to 

tax at only the basic rate. 

CI have therefore decided th.ql-he investment income sur-
L.....44..„ 

chargel-should1 be abolished. 	The cost in 1984-85 will be 

some £25 million, and in a full year around £350 million. 

Finally, I propose to draw more closely together the tax 

treatment of depositors in banks and building societies. 

• 
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These institutions compete in the same market for personal 

deposits. I believe that they should be able to do so on 

more equal terms as far as tax is concerned. 

One inequality has already been removed, with the recent 

change made on legal advice in the tax treatment of building 

societies' profits from gilt-edged securities. They are now 

treated in the same way as those of the banks have always been. 
Ôt 

d 	 "6' „ 

But the major inequality of treatment, against which the 
s LA1  fi 

1 banks in particular have frequently complained, lies with the 

special arrangement for interest paid by building societies, 

under which the societies pay tax at a special rate - the 

"composite rate" - on the interest paid to the depositor who 

receives credit for income tax at the full basic rate. 

This system, which has worked well for the past 90 years, 

has both an advantage and a disadvantage. The disadvantage is 

that a minority of depositors, who are below the income tax 
r- 	 (,- r) 

threshold, still suffer the deduction of tax at the composite 

rate. However, it is always open to such depositors to put 

their savings elsewhere, such as National Savings. The advantage 

of the scheme is its extreme simplicity, particularly for the 

taxpayer; most taxpayers are spared the bother of paying tax on 

interest through PAYE or individual assessment, while the Revenue 

are spared the need to recruit an additional 2000 staff to 

collect the tax due on interest paid without deduction. 
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Pe 	" CIAAA,Lt rA1...414  
C4: IAA 

, 8.41.751 	'4"410411.  

1W.A; 

In common with my predecessors of all Parties over the 

past 90 years, I am satisfied that the advantage of the com-

posite rate arrangement outweighs the disadvantage. It follows 

that equal treatment of building societies and banks should be 

achieved, not by removing the composite rate from the societies, 

but by extending it to the banks and other licensed deposit 

takers. 

Non-taxpayers would .aimeeimmas continue to be able to 

receive interest gross, should they wish to do so, by putting 

their money into appropriate National Savings facilities But 

the 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 will be the same as this year's 

and last year's, and the total Government appetite for savings, 

which is measured by the size of the Public Sector Borrowing 

Requirement, is being significantly reduced. [Moreover I have 

decided to reduce substantially the permitted maximum size of 

future holdings in the National Savings Investment Account and 

in Income Bonds. 

The true purpose of the move is simple: simplicity itself. 

Unless they are higher rate taxpayers, individual bank customers 

will, when it comes to tax, be able to forget about bank 

interest altogether, for all the tax due on it will be deducted 

at source. The Inland Revenue will be able to make staff 

savings of up to an extra 1000 civil servants. Moreover, this 

figure takes no account of the extra numbers that would have 
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been required to operate the present system as the trend 

towards the payment of interest on current accounts develops. 
te-df 	•tt.A. toAd 

„ 

Accordingly, I propose to extend the composite rate 

arrangements to interest received by UK resident individuals 

from banks and other licensed 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 

and Time Deposits of E50,000 or more. 

rtfri,,,,(Ate) 

Taken together, the majorrProposalsjI have just announced 

on stamp duty, life assurance relief, the investment income 

surcharge and the composite rate, coupled with other minor 

proposals, will provide a simpler and more straightforward 

tax system for savings and investment. They will remove biases 

which have discouraged the individual saver from investing 

directly in industry. And they will reinforce the Government's 

policy of encouraging competition in the financial sector, 

as in the economy as a whole. 
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BUSINESS TAXATION 

I now turn tofcompany‘taxation. 

In this area, Government has two responsibilities towards 

British business and industry. The first is to ensure that they 

do not have to bear an excessive burden of taxation. The second 

is to ensure that, given a particular burden, it is structured 

in the way that does least damage to the nation's economic 

performance. 

The measures I am announcing today will, taking the next 

two years together, result in a wwwilL substantial reduction in 

the burden of taxation on British industry. And 1404-4.413.1J=UailMrli 

I shall be proposing a far-reaching reform1-5 the structurellof 

company taxation. 

	

/titG L,IO 	 iL9 
ok..4,; tva 1--Ltows tkt 	 „C144.1.--i 	 41,42-4 

c—ek 	( P 

The current rates of Corporation Tax are far too high, 

penalising profit and success, and blunting the cutting edge 
(2 

of enterprise. They are ( .1-ie product ofRilO%  many special 

reliefs, indiscriminately applied and of diminishing relevance 

to the conditions of today. Some of these reliefs reflect 

economic priorities or circumstances which have long vanished, 

and now serve only to distort investment decisions and choices 

about finance. Others were introduced to meet short-term 

pressures, notably the upward surge of inflation. With 

inflation downFo 5 per centjarid 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 
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(NM) 

a tax system which encourages low-yielding or even[unprofit-

ablejinvestment at the expense of jobs. 

My purpose therefore is to phase out some unnecessary 

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 there have been incentives for investment 

in both plant and machinery and industrial (though not com-

mercial) buildings. But there is little evidence that these 

incentives have strengthened the economy or improved the quality 

of investment. Quite the contrary: the evidence suggests that 

businesses have invested substantially in assets yielding a 

lower rate of return than the investments made by our principal 
1\11`-'1 

competitors. Too much 	British investment has been made 

because the tax allowances make it look profitable, rather 

than because it would be truly productive. 

The nation needs more /investment, and the 6 per cent 
-; 

increase forecast for this year isencouraging. But the 
prop 	u t 'K - 	- kvx-k-42-• Lat". 64, 	 a 4.)- I . 

greatest benefits benefits flow from investment]decisions, based on 
LA,P1L (Ak) 

analysis of future market assessments, not future tax assess-

ments. 

I propose to restructure the capital allowances in 

three annual stages. In the case of plant and machinery, 

and assets whose allowances are linked with them, the first 
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year allowance will be reduced from 100 per cent to 75 per 

cent for all such expenditure incurred after today, and to 

50 per cent for expenditure incurred after 31 March next 

year. After 31 March 1986 there will be no first year 

allowances, and all expenditure on plant and machinery will 

qualify for annual allowances on a 25 per cent reducing 

balance basis. 

In addition, from next year annual allowances will be 

given as soon as the expenditure is incurred, and not, as they 

are today, when the asset comes into use. This will bring 
04) 0411 

forward the entitlement to annual allowances for thoselassets, 

such as ships and oil rigs, for which some payment is normally 

made well in advance of their being brought into use. 

For industrial buildings, I propose that the initial 

allowance should fall from 75 per cent to 50 per cent from 

tonight, and be further reduced to 25 per cent from 31 March 

next year. 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. 	I should add that, when 

these changes have all taken place, [in respect of both plant 
7,1 	. 

and machinery and industrial buildings, tax allowances,"Will 

still on average be rather more generous than would be provided 

by a strict system of(economicidepreciation. 

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 
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next three years. 

After consulting my Rt Hon Friend the Secretary of 

State for Trade and Industry, I have decided to make transi-

tional tax arrangements for certain investment projects in 

the regions. Existing capital allowances will continue to 

apply to expenditure on projects in Development Areas and 

special Development Areas for which regional development 

grants are available and offers of selective assistance have 

already been made between 1 April 1980 and today. Similar 

arrangements were announced for regional development grants 

in my Rt Hon Friend's White Paper on Regional Industrial 

Development last December. 

Over the same period to 31 March 1986 most other capital 

allowances will be brought into line with the main changes 

I have announced. The Inland Revenue will be issuing a press 

notice tonight giving full details of these proposals. 
`0- Pe-i) 

Next, stock relief. As the House will recall, this 

was introduced by the last Labour Government as a rough and 

ready form of emergency help to businesses facing the ravages 

of high inflation. Thjase days are past; and relief is no 

longer necessary; for company liquidity has improved and, 

above all, inflation has fallen sharply.  NacL-litt 

fikiN44ter--€14.1.r.1141—t44-143—Pert÷i-ermon4s, Accordingly, I propose to 

abolish stock relief from this month. 
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97. The changes(' have just announced, in capital allowances 
' 	, 

and stock relief, enable me to embark on a\major 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 

cent to 50 per cent. For profits earned in 1984-85 the rate 

will be further cut to 45 per 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 the main rate of 

(-10.4 c•N".1( 	 C.-Ak- Corporation Tax will be 35 per cent. 
v...0.4-) (Jun) 

All these rates for the years ahead will be included in 

this year's Finance Bill. 

And they will bring a further benefit. Responses to 

the Corporation Tax Green Paper published in 1982 revealed a 

strong and general desire to retain Gur imputation system of 

Corporation Tax l ; This allows a company to offset in full all 
7 	 Cirt4-tk ( 

interest paid. But only a partialpeductioqfor dividends is 

allowed. Companies thus have an unhealthy incentive to finance 

themselves through borrowing, in particular bank borrowing, 

rather than by 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 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. 

r-ti 	 ov‘-i 
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• 
I propose to reduce this rate forthwith to 30 per cent, for 

profits earned in 1983-84 and thereafter. 

101. The Corporation Tax measures I have just announced 

will cost £280 million in 1984-85. In 1985-86 the cost will 
1 	 00  

be £5.ø million - made up of E1,40 million by way of S 
C ( 

reductions in the rates, only partially offset by a E 0 million 

reduction in the value of the reliefs. The estimated costs 

for later years, which have been provided for in the MTFS 

figures 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. 

NA-P- 	? 

UNLA,L. tn 159 ? 1504] 

17102. I expect these changes to have both a somewhat different 

impact in the short and long term. In the short term, some 
,lor413-t ( r.1) 

investment should be/fbrward over the next two years, to take 

advantage of high first year capital allowances while they 

last - a prospect made all the more alluring for business by 

virtue of the fact that profits earned will be taxed at the 
bv,-71 

new lower, rates. But the more important and durable/effect 

will be to encourage the search for investment projects with 

a genuinely worthwhile return, and to discourage uneconomic 

investment. 

103. It is doubtful if it was ever really sensible to subsidise 

capital irrespective of the true rate of return. Certainly, 
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with over three million unemployed it cannot make sense to 

do so. 

104. These changes hold out an exciting opportunity for 

British industry as a whole: an opportunity further to 

mprove its profitability, and to expand, building on the 

recovery that is already well under way. Higher,Aet profits 

shoul encourage and reward enterprise and stimulat higher 
...— ts.) • 

current expenditure arild/innovation in all its forms - research 

and development and work on new products, processes and markets. 

i 

They are the centre-piece, for business, of this Budget and 

the tax strategy for this Parliament. 

t I have further measures to announce that are relevant 

to business. 

First, the Business Expansion Scheme, introduced last 

year as a successor to the Business Start Up Scheme, has been 

widely welcomed as a highly imaginative scheme for encouraging 

individuals to invest in small companies. It is already proving 

a considerable success. It now needs time to settle down, and 

I have only one change to propose this year. 

The scheme was designed to offer generous incentives 

for investment in high risk areas by new or expanding companies. 

Farming is clearly not an area which falls within this category, 

and I therefore propose that from today farming should cease 

v 

4A 
to be treated as a qualifying trade under the scheme. I am 
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also ready to consider tightening the scheme further, if 

it becomes clear at any time in the future that it is being 

used for purposes for which it was clearly not designed. 

(MP) 
Secondly, as a measureofjhelprolsmall firms, I propose 

to raise the VAT registration threshold with effect from 

midnight tonight from £18,000 to E18,700. 

Thirdly, in keeping with what I have said about removing 

distortions, I propose to abolish two reliefs in the personal 

tax field which were introduced at a time when this country 

suffered from excessively high rates of income tax. As we 

have reduced those rates, the reliefs are no longer justified. 

i'CLX 
The first distortion is the 50 per centxieduction (falling 

after 9 years to 25 per cent) 
	

the •emolumentsiof 
' 

foreign/employees working here for foreign employers. Eloioegn 

employees are often paying much less tax here than they would 

either at home or in most other European countries. At 

present income tax rates, the need for the relief has clearly 

disappeared. Moreover it is open to widespread abuse. It 

is, for example, possible for the son of an immigrant, working 

here for a foreign company, to pay tax on only 75 per cent 

of his salary, even if he himself has lived in this country 

all his life. I therefore propose to withdraw the relief 

entirely for all new cases from today, and to withdraw the 

25 per cent deduction from existing beneficiaries from 6 April 
Fb-cfe%truLc&b  &et. (NM) 

next. /The 50 per cent deduction will be phased out over the 
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5 years to 5 April 1989. 

I also propose to withdraw .he so-called foreign 
(A-1 P) 

earnings relief for United Kingdom residents who erform 

their duties both here and overseas and who spend at least 
(A-7 

30 days abroad in a tax year. This relief too has lost its 

rationale, which harks back to‘,.the days of penalty high 

income tax rates 	It too has been exploited, in particular 

by those who prolong their overseas visits purely in order 
(A/mi 

to gain a tax advantage. For the-same-re-as-en, I propose to 

withdraw the matching relief for the self-employed who spend 

30 days abroad, and for resident employees and self-employed 

who have separate employments or separate trades carried on 

wholly abroad. The relief will be halved to 121/2  per cent in 

1984-85 and removed entirely from 6 April 1985. However; I 

have also authorised the Inland Revenue to consult interested 

parties about a possible relaxation in the rules governing 

the taxation of expenses reimbursed to employees for travel 

overseas. I am not making any 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 over E150 million; and represents another 

useful step in the removal of complexity and distortions 

I need to set the car benefit scales for 1985-86 for 

those provided with the use of a car by their employer. 
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Despite the increases over recent years, the levels still 

fall short of any realistic measure of the true benefit. 

I am accordinglyjproposing an increase of 10 per cent 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 income taxes. It is a matter 

of particular concern to those involved in running unquoted 

family businesses. The highest rates of capital transfer 

tax are way out of line with comparable rates abroad, and 

with the top rates of other taxes in this country. I propose 

therefore to reduce the highest rate of capital transfer tax 

from 75 per cent to 60 per cent and to raise the threshold 

to £64,000 in line with indexation. For lifetime gifts I 

further propose to(maXed the rate(one -half 	that on death 
%- 	 eere--ti a,111, Lt 

ove-r—t-he-ivito-1-e—s-eerl-e-91/v 1.-1) 

For capital gains tax I will, as promised, bring forward 

in the Finance Bill proposals to double the limit for retire-

ment relief to a figure of £100,000, backdated to April 1983. 

A consultative document on other possible changes in this 

relief is being issued next week. I am proposing no other 

changes this year in capital gains tax beyond the statutory 

indexation of the exempt amount from £5,300 to £5,600. 

However, the tax continues to attract criticism - not least 

for its complexity - and that is a matter to which I hope to 

return in a later year. 

• 
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We have done much to improve the Development Land Tax. 

Early in the last Parliament, my predecessor increased the 

threshold from £10,000 to £50,000. I now propose a further 
401-11-, (ivid 

increase to £75,000, which will reduce the number/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 number?,  of 
' 

scheme haye increara. from about 30 in 

all these employee 

1979 to over 670 

now, benefiting some half a million employees. To maintain 

and build on this progress I propose to increase the monthly 

limit on contributions to savings related share option schemes 

from £50 to £100. I have also authorised the Inland Revenue 

to double the tax-free limits under the concession on long 

service awards and to include(tint.fLt  o 1!„101,2f:s in he 

employee's company. 

A.A.P 
118. But beyond this, 	am convinced thajwe 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 that, subject to certain necessary 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 
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apply to options meeting the conditions which are granted 

from 6 April.mossii. 

I 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. 

Before turning to North Sea taxation, I should like 

to remind the House of the Government's concern at the threat 

which the spread of unitary taxation in certain US states 

has posed to the US subsidiaries of British firms. With 

our European partners we are monitoring the situation closely, 

and await with keen interest the imminent report of-a 5°4-"A'p 

kva" Working Groupun 	..m.0--ceuger.rpart. It is very important 

that a sati IraCtory solution be speedily implemented. 

I 	c-Jc.--uf 	k ° 	[1 
.N.,„ u- 
m.b.A-0.4.4..... S‘........1.04.-"tfUS fis opera ng there, o elsewhe 	in this 	untry, ,_ 

US 1....pst t,,,o 64* ..i.',U,Jti. t..,- 1  
re no of cou e taxed on 	unitar •asis, taking account 

i A.-y.1- Jab U<. , 41.)-0 Mr 

n Ni fri of w.r1d-w..e profits. 

122. Last year's North Sea tax changes were well received, 

and there has been encouragin progress in the number of 

development projects coming forward, as well as in exploration 

and appraisal. The Government is already committed to a 

study of the economics of investment in incremental develop- 

ment iniexisting fields. This is of increasing importance and 
lefr 11". J(14-0 

in consultation withkhe Secretary of State for Energy I 
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therefore propose to review this area with the industry, 

and to legislate as appropriate next year to improve the 

position. To prevent projects being deferred pending this 

review, any changes will apply to all projects which 

receive development consent after today. 

ea-AA 
123.11eanwhile, I am taking two measures to prevent an 

unjustified 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 pro-

vision which allows Advance Corporation Tax to be repaid 

where Corporation Tax is reduced by PRT. 

s 	 1 led. I have also 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 have just two further changes affecting business to 

propose, both of which will come into force on 1 October. 

Ever since VAT was introduced in this country, we have 

treated imports differently from the way tm-which 	Utley-ate 

tx:e-ort8d-49/our main European Community competitorsk In a 

nutshell, they require VAT on imported goods to be paid in 

the same way as customs duties. We do not. Under our 

system an importer does not have to account for VAT on his 



rcl 
tage not enjoyed byithe home-produced equivalent ot thej 

free credit at the taxpayer's expense. This is an advan- 
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imports until he makes his normal VAT return, on average 

some 11 weeks later. During this time the importer enjoys 

• 

import:, since businesses buying from UK suppliers have to 

pay VAT when they pay their suppliers. 

The UK 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 Commission has 

made no progress whatever. 

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

British industry at a competitive disadvantage in the home 

market any longer. Should our European partners at any 

time undergo a Damascene conversion, and wet agree that the 

Commission's proposal should be accepted after all, then 

of course we would gladly revert to the present system. 

But in the meantime I propose to move to the system used 

by our major competitors and charge VAT straight away on 

imports, providing the same facilities for deferring payment 

as apply to customs duties. That means that most importers 

will be able to defer payment of VAT by on average one month 

from the date of importation. But that is all. 

K-a-tiLf\-0-4 tiT 

- 14-11--AL4  1‘-0-4L11 	Wit 14-.01•1-4  
cs.k pArr(P) 
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As I have said, this change will apply from 1 October. 

By bringing forward VAT receipts, it will bring in an extra 

£1.2 billion in 1984-85, some of which will of course be bernu-

ommorgied by foreign producers and manufacturers. There will 

naturally be no increased revenue in subsequent years. 

129. The second change I propose to make on 1 October 

concerns the National Insurance Surcharge. This, once 
;ek 	 i$41)-re-d-Lo) 

again, was a brainchild of the Rt Hon member for Leeds East. 

Having introduced it in 1977 at the rate of 2 per cent, he 

then raised it in 1978 to 31/2  per cent. During the last 
Cl ervyk-g-4. 

Parliament, y predecessor succeeded in reducing it to 

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

lifetime of this Parliament. 

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. Abolition of the 

National Insurance Surcharge from October will reduce private 

sector employers' costs by almost £350 million in 1984-85, 
oic,0 (Nri) 

A•••1 /116•••• Pk, 
and over £85 mi1lion in a full year. 

( 10.0 

Thus my proposals offer British business the abolition 

of the tax on jobs and the reduction of the rate of taxation 

on profits. They also sweep away a number of out-dated 

reliefs, reduce distortions, and assist enterprise. 
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INDIRECT TAXES 

Having announced major reforms of both the taxation of 

savings and investment and the taxation of business, I turn now 

to the third and final area in which I propose to make progress 

on tax reform. This 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 and which emphasised 

the need for a switch from taxes on earnings to taxes on 

spending. My predecessor made an important move in this 

direction in his first budget, and the time has come to make a 

further move today. To reduce direct taxation by this means is 

important in two ways. It improves incentives and makes it 

more worthwhile to work, and it increases the freedom of 

choice of the individual. 

I do not however see the excise duties - with certain 

exceptions - as an area for major change. I shall of course 

need to raise most of the duties broadly in line with inflation, 

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

counter to the philosophy I outlined a moment ago. But with 

inflation now as low as it is, the necessary increases are on the 

whole mercifully modest. Only for a few particular duties do I 

envisage steeper rises. 
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One significant exception is tobacco, where I an 

klf(f/./(- 	 PiZZ,F 
ec..4....isikeeint itemised to raise the duty in real terms, 

etpimmeieirrg•erne-+ime-seasee the potential danger to health. I 

therefore propose an increase in the tobacco duty which, 

including VAT, will put 10p on the price of a packet of 

cigarettes, with corresponding increases for hand-rolling 

tobacco and cigars. This will do no more than restore the tax 

on tobacco to its 1965 level. I do not propose to increase the 

duty in pipe tobacco„ which is important for a great many 

pensioners. These changes will take effect from midnight on 

Thursday. 

For the duties on petrol and dery I propose simplybroadip  
1.A 	tAAA-A. pfvc 	14-4,  (x • e 	

i 
 

revalorisation, whicIC means increases which, again including 

VAT, will irrersese the price at the pumps by Op 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 ends 

meet, including in particular many pensioners, use paraffin 

stoves to heat their homes, and it is with them in mind that I 

propose to abolish the duty on kerosene from six o'clock 

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

the House. 
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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. 
.k4 4 	I 

However, iven the further evidence my Rt Hon Friend the 

Secretary of State has ,now received on the wear and tear that 

various types of vehicle cause to the roads, there will be 

reductions in duty for the lightest lorries, offset by higher 

increases for some heavier lorries. All these changes in Vehicle 

Excise Duty will take effect from tomorrow. 

However, I propose to exempt from Vehicle Excise Duty 

all recipients of the War Pensioners' Mobility Supplement. 

1-3-9. And. I have  s  ecide to w en he e ifi I I,  at  efil if„\Ir etot   

the disabled in 	 t area of 	transport. L The existing 

VAT relief for motor vehicles designed or adapted for use by 

the handicapped will be extended, and matched by a new Car 

Tax relief. The effect will be that neither VAT nor car tax 

will apply to family cars designed for disabled people or 

substantially adapted for their use. 

140. I now come to the most difficult decision I have to take 

in the excise duty field. As the House will be aware, the rules of 

the European Community, so far as alcoholic drinks are 

concerned, are designed to prevent a Member state from 

protecting its own domestic product by imposing a significantly 

higher duty on competing imports. 	In pursuit of this, the 

Commission has taken a number of countries to the European 

Court of Justice. 
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141. In our case, the Commission contended that we were 

protecting beer by under-taxing it in relation to wine. We 

fought the case, but lost; and I am now implementing the 

judgement handed down by the Court last year. Accordingly, I 

propose to increase the duty on beer, nctt-by-t1te-7-p-a-pin-t-Tvhich 

rags, but  by the minimum 

amount needed to comply with the judgement and caintain 

revenue: Zp on a typical pint of beer, 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. 

T142. I cannot, however, ignore the fact that w ile we comply 

with the judgement of the European Court, e of our partners 
Ntt 

appears determined not to do so. 1 I ref to Italy,Tvhichlhas 
, 

been ordered by the Court to 
	ove forthwith its 

discrimination against Scotch whisk but as yet shows no sign 

whatever of complying. I have t erefore decided to introduce 

a temporary duty surcharge o vermouth of some 20p a bottle 

on top of the basic increase to which I shall come in a moment. 

This surcharge will come into operation on 1 September unless 

the Italian Governme has - as I very much hope it will - 

implemented the 	urt's judgement by that date, and it will 

lapse as soon as I m satisfied that it has complied. 

143. As for the rest of the alcoholic drinks, cider, which 

increasingly competes with beer but 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 duty 

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



bottle, including VAT. All these change e)s.,...1.2221._Vaii-meatommi41: 

kurzhassie,will take effect from midnight tonight. 

These changes in excise duties will, all told, bring in some 

E840 million in 1984-85, some EZOOm more than is required to 

keep pace with inflation. The addition is of course-1t_-$/ due 

to the increase in tobacco duty. 

But much of the extra revenue I need to make a 

substantial switch this year from taxes on earnings to taxes on 

spending will come from VAT. I propose no change in the rate 

of VAT. Instead, I intend to broaden the base of the tax by 

extending the 15 per cent rate to two areas of expenditure that 

have hitherto been 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 and illogicality by 

bringing all alterations into tax. 	However, to allow a 

reasonable time for existing commitments to be completed or 

adjusted, the change will be deferred until 1 June. 

Secondly, food. 	Most food is zero-rated. 	But food 

served in restaurants is taxed, together with a miscellaneous 

range of items including ice-cream, confectionery, soft drinks 

and crisps, which were brought into tax by the Rt Hon Member 

for Leeds East:\ Take-away food clearly competes with other 



forms of catering, and I therefore intend to bring into tax hot 

take-away food and drinks, with effect from 1 May. 

The total effect of the extensions of the VAT coverage 

which I have proposed will be to increase the yield of the tax by 

£375 million in 1984-85 and by &latest £650 million in 1985-86. 

The total impact effect on the Retail Price Index of the 

VAT changes and excise duty changes taken together will be 

less than three-quarters of one per cent. This has already been 

taken into account in the forecast which I have given to the 

House of a decline in inflation to 41 per cent by the end of the 

year. 

The extra revenue raised in this way will enable me within 

the overall framework of a neutral Budget to lighten the burden 

of income tax. 
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PERSONAL TAXATION 

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 confiscatory higher rates inherited from the last 

Labour Government. We have increased the main tax 

allowances not simply in line with prices but by around 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 Parliament, I intend to carry 

much 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 changes to 

taxes on spending which I have just announced, I can make a 

start now. 

I 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 indexation formula, based on the 5.3 per cent 

increase in the Retail Price Index to December. The question is 

how much more I can do, and how to direct it. 
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I have decided that, this year, the right course is to use 

every penny I have in hand, within the framework of a revenue 

neutral Budget, to lift the level of the basic tax thresholds, for 

4/4 

the married and single alike. It is fundamentally wrong that we 
„ 

collect income tax from people whose incomes are so low that 
p‘..\ 	- fN4'4-4 	9-4̂ -• 

they are entitled to social security benefits on grounds of need. 

Moreover low tax thresholds make the poverty and unemploy-

ment traps much worse, so that the financial incentive to find a 
A-Le 

better job or veniany job may decline almost to zero. There 

is, alas, no quick or cheap solution to these problems. But that 

is all the more reason to make a start on solving them now. 

I propose to increase most thresholds in line with the 

statutory requirement, and by no more. 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 single age allowance will rise from 

£2,360 to £2,490 and the married age allowance from £3,755 to 

E3,955. 

For the basic thresholds, statutory indexation would mean 

putting the single and married allowances up by £100 and £150 

respectively. I am glad to say that I can do considerably better 

than that. 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 £2,005; and 

the married threshold by £360, from £2,795 to £3,155. q-ite 

• 



This is an increase of around 12i per cent, or some 7 per 

cent in real terms. It brings the married man's tax threshold 

for 1984-85 to its highest level in real terms since the war. It 

means that every tax-paying married couple in the land will 

enjoy an income tax cut of at least £2 a week. And it means 

that a large number of people, those with the smallest incomes 

of all, are taken out of income tax altogether. howii.Some 

850,000 people - over 100,000 of them widows - will not pay tax 

in 1984-85 who would have paid if thresholds had not been 
&•0 	i9g 4-isS - `1‘2,k 	P 

increased. 	And 400,000 fewer than if the allowances had 

merely been indexed. 

All these changes will take effect under PAYE on the 

first pay day after 10 May. Their cost is considerable: some 

£1.8 billion in 1984-85, of which roughly half represents the 

cost of indexation. 

This is as far as I can go on income tax this year, within a 

broadly revenue-neutral Budget for 1984-85. But as I have 

already said, so long as we hold to our published planned levels 
( ,t, 

of public spending,rthere is an excellent prospect consistent 
c;iidNav 	4 	 Li-A I-) 

r 
with the necessary downward path of public borrowing of 

further tax cuts in next year's Budget. These would be on top 

of the measures I have announced in this Budget which, as I 

have already told the House, will reduce taxation in 1985-86 by 

some £11 billion, with business taking the lion's share. So for 

next year ICwould3iope to rbe7concentrating on further help to 

(individuals, and principally on income tax. 
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CONCLUSION 

160. I have, Mr Deputy Speaker, completed the course I 

charted at the outset this afternoon. 	I have described the 

recovery, and how the Government plans to sustain it, by 

working for further reductions in inflation, by maintaining 

,a0 	 sound money and by curbing borrowing. I have described a 

three part reform strategy for a fairer, simpler tax system. 

And I have been able to propose substantial tax reductions over 

two years in a Budget that is revenue-neutral for 1984-85. It is 

a Budget for responsibility and reform; and I commend it to the 

House. 
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BUDGET CONFIDENTIAL 

FROM: A. M. BAILEY 

8th March, 1984. 

MR. KERR 

c.c. Mr. Scholar 

Mr. Hopkinson 

CALKE ABBEY 

You asked for some sentences (not to appear in the written text). I suggest 

adding after the first sentence of Block G: 

Ser 	. 41.4. But t €' 11-  no. I wftliNttiios, 3Q9.444. I. sotse 	ER? Ca.44 

5 • r 
L Wit4t4n these-p1-teersr4-heve-elkikone small anouncementtemmerire which I 

(410•64.k AA. (M04 
think the House will welcome. /%1Ne have been able to provide the 

National Heritage Memorial Fund with additional resources which will 

enable them among other things to secure the future of Calke Abbey. 

My Right Hon friend the Secretary of State for the Environment is 

providing £6.1 million from his planned expenditure for this year and 

next, and I have accepted a claim on the Reserve of £2 million for 

next year.c3 

Then amend following sentence to read: 

Today I want to consider the public expenditure issue in a wider 

perspective. 

W\ 
A. M. BAILEY 
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BUDGET CONFIDENTIAL 

FROM: T LANKESTER 
DATE: 8 March 1984 

cc Mr Pine 

BUDGET SPEECH, BLOCK I: SAVINGS AND INVESTMENT 

There is one further amendment I should like to suggest to this 

Block. In paragraph 12, it would be better if the phrase - 

"which are coming to resemble each other more and more closely" - 

were deleted. Including this phrase will be something of a hostage 

to fortune in the context of the Building Societies' Green Paper, 

in which we are planning to take a fairly conservative line on what 

the Societies will be allowed to do in future. Ideally, the last 

sentence of paragraph 12 should also be amended so that it reads:- 

"They should be able to do so on more equal terms as far as 

tax is concerned". 

, 

T LANKESTER 

BUDGET CONFIDENTIAL 
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Sir P MiddletonQ- 	 cc Sir T Burns 
Mr Battishill 
Mr Folger 
Mr Portillo 

Mr Fraser: C & E 

I attach the latest complete draft of the Budget Speech, and 

would be most grateful if any suggested amendments could reach 

me by lunchtime on 9 March. Sections of the Speech are of 

course being circulated more widely. 

J 0 KERR 
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INTRODUCTION 

This Budget will set the Government's course for this 

Parliament. It is founded on the policies which we have 

consistently followed since 1979. 

Z. Consistency of purpose is the hallmark of this 

Government. It is the only way to improve economic 

performance and lay the foundations for future prosperity, 

more jobs and lower taxation. Above all, it is the only way to 

defeat inflation and achieve our ultimate objective of stable 

prices. 

The results of the Medium Term Financial Strategy 

nous 
introduced in 1980 can be seen in Pee years of falling inflation, 

down now to the lowest levels since the sixties. And that in 

turn has brought a steady recovery of output, rising living 

standards and, more recently, rising employment. 

The facts speak for themselves. They are a tribute to the 

courage and foresight of the five Budgets presented from this 

Despatch Box by my distinguished predecessor, the present 

Foreign Secretary, whose duties sadly keep him in Brussels 

today. 

Today's Budget has two themes: first, the further 

reduction of inflation, which will further improve the prospects 
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for jobs; and second, the reform and simplification of the tax 

system. Ariutrtviiitret4ee4t=favrer-4er.4g1. 	. 

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 borrowing and the appropriate PSBR 

for the coming year. I shall then turn to public expenditure, 

including the prospects for the longer term. Finally I shall deal 

with taxation, and the changes in the structure of taxation 

which will pave the way for cuts in taxes in subsequent years. 

Some of these cuts I shall announce today, for this is in a sense 

a Budget for two years. In a wider sense it is a tax reform 

Budget, setting out a tax strategy for this Parliament. 

As usual, a number of press releases
›

will--19e-isefteel-teilay 9 

filling out the details of my tax proposals) t.A1( kit adc.liftitok Atm.& 

Cikk. %Mk. elittAt 43:1-4 S (WA c4.4 3 haA& cd- ett4A,.. 
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THE ECONOMIC BACKGROUND 

But I start with the economic background, and the 

convincing evidence of recovery: a recovery that springs from 

the monetary and fiscal policies to which we shall hold. 

Since 1980, inflation has fallen steadily from a peak of 

over 20 per cent. Last year it was down to about 41 per cent, 

the lowest figure since the sixties. And with lower inflation 

have come lower interest rates. 

The underlying strength of the recovery is clear. Whereas 

in some previous cycles recovery has come from a self-

defeating stimulus to monetary demand, this time its roots are 

in our commitment to sound finance and honest money. Lower 

inflation and lower interest rates benefit industry, business, and 

consumer confidence. Falling inflation has made room for real 

growth, as we always said it would. 

Across the economy, total money incomes grew in 1983 by 

about 8 per cent, of which 3 per cent represented real growth in 

output. Although there is still room for improvement, this 

e4eariy is a very much healthier division between inflation and 

real growth than the nation experienced in the 1970s. Output in 

the second half of 1983 is now reckoned to have exceeded the 

previous peak, before the world recession set in, and is still 

rising strongly. 
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Productivity too has continued to improve rapidly. Just 

as over the past year many have wrongly predicted an end to 

the recovery, so some have tried to dismiss the sharp rise in 

productivity as a flash in the pan. 	Yet during 1983 

manufacturing productivity grew by 6 per cent with no sign of 

slowing down. Unit labour costs across the whole economy are 

likely to show the smallest annual increase since the 1960s. 

This has allowed a welcome and necessary recovery in real 

levels of profitability. 

Higher profits lead to more jobs. The number of people in 

employment increased by about 85,000 between March and 

September last year. The loss of jobs in manufacturing has 

slowed down sharply, while jobs in services increased by getting 

on for 200,000 in the first nine months of last year. This is 

encouraging news for the unemployed and those who will be 

leaving school this summer. 

But further progress onwpthedirat4iri+7 is needed: although 

our unit wage costs in manufacturing rose by under 3 per cent 

last year, such costs actually fell in the US, Japan and 

Germany, our three biggest competitors. The employment 

prospect would be significantly improved if a bigger 

gitilitifi le  f:.:114/-1"z 
contribution to improved 	• ' were to come from lower 

pay rises. Good sense about pay remains vital. 

Demand, output, profits and employment all rose last 

year. Home demand has played the major part in the recovery 

so far. Lower inflation reduced people's need to save and real 
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incomes rose. Personal consumption increased by over 31 per 

cent compared with 1982. Fixed investment rose rather faster 

than consumption, with investment in housing and services 

particularly strong. 

Imports rose a little faster than home demand last year, 

as the UK emerged from recession ahead of our main trading 

partners - our rate of economic growth last year was the 

highest in the European Community. For much of 1983 our 

export performance reflected the weakness in many of our 

overseas markets. But by the end of last year world trade was 

clearly moving ahead again, and in the three months to January 

manufacturing exports increased very substantially. The 

balance of payments on current account last year is estimated 

to have been in surplus by about £2 billion. 

Our critics have been confounded by the combination of 

recovery and low inflation. Even the pessimists have been 

forced to acknowledge the strength of the recovery. It is set to 

continue throughout this year at an annual rate of 3 per cent. 

Inflation is expected to remain low, edging back down to 41 per 

cent by the end of this year. With rising incomes and low 
ci jr c_ t"...36., Q.... • 

inflation, personal consumption will continuei to grow. And the 

recovery is already becoming more broadly based. Encouraged 

by improved profitability and better long-term growth 

prospects, investment is expected to rise by 6 per cent this 

year. 



Looking abroad, economic prospects are also more 

favourable than for some time. Output in the United States 

should continue to grow strongly this year. And recovery is 

spreading to the rest of the world. 

Of course, there are inevitable risks and uncertainties. 

The size and continued growth of the United States budget 

deficit causes widespread concern, not least among Americans, 

and keeps American, and hence international, interest rates 

high. This acts as a brake on world recovery and worsens the 

problems of the debtor countries. Another consequence is a 

massive and still growing deficit in the US current balance of 

payments, financed by inflows of foreign capital, and leading to 

mounting pressures for protectionism within the United States, 

and sharp exchange rate movements. It is an unstable situation, 

creating worrying uncertainties. 

A second potential risk is disruption in the oil market. 

The immediate prospects are less obviously volatile than they 

were a year ago. But uncertainties remain, and the United 

Kingdom, and indeed the world economy, inevitably remains 

vulnerable to any major disturbances. 

But despite these risks there is a growing sense through-

out the industrialised world that the recovery this time 

za iasePr-creliGal.,...laut eile-4s4geli can be sustained. The essential 

requirement is the continued pursuit of prudent monetary and 

fiscal policies. 
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THE MTFS 

For the United Kingdom, the Medium Term Financial 

Strategy has been the cornerstone of such policies. It will 

continue to play that role; to provide a framework and 

discipline for Government and to set out clearly, to industry 

and the financial markets, the guidelines of policy. Too often 

in the past Governments have abandoned financial discipline 

whenever the going got rough, and been driven to stagger from 

one short-term policy expedient to another. The temptation to 

accommodate inflationary pressures proved irresistible, and the 

nation's longer-term economic performance was progressively 

undermined. 

The discipline of the MTFS was designed to ensure consis-

tency between monetary and fiscal policies, and a proper 

balance in the economy. It is so designed to ensure that the 

more inflation and inflationary expectations come down, the 

more room is available for output and employment to grow. 

People now know that the Government intends to stick to 

its medium term objectives. They understand that the faster 

inflation comes down, the faster output and employment 

recover. Increasing realism, and flexibility in the economy, 

owes much to the pursuit of firm and consistent policies within 

the MTFS framework. 



.25. Originally the MTFS covered four years. 	In this first 

Budget of a new Parliament we have thought it is appropriate 

to carry it forward for five years. 	So the MTFS published 

today in the Financial Statement and Budget Report -the Red 

Book - shows a continuing downward path for the monetary 

target ranges over the next five years, and a path for public 

borrowing consistent with that reduction. It takes full account 

of important influences such as the pattern of North Sea oil 

revenues, and the level of asset sales arising from the 

privatisation programme. For the last two years of the new 

MTFS, which lie beyond the period covered in last years Public 

Expenditure Survey and last month's White Paper, the 

Government has not yet made firm plans for public spending. 

But the MTFS assumption - and it is no more than an 

assumption - is that the level of public spending in 1987-88 and 

1988-89 will be the same in real terms as that currently planned 

for 1986-87. 

26. The precise figures set out in the MTFS are not of course 

a rigid framework, lacking all flexibility. As in the past, there 

may well need to be adjustments to take account of changing 

circumstances. But such changes will be made only when they 

will not jeopardise the consistent pursuit of the Government's 

objectives. 
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MONETARY POLICY 

Monetary policy will continue to play a central role. For 

further reductions in monetary growth are needed to achieve 

still lower inflation. 

Over the twelve months to mid-February the growth of 

£M3 has been well within the 7-11 per cent target range, with 

M1 and PSL2 at or a little above the top of it. While in the 

early months of the target period most measures of money 

showed signs of accelerating, growth in all the target 

aggregates has since the summer been comfortably within the 

range. _ 

Other evidence confirms that monetary conditions are 

satisfactory. The effective exchange rate has remained fairly 

stable, despite the international uncertainties and instability 

which I have described. And nominal interest rates have 

continued to decline in line with falling inflation. 

To maintain sound monetary conditions in the years ahead 

the monetary targets must reflect changes in the financial 

system and in the significance of different measures of money. 

There is nothing new in this. Over the years we have altered 

the target ranges and aggregates to take account of such 

changes. But the thrust of the strategy has been maintained. 
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One important development has been the attempt to give 

a more explicit role to the narrow measures of money. Even 

when targets were set solely in terms of EM3, we recognised 

the significance of their behaviour. EM3 and the other broad 

aggregates give a good indication of the growth of liquidity. 

But a large proportion of this money is deposited in ways which 

earn interest. In defining policy it is therefore helpful also to 

make specific reference to measures of money which bear very 

little interest, and provide a good guide to the immediate 

potential for spending. 

M1 was for this reason introduced as a target aggregate, 

but it has not proved entirely satisfactory for that purpose. Its 

behaviour has been dominated by changes in its large interest-

bearing component, which has grown rapidly, and now accounts 

for 25 per cent of the total. With the introduction of new, 

interest bearing chequing accounts, the signs are that this will 

continue. 

Other measures of narrow money have not been distorted 

to the same extent. In particular, MO, which consists mainly of 

currency, has not been subject to this development. It has been 

affected by other innovations that have reduced people's need 

for cash, but the pace of change has not diminished its value as 

an indicator of financial conditions. There is also the new 

aggregate M2, which was specifically devised to provide a 

comprehensive measure of transactions balances and which may 

in time prove a useful guide, but still need5to be interpreted 

with particular care. 
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In the past two years, it has been possible to set a single 

target range for both broad and narrow measures of money. 

But this will not normally be the case; for narrow monetary 

aggregates tend to grow more slowly than broader measures. 

And this year's Red Book sets out two separate ranges. 

The target range for broad money will continue to apply 

to £M3, and for the coming year will be set at 6-10 per cent, as 

indicated in last year's MTFS. The target range for narrow 

money will apply to MO and for next year will be set at 4-8 per 

cent. To avoid any possible misunderstanding, I stress that the 

use of MO as a target aggregate will not involve any change in 

methods of monetary control. 

Both target ranges will have equal importance in 

formulating policy. And we shall 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. As in the past, we shall seek to influence monetary 

conditions by an appropriate combination of funding and 

operations in the money market. 

So far as funding is concerned, the role of the National 

Savings movement will remain important. This year's target of 

£3 billion is likely to be achieved: the target for the coming 

year will again by £3 billion. 

Precise monetary targets for the later years will be 

decided nearer the time. But to give a broad indication of the 
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objectives of monetary policy, the new MTFS, like previous 

versions, shows monetary ranges for a number of years ahead. 

These ranges are consistent with a continuing downward trend 

in inflation: they demonstrate the Government's intention to 

make further progress towards stable prices. 
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I turn now to public borrowing(, f 

formula for financial discipline --tile-ge-14-st-a-nela-rd-and-tite----
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balanued 	budge t-=-had both a monetary and a fiscal piponent,"4644  

kAd:Ottwl co deeolhe medium term financial strategy!. 	 1 C I  

The MTFS has always envisaged that the Public Sector 

Borrowing Requirement would fall as a percentage of Gross 

Domestic Product over the medium term. 	And it has, notably 

as a result of the courageous Budget introduced by my predecessor 

in 1981, which brought the PSBR down to 31/2  per cent of GDP in 

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: around £10 billion, equivalent to 31/4  per cent 

of GDP. 	This is significantly above what was intended at the 

time of last year's Budget, and would of course have been higher 

still had it not been for the measures taken last July. 

We now need a further substantial reduction in borrowing, 

in order to help bring interest rates down further as monetary 

growth slows down. 	Sterling interest rates are, of course, also 

influenced by dollar interest rates and so by the US situation 

which I have already described: but that makes it all the more 
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important to curb domestic pressures. 	In contrast to virtually 

the whole of the post-war period, UK longer-term rates are now 

lower than American rates. As long as American rates remain 

near their current level, it is highly desirable that this 

advantage be maintained. 

The higher level of asset sales planned as the privatisation 

programme gathers pace is a further reason for reducing the PSBR 

significantly in the coming year. 	Asset sales reduce the 

Government's need to borrow. 	But their effect on interest 
Sigu.AGIV 	-t 4- 	YOUgr"4 

rates p less than the effect ofpirect emin in Government 

spending programmes. 

Last year's MTFS showed an illustrative PSBR for 1984-85 

of 21/2  per cent of GDP, equivalent to around £8 billion. 	But I 

believe that it is possible, and indeed prudent, to aim for a 

somewhat lower figure. 	I have therefore decided to provide for 

a PSBR next year of 21/4  per cent of GDP, or roughly E7 billion. 

The House will recall that in November I warned that on 

conventional assumptions, including the 1983 Red Book's PSBR 

figure of £8 billion for next year, I might have to increase 

taxes slightly in the Budget. 	I am glad to report that the 

latest, and more buoyant, forecasts of tax revenue in the coming 

year,[coupled with the decisions taken in the Public Expenditure 

Survey and the continuing effects of the July measures]have change( 

the picture. 	Bringing the PSBR down to £7 billion will not 
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require such an increase in taxation. 	In fact it will require 

no overall net increase at all. 	So the measures I shall 

shortly announce will, after indexation, be broadly neutral in 

their effects on revenue in 1984-85. 

46. 	Better still, they will reduce taxation in 1985-86 by 

some Ell billion. 	And the MTFS published today shows that 

there should be room qVfurther tax cuts not only in 1985-86, 

but throughout the remainder of this Parliament, provided of 

411111111.6 that we stick firmly to our published plans for public 

expenditure to 1986-87, and maintain an equally firm control 

of public spending thereafter. 
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PUBLIC EXPENDITURE 

The Public Expenditure White Paper setting out our 

spending plans for the next three years was approved by 

the House last week. 	Today I want to consider the critically 

important issue of government spending in a rather wider 

perspective. 

For far too long, spending has grown faster than has the 

economy as a whole. 	The trend has seemed inexorable, and the 

resulthas been that the great mass of the population have had 

to pay more and more in tax. 	To take just one example: as 

recently as 1963-64 no married man had to pay a penny of income 

tax unless his taxable income was at least 45 per cent of the 

average earnings level. 	Today the tax threshold is down to 

	 bisr&n under a third of average earnings. 	Over the 

years more and more people on lower and lower incomes have been 

brought into income tax. 

We have seen a steady enlargement in the role of the State, 

at the expense of the individual, and a steady increase in the 

dead weight of taxation dragging down our economic performance as 

a nation. 

Clearly this alemigeasms process has to stop. 	Of course, 

much public spending is directed to eminently desirable ends. 

But there is an important choice to be made; and it is not 
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enough simply to make marginal changes in spending programmes 

from year to year. 	The choice needs more fundamental national 

consideration and debate; and it needs to be set within a 

longer time horizon. 

I am therefore publishing today, in addition to the 

customary Budget documents, a Green Paper on the prospects for 

public spending and taxation in the next ten years. 	It examines 

past trends; discusses pressures for still higher spending; 

and examines the rewards for the individual if these pressures 

can be contained. 

The Green Paper concludes that, without firm control over 

public spending, there can be no prospect of bringing the burden 

of tax back to more reasonable levels. 	On the assumptions made 

in the Green Paper, the burden of taxation will be reduced to 

the levels of the early 1970s only if public spending does not 

rise in real terms over the next ten years. 	If, on the other 

hand, spending grows by 1 per cent a year in real terms after 

1988-89, the tax burden would by 1993 be only just below the 

1978-79 level, and still well above its level in the 1960s, 

even if the economy grows by about 2 per cent a year over the 

ten years. 	And of course excessive taxation slows the whole 

economy. 

The Government believes that the issues discussed in the 

Green Paper merit the attention of the House and the country. 
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57. 	Before turning from Government spending to Government 

revenue, I should add a word on public sector manpower. 	At 

the beginning of the last Parliament, the Government set itself 

the target of reducing the size of the Civil Service from 

732,000 in April 1979 to 630,000 by April of this year. 	That 

target has been achieved. We have now set ourselves the further 

target of 593,000 by April 1988, and I am confident that it too 

will be achieved, and that a leaner Civil Service will continue to 

operate with increasing efficiency. 	Speaking for my own 

Departments, the tax changes I shall be announcing today will 

reduce manpower requirements by at least 1000 which will help 

towards meeting the 1988 target. 
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TAX REFORM 

58. I mentioned at the outset that this will be a radical, tax-

reforming, Budget. It will also significantly reduce the overall 

burden of tax over the next two years taken togetherE:and 

se")"4"--- 	eattaus4 	c"..M.-04as 
d I hope to have scope 
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My proposals for reform are guided by two basic 

principles. First, the need to make changes that will improve 

our economic performance over the longer term. Second, the 

desire to make life a little simpler for the taxpayer. 

But I am well aware that the tax reformer's path is a 

stony one. Any change in the system is bound, at least in the 

short term, to bring benefits to some and disadvantages to 

others. And, if I may borrow a phrase from 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. 

,Reforem—Foust—succeeety—lailt—neeci—net—ber-irrffrie—seimeel—a 

..laiamiskteeepe•-6e I have rejected the extreme suggestion, 

popular in some quarters, that I should scrap our 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. 

for further reductions in tax in subsequent Budgets. 
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But I don't believe we can afford to opt for the quiet life 

and do nothing. So I have chosen the middle way: to work for 

improvements, some I believe very substantial, but within the 

framework of our existing income-based system. I shall also be 

proposing transitional arrangements where I believe it fair and 

appropriate to do so. 

The changes I shall be proposing today fall into three 

broad categories. These are the taxation of savings and 

investment, business taxation, and the taxation of personal 

income and spending. 
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SAVINGS AND INVESTMENT 

64. First, the taxation of savings and investment. The pro- 
skit,-0,...4 

posals I am about to make should improve both the (direction) 

tr7,V 	and quality of both. And they will contribute further to the 

creation of a property-owning and share-owning democracy, in 

which more decisions are made by individuals 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 once again 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 to mobility 

and incompatible with the welcome movement to greater competition 

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. Transactions from today will benefit from the new 

rate, unless documents have to be stamped before 20 March, which 

is the earliest date on which the change will have legal effect] 

For the home buyer, the new flat rate 1 per cent stamp 
Thi (A-Aet,,t-i 	k)1. ,n 

duty will start at £30,000. Below this level no duty will in 

future be payable, and 90 per cent of first time home buyers 

will therefore not be liable for stamp duty at all. 
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Reducing the rate of duty on share transfers will remove 

an important disincentive toriiirect investment in equities 

and increase the international competitiveness of our stock 

market. It should also help British companies to raise equity 

finance. 

In addition, I have three proposals to encourage the issue 

of corporate bonds. I shall go ahead with the new arrangements 

for deep discount stock and the reliefs for companies issuing 

Eurobonds and convertible loan stock which were announced but 

not enacted last year. And I propose to exempt from Capital 

Gains Tax certain corporate fixed interest securities provided 

they are held for more than a year. Since such securities are 

already exempt from stamp duty 

this means 

that the tax concessions for Government borrowing in the gilt-

edged market will now be virtually the same as for private 

sector borrowing in the corporate bond market. 

70. The reductions in stamp duty will cost £450 million in 

1984-85, of which £160 million is the cost of the relief on 

share transfers, and £290 million the cost of the relief on 

transfers of houses and other real estate. 

71. Next, life assurance. I have concluded that there is no 

longer any justification for Premium Relief on Life Assurance, 
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which is now only one of a number of savings channels for 

ordinary people. The main effect of the relief today is to 

encourage institutional rather than direct investment, and 

to spawn a multiplicity of well-advertised tax management 

schemes. I propose to withdraw the relief on all new policies 

made after today. I stress that this change will apply only 

to new (or newly enhanced) policies, taken out or increased 

after today. Existing policies will not be affected at all. 

The change is estimated to yield £90 million in 1984-85. 

We must also review unjustified 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 

reaches retirement 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 made in the first 

place out of hard-earned and fully-taxed income. More than 

half of those who pay the investment 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 sur- 

charge should be abolished. 	The cost in 1984-85 will be 

some £25 million, and in a full year around £350 million. 

Finally, I propose to draw more closely together the tax 

treatment of depositors in banks and building societies. 
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These institutions compete in the same market for personal 

deposits. I believe that they should be able to do so on 

more equal terms as far as tax is concerned. 

One inequality has already been removed, with the recent 

change made on legal advice in the tax treatment of building 

societies' profits from gilt-edged securities. They are now 

treated in the same way as those of the banks have always been. 

611.04- u4"4140.6A"40  AA.0.04- tit ..0.44,..nf 	Vka.c.dbom..40 	.4...11.1./Aft 3 stoae.C4kstAia- 

But the major inequality of treatment, against which the 

banks in particular have frequently complained, lies with the 

special arrangement for interest paid by building societies, 

under which the societies pay tax at a special rate - the 

"composite rate" - on the interest paid to the depositor who 

receives credit for income tax at the full basic rate. 

This system, which has worked well for the past 90 years, 

has both an advantage and a disadvantage. The disadvantage is 

that a minority of depositors, who are below the income tax 

threshold, still suffer the deduction of tax at the composite 

rate. However, it is always open to such depositors to put 

their savings elsewhere, such as National Savings. The advantage 

of the scheme is its extreme simplicity, particularly for the 

taxpayer; most taxpayers are spared the bother of paying tax on 

interest through PAYE or individual assessment, while the Revenue 

are spared the need to recruit an additional 2000 staff to 

collect the tax due on interest paid without deduction. 



 

• 
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In common with my predecessors of all Parties over the 

past 90 years, I am satisfied that the advantage of the com-

posite rate arrangement outweighs the disadvantage. It follows 

that equal treatment of building societies and banks should be 

achieved, not by removing the composite rate from the societies, 

but by extending it to the banks and other licensed deposit 

takers. 

    

Non-taxpayers would 4111..eeigasas continue to be able to 

 

    

receive interest gross, should they wish to do so, by putting 
— — - - - - - - - 

their money into appk-615-Ylate National Savings facilities 	But 

    

t.-04vpx-0 

  

the 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 will be the same as this year's 

and last year's, and the total Government appetite for savings, 

which is measured by the size of the Public Sector Borrowing 

  

    

fo
Requirement, is being significantly reduced. M reover I have 

decided to reduce substantially the permitted maximum size of 

future holdings in the National Savings Investment Account and 

in Income Bonds. 

‘c.3c "(P-wirtb 
	

80. The true purpose of the move is simple: simplicity itself. 
vve  

Unless they are higher rate taxpayers, individual bank customers 

ike)  IP 
will, when it comes to tax, be able to forget about bank 

interest altogether, for all the tax due on it will be deducted 

at source. The Inland Revenue will be able to make staff 

savings of up to an extra 1000 civil servants. Moreover, this 

figure takes no account of the extra numbers that would have 
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been required to operate the present system as the trend 

towards the payment of interest on current accounts develops. 

6vVt-ALA tAAAA-t44.0 ,vitme.> 4 3-4.-zwek ‘6-‘14+p- *a. IOW.- 60-44  
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Accordingly, I propose to extend the composite rate 

arrangements to interest received by UK resident individuals 

from banks and other licensed 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 

and Time Deposits of £50,000 or more. 

Taken together, the major 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 provide a simpler and more straightforward 

tax system for savings and investment. They will remove biases 

which have discouraged the individual saver from investing 

directly in industry. And they will reinforce the Government's 

policy of encouraging competition in the financial sector, 

as in the economy as a whole. 
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BUSINESS TAXATION 

I now turn to company taxation. 

In this area, Government has two responsibilities towards 

British business and industry. The first is to ensure that they 

do not have to bear an excessive burden of taxation. The second 

is to ensure that, given a particular burden, it is structured 

in the way that does least damage to the nation's economic 

performance. 

The measures I am announcing today will, taking the next 

two years together, result in a ImpopF. substantial reduction in 

the burden of taxation on British industry. And 1.m.-tive-444,..ien 

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 today. Some of these reliefs reflect 

economic priorities or circumstances which have long vanished, 

and now serve only to distort investment decisions and choices 

about finance. Others were introduced to meet short-term 

pressures, notably the upward surge of inflation. With 
OuAJI 

inflation down6o 5 er cent Tet to go lower, this is 

&IGazIy the time to take a fresh look. And with unemployment 

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

• 



BUDGET SECRET 

a tax system which encourages low-yielding or even unprofit-

able investment at the expense of jobs. 

My purpose therefore is to phase out some unnecessary 

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 there have been incentives for investment 

in both plant and machinery and industrial (though not com-

mercial) buildings. But there is little evidence that these 

incentives have strengthened the economy or improved the quality 

of investment. Quite the contrary: the evidence suggests that 

businesses have invested 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 make it look profitable, rather 

than because it would be truly productive. 

LAt-t-ax.‘1‘.46' 
The nation needs mord investment, ad1he 6 per cent 

4eticeeatt.ett, 	v.., 
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I propose to restructure the capital allowances in 

three annual stages. In the case of plant and machinery, 

and assets whose allowances are linked with them, the first 

4rN(  \91-/ 
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year allowance will be reduced from 100 per cent to 75 per 

cent for all such expenditure incurred after today, and to 

50 per cent for expenditure incurred after 31 March next 

year. After 31 March 1986 there will be no first year 

allowances, and all expenditure on plant and machinery will 

qualify for annual allowances on a 25 per cent reducing 

balance basis. 

In addition, from next year annual allowances will be 

given as soon as the 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 normally 

made well in advance of their being brought into use. 

For industrial buildings, I propose that the initial 

allowance should fall from 75 per cent to 50 per cent from 

tonight, and be further reduced to 25 per cent from 31 March 

next year. 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. 	I should add that, when 

these changes have all taken place, in respect of both plant 

and machinery and industrial buildings, tax allowances will 

still on average 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 
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next three years. 

After consulting my Rt Hon Friend the Secretary of 

State for Trade and Industry, I have decided to make transi-

tional tax arrangements for certain investment projects in 

the regions. Existing capital allowances will continue to 

apply to expenditure on projects in Development Areas and 

special Development Areas for which regional development 

grants are available and offers of selective assistance have 

already been made between 1 April 1980 and today. Similar 

arrangements were announced for regional development grants 

in my Rt Hon Friend's White Paper on Regional Industrial 

Development last December. 

Over the same period to 31 March 1986 most other capital 

allowances will be brought into line with the main changes 

I have announced. The Inland Revenue will be issuing a press 

notice tonight giving full details of these proposals. 

lroAcA. 

Next, stock relief. As the House will recall, this 

was introduced by the last Labour Government as a rough and 

ready form of emergency help to businesses facing the ravages 

of high inflation. These days are past; and relief is no 

longer necessary; for company liquidity has improved and, 

above all, inflation has fallen sharply.  zuld-v.1-11-1-1 

Accordingly, I propose to 

abolish stock relief from this month. 
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The changes I have just announced, in capital allowances 

and stock relief, enable me to embark on a major 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 

cent to 50 per cent. For profits earned in 1984-85 the rate 

will be further cut to 45 per 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 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. 

And they will bring a further benefit. Responses to 

the Corporation Tax Green Paper published in 1982 revealed a 

strong and general desire to retain our imputation system of 

Corporation Tax. This allows a company to offset in full all 

interest paid. But only a partial deduction for dividends is 

allowed. Companies thus have an unhealthy incentive to finance 

themselves through borrowing, in particular bank borrowing, 

rather than by 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 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. 
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• 
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 announced 

will cost £280 million in 1984-85. In 1985-86 the cost will 

be £600 million - made up of £1,150 million by way of 

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

reduction in the value of the reliefs. The estimated costs 

for later years, which have been provided for in the MTFS 

figures 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 somewhat different 

,/ 
	

impact in the short and long term. In the short term, some 

investment should be forward over the next two years, to take 

advantage of high first year capital allowances while they 

last - a prospect made all the more alluring for business by 

virtue of the fact that profits earned will be taxed at the 

new lower, rates. But the more important and durable effect 

will be to encourage the search for investment projects with 

a genuinely worthwhile return, and to discourage uneconomic 

investment. 

It is doubtful if it was ever really sensible to subsidise 

capital irrespective of the true rate of return. Certainly, 
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with over three million unemployed it cannot make sense to 

do so. 

These changes hold out an exciting opportunity for 

British industry as a whole: an opportunity further to 

improve its profitability, and to expand, building on the 

recovery that is already well under way. Higher net profits 

should encourage and reward enterprise and stimu1at44.gher 

- 	• 	and innovation in all its forms - research 

and development and work on new products, processes and markets. 

They are the centre-piece, for business, of this Budget and 

the tax strategy for this Parliament. 

But I have further measures to announce that are relevant 

to business. 

First, the Business Expansion Scheme, introduced last 

year as a successor to the Business Start Up Scheme, has been 

widely welcomed as a highly imaginative scheme for encouraging 

individuals to invest in small companies. It is already proving 

a considerable success. It now needs time to settle down, and 

I have only one change to propose this year. 

The scheme was designed to offer generous incentives 

for investment in high risk areas by new or expanding companies. 

Farming is clearly not an area which falls within this category, 

and I therefore propose that from today farming should cease 

to be treated as a qualifying trade under the scheme. I am 
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also ready to consider tightening the scheme further, if 

it becomes clear at any time in the future that it is being 

used for purposes for which it was clearly not designed. 

Secondly, as a measure of help to small firms, I propose 

to raise the VAT registration threshold with effect from 

midnight tonight from £18,000 to £18,700. 

Thirdly, in keeping with what I have said about removing 

distortions, I propose to abolish two reliefs in the personal 

tax field which were introduced at a time when this country 

suffered from excessively high rates of income tax. As we 

have reduced those rates, the reliefs are no longer justified. 

taX 
The first distortion is the 50 per cent),deduction (falling 

after 9 years to 25 per cent) 
	

the emoluments of 

foreign employees working here for foreign employers. Foreign 

employees are often paying much less tax here than they would 

either at home or in most other European countries. At 

present income tax rates, the need for the relief has clearly 

disappeared. Moreover it is open to widespread abuse. It 

is, for example, possible for the son of an immigrant, working 

here for a foreign company, to pay tax on only 75 per cent 

of his salary, even if he himself has lived in this country 

all his life. I therefore propose to withdraw the relief 

entirely for all new cases from today, and to withdraw the 

25 per cent deduction from existing beneficiaries from 6 April 

next. The 50 per cent deduction will be phased out over the 

• 
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5 years to 5 April 1989. 

I also propose to withdraw ,:he so-called foreign 

earnings relief for United Kingdom residents who perform 

their duties both here and overseas and who spend at least 

30 days abroad in a tax year. This relief too has lost its 

rationale, which harks back to the days of penalty high 

income tax rates. It too has been exploited, in particular 

by those who prolong their overseas visits purely in order 

to gain a tax advantage. For the same reason, I propose to 

withdraw the matching relief for the self-employed who spend 

30 days abroad, and for resident employees and self-employed 

who have separate employments or separate trades carried on 

wholly abroad. The relief will be halved to 121/2  per cent in 

1984-85 and removed entirely from 6 April 1985. However, I 

have also authorised the Inland Revenue to consult interested 

parties about a possible relaxation in the rules governing 

the taxation of expenses reimbursed to employees for travel 

overseas. I am not making any 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 over £150 million; and represents another 

useful step in the removal of complexity and distortions. 

I need to set the car benefit scales for 1985-86 for 

those provided with the use of a car by their employer. 

• 
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Despite the increases over recent years, the levels still 

fall short of any realistic measure of the true benefit. 

I am accordingly proposing an increase of 10 per cent in 

both the car and car fuel scales with effect from April 1985. 

z 

Unnecessarily high rates of tax discourage enterprise 

and risk taking. This is true of the capital taxes, just 

as it is of the corporation and income taxes. It is a matter 

of particular concern to those involved in running unquoted 

family businesses. The highest rates of capital transfer 

tax are way out of line with comparable rates abroad, and 

with the top rates of other taxes in this country. I propose 

therefore to reduce the highest rate of capital transfer tax 

from 75 per cent to 60 per cent and to raise the threshold 

to £64,000 in line with indexation. CFor 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 retire-

ment relief to a figure of £100,000, backdated to April 1983. 

A consultative document on other possible changes in this 

relief is being issued next week. I am proposing no other 

changes this year in capital gains tax beyond the statutory 

indexation of the exempt amount from £5,300 to £5,600. 

However, the tax continues to attract criticism - not least 

for its complexity - and that is a matter to which I hope to 

return in a later year. 
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We have done much to improve the Development Land Tax. 

Early in the last Parliament, my predecessor increased the 

threshold from £10,000 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 all these employee 

schemes have increased from about 30 in 1979 to over 670 

now, benefiting some half a million employees. To maintain 

and build on this progress I propose to increase the monthly 

limit on contributions to savings related share option schemes 

from £50 to £100. I have also authorised the Inland Revenue 

to double the tax-free limits under the concession on long 

service awards and to include the gift of shares in the 

employee's company. 

But beyond this, I am convinced that we 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 that, subject to certain necessary 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 
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apply to options meeting the conditions which are granted 

from 6 April.mmuk. 

I 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. 

Before turning to North Sea taxation, I should like 

to remind the House of the Government's concern at the threat 

which the spread of unitary taxation in certain US states 

has posed to the US subsidiaries of British firms. With 

our European partners we are monitoring the situation closely, 

and await with keen interest the imminent report of a 

Working Group under my US counterpart. It is very important 

that a satisfactory solution be speedily implemented. 

This issue isnot wholly irrelevant to the North Sea, 

for US firms operating there, or elsewhere in this country, 

are not of course taxed on a unitary basis, taking account 

of world-wide profits. 

Last year's North Sea 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 Government is already committed to a 

study of the economics of investment in incremental develop- 

ment in existing fields. This is of increasing importance and 

in consultation with the Secretary of State for Energy I 
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therefore propose to review this area with the industry, 

and to legislate as appropriate next year to improve the 

position. To prevent projects being deferred pending this 

review, any changes will apply to all projects which 

receive development consent after today. 

IYAJLA,,,,AA#001...ft T c 	AU 	 UnAra.4.044.11;4430 
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Meanwhile, I am taking two measures to prevent an 

unjustified 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 pro-

vision 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. I have also 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 have just two further changes affecting business.to  

propose, both of which will come into force on 1 October. 

Ever since VAT was introduced in this country, we have 

treated imports differently from the way in which they are 

treated by our main European Community competitors. In a 

nutshell, they require VAT on imported goods to be paid in 

the same way as customs duties. We do not. Under our 

system an importer does not have to account for VAT on his 

• 



BUDGET SECRET 

imports until he makes his normal VAT return, on average 

some 11 weeks later. During this time the importer enjoys 

free credit at the taxpayer's expense. This is an advan-

tage not enjoyed by the home-produced equivalent of the 

import, since businesses buying from UK suppliers have to 

pay VAT when they pay their suppliers. 

The UK 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 Commission has 

made no progress whatever. 

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

British industry at a competitive disadvantage in the home 

market any longer. Should our European partners at any 

time undergo a Damascene conversion, and set agree that the 

Commission's proposal should be accepted after all, then 

of course we would gladly revert to the present system. 

But in the meantime I propose to move to the system used 

by our major competitors and charge VAT straight away on 

imports, providing the same facilities for deferring payment 

as apply to customs duties. That means that most importers 

will be able to defer payment of VAT by on average one month 

from the date of importation. But that is all. 
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As I have said, this change will apply from 1 October. 

By bringing forward VAT receipts, it will bring in an extra 

£1.2 billion in 1984-85, some of which will of course be bernvr 

mowwited by foreign producers and manufacturers. There will 

naturally be no increased revenue in subsequent years. 

The second change I propose to make on 1 October 

concerns the National Insurance Surcharge. This, once 

again, was a brainchild of the Rt Hon member for Leeds East. 

Having introduced it in 1977 at the rate of 2 per cent, he 

then raised it in 1978 to 31/2  per cent. During the last 

Parliament, my predecessor succeeded in reducing it to 

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

lifetime of this Parliament. 

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. Abolition of the 

National Insurance Surcharge from October will reduce private 

sector employers' costs by almost £350 million in 1984-85, 

and over £850 million in a full year. 314s 6441.A 

Thus my proposals offer British business the abolition 

of the tax on jobs and the reduction of the rate of taxation 

on profits. They also sweep away a number of out-dated 

reliefs, reduce distortions, and assist enterprise. 
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INDIRECT TAXES 

Having announced major reforms of both the taxation of 

savings and investment and the taxation of business, I turn now 

to the third and final area in which I propose to make progress 

on tax reform. This 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 and which emphasised 

the need for a switch from taxes on earnings to taxes on 

spending. My predecessor made an important move in this 

direction in his first budget, and the time has come to make a 

further move today. To reduce direct taxation by this means is 

important in two ways. It improves incentives and makes it 

more worthwhile to work, and it increases the freedom of 

choice of the individual. 

I do not however see the excise duties - with certain 

exceptions - as an area for major change. I shall of course 

need to raise most of the duties broadly in line with inflation, 

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

counter to the philosophy I outlined a moment ago. But with 

inflation now as low as it is, the necessary increases are on the 

whole mercifully modest. Only for a few particular duties do I 

envisage steeper rises. 
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One significant exception is tobacco, where I iso 

fr to 	 Z.:0416-11.;_ 
to raise the duty in real terms, 

etrigrikeieinreeni—thee—miliewee the potential danger to health. I 

therefore propose an increase in the tobacco duty which, 

including VAT, will put 10p on the price of a packet of 

cigarettes, with corresponding increases for hand-rolling 

tobacco and cigars. This will do no more than restore the tax 

on tobacco to its 1965 level. I do not propose to increase the 

duty in pipe tobacco, which is important for a great many 

pensioners. These changes will take effect from midnight on 

Thursday. 

For the duties on petrol and dery I propose simply broad 

revalorisation, which means increases which, again including 

YIN 
VAT, will ie./met:se the price at the pumps by Op 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 ends 

meet, including in particular many pensioners, use paraffin 

stoves to heat their homes, and it is with them in mind that I 

propose to abolish the duty on kerosene from six o'clock 

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

the House. 



r 
	• 	BUDGET SECRET 

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 wear and tear that 

various types of vehicle cause to the roads, there will be 

reductions in duty for the lightest lorries, offset by higher 

increases for some heavier lorries. All these changes in Vehicle 

Excise Duty will take effect from tomorrow. 

However, I propose to exempt from Vehicle Excise Duty 

all recipients of the War Pensioners' Mobility Supplement. 

And I have decided to widen the specific VAT reliefs for 

the disabled in the important area of transport. The existing 

VAT relief for motor vehicles designed or adapted for use by 

the handicapped will be extended, and matched by a new Car 

Tax relief. The effect will be that neither VAT nor car tax 

will apply to family cars designed for disabled people or 

substantially adapted for their use. 

I now come to the most difficult decision I have to take 

in the excise duty field. As the House will be aware, the rules of 

the European Community, so far as alcoholic drinks are 

concerned, are designed to prevent a Member state from 

protecting its own domestic product by imposing a significantly 

higher duty on competing imports. 	In pursuit of this, the 

Commission has taken a number of countries to the European 

Court of Justice. 
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In our case, the Commission contended that we were 

protecting beer by under-taxing it in relation to wine. We 

fought the case, but lost; and I am now implementing the 

judgement handed down by the Court last year. Accordingly, I 

propose to increase the duty on 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 judgement and maintain 

revenue: 2p on a typical pint of beer, 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. 

I cannot, however, ignore the fact that while we comply 

with the judgement of the European Court, one of our partners 

appears determined not to do so. I refer to Italy, which has 

been ordered by the Court to remove forthwith its 

discrimination against Scotch whisky, but as yet 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 basic increase, to which I shall come in a moment. 

This surcharge will come into operation on 1 September unless 

the Italian Government has - as I very much hope it will - 

implemented the Court's judgement by that date, and it will 

lapse as soon as I am satisfied that it has complied. 

As for the rest of the alcoholic drinks, cider, which 

increasingly competes with beer but 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 duty 

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

• 



bottle, including VAT. All these changes, except the vermouth 

surcharge"will take effect from midnight tonight. 

These changes in excise duties will, all told, bring in some 

£840 million in 1984-85, some £200m more than is required to 

keep pace with inflation. The addition is of course.kmreeir, due 

to the increase in tobacco duty. 

But much of the extra revenue I need to make a 

substantial switch this year from taxes on earnings to taxes on 

spending will come from VAT. I propose no change in the rate 

of VAT. Instead, I intend to broaden the base of the tax by 

extending the 15 per cent rate to two areas of expenditure that 

have hitherto been 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 and illogicality by 

bringing all alterations into tax. However, to allow a 

reasonable time for existing commitments to be completed or 

adjusted, the change will be deferred until 1 June. 

Secondly, food. 	Most food is zero-rated. 	But food 

served in restaurants is taxed, together with a miscellaneous 

range of items including ice-cream, confectionery, soft drinks 

and crisps, which were brought into tax by the Rt Hon Member 

for Leeds East. Take-away food clearly competes with other 



forms of catering, and I therefore intend to bring into tax hot 

take-away food and drinks, with effect from 1 May. 

The total effect of the extensions of the VAT coverage 

which I have proposed will be to increase the yield of the tax by 

£375 million in 1984-85 and by almost £650 million in 1985-86. 

The total impact effect on the Retail Price Index of the 

VAT changes and excise duty changes taken together will be 

less than three-quarters of one per cent. This has already been 

taken into account in the forecast which I have given to the 

House of a decline in inflation to 4i per cent by the end of the 

year. 

The extra revenue raised in this way will enable me within 

the overall framework of a neutral Budget to lighten the burden 

of income tax. 

r 
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PERSONAL TAXATION 

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 confiscatory higher rates inherited from the last 

Labour Government. We have increased the main tax 

allowances not simply in line with prices but by around 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 Parliament, I intend to carry 

much 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 changes to 

taxes on spending which I have just announced, I can make a 

start now. 

I 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 indexation formula, based on the 5.3 per cent 

increase in the Retail Price Index to December. The question is 

how much more I can do, and how to direct it. 
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I have decided that, this year, the right course is to use 

every penny I have in hand, within the framework of a revenue 

neutral Budget, to lift the level of the basic tax thresholds, for 

the married and single alike. It is fundamentally wrong that we 

collect income tax from people whose incomes are so low that 

they are entitled to social security benefits on grounds of need. 

Moreover low tax thresholds make the poverty and unemploy-

ment traps much worse, so that the financial incentive to find a 

better job or even any job may decline almost to zero. There 

is, alas, no quick or cheap solution to these problems. But that 

is all the more reason to make a start on solving them now. 

I propose to increase most thresholds in line with the 

statutory requirement, and by no more. 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 single age allowance will rise 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 allowances up by £100 and £150 

respectively. I am glad to say that I can do considerably better 

than that. 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 £2,005; and 

the married threshold by £360, from £2,795 to £3,155. -T-ite 

. . 



This is an increase of around 12i per cent, or some 7 per 

cent in real terms. It brings the married man's tax threshold 

for 1984-85 to its highest level in real terms since the war. It 

means that every tax-paying married couple in the land will 

enjoy an income tax cut of at least £2 a week. And it means 

that a large number of people, those with the smallest incomes 

of all, are taken out of income tax altogether. twagiSome 

850,000 people - over 100,000 of them widows - will not pay tax 

in 1984-85 who would have paid if thresholds had not been 

increased. 	And 400,000 fewer than if the allowances had 

merely been indexed. 

All these changes will take effect under PAYE on the 

first pay day after 10 May. Their cost is considerable: some 

£1.8 billion in 1984-85, of which roughly half represents the 

cost of indexation. 

This is as far as I can go on income tax this year, within a 

broadly revenue-neutral Budget for 1984-85. But as I have 

already said, so long as we hold to our published planned levels 

of public spending, there is an excellent prospect consistent 

with the necessary downward path of public borrowing of 

further tax cuts in next year's Budget. These would be on top 

of the measures I have announced in this Budget which, as I 

have already told the House, will reduce taxation in 1985-86 by 

some £11 billion, with business taking the lion's share. So for 

next year I would hope to be concentrating on further help to 

individuals, and principally on income tax. 

• 



BUDGET SECRET 
a oak 48 •• 
	

S 

CONCLUSION 

160. I have, Mr Deputy Speaker, completed the course I 

charted at the outset this afternoon. 	I have described the 

recovery, and how the Government plans to sustain it, by 

working for further reductions in inflation, by maintaining 

sound money and by curbing borrowing. I have described a 

three part reform strategy for a fairer, simpler tax system. 

And I have been able to propose substantial tax reductions over 

two years in a Budget that is revenue-neutral for 1984-85. It is 

a Budget for responsibility and reform; and I commend it to the 

House. 
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I now turn to co any taxation. 

In this area, Government has two responsibilities towards 

British business and industry. The first is to ensure that they 

do not have to bear an excessive burden of taxation. The second 

is to ensure that, given a particular burden, it is structured 

in the way that does least damage to the nation's economic 

performance. 

The measures I am announcing today will, taking the next 

two years together, result in a wmplic substantial reduction in 
614.,sts's 

the burden of taxation on British ind ry. And in addition 

I shall be proposing a far-reaching reformtoi-the-e.tril/e.turo of 

company taxation. 

The current rates of Corporation Tax are far too high, 

penalising profit and success, and blunting the cutting edge 
e44 lne; 

of enterprise. They are tha-p-Fethict-tivf too many special 

reliefs, indiscriminately applied and of diminishing relevance 

to the conditions of today. Some of these reliefs reflect 

economic priorities or circumstances which have long vanished, 

and now serve only to distort investment decisions and choices 

about finance. Others were introduced to meet short-term 

pressures, 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 

h.:1) 
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a tax system which encourages low-yielding or even 	ninT 

able investment at the expense of jobs. 

My purpose therefore is to phase out some unnecessary 

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 there have been incentives for investment 

in both plant and machinery and industrial (though not com-

mercial) buildings. But there is little evidence that these 

incentives have strengthened the economy or improved the quality 

of investment. Quite the contrary: the evidence suggests that 

businesses have invested substantially in assets yielding a 

lower rate of return than the investments made by our principal 

competitors. Too muchzpeBritish investment has been made 

because the tax allowances make it look profitable, rather 

than because it would be truly productive. 

The nation needs more investment, and the 6 per cent 
tA,, 

increase forecast for this year is encouraging. But t-14

greatest 

- 
4%,ve0-11,4,,,v Witt ot, 	 1A-A-e--frkL 

decisionsX6R-rield-ati- 

analysis of future market assessments, not future tax assess-

ments. 

I propose to restructure the capital allowances in 

three annual stages. In the case of plant and machinery, 

and assets whose allowances are linked with them, the first 
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year allowance will be reduced from 100 per cent to 75 per 

cent for all such expenditure incurred after today, and to 

50 per cent for expenditure incurred after 31 March next 

year. After 31 March 1986 there will be no first year 

allowances, and all expenditure on plant and machinery will 

qualify for annual allowances on a 25 per cent reducing 

balance basis. 

In addition, from next year annual allowances will be 

given as soon as the 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 normally 

made well in advance of their being brought into use. 

For industrial buildings, I propose that the initial 

allowance should fall from 75 per cent to 50 per cent from 

tonight, and be further reduced to 25 per cent from 31 March 

next year. 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. 	I should add that, when 

these changes have all taken place, in respect of both plant 

and machinery and industrial buildings, tax allowances will 

still on average be rather more generous than would be provided 
e 	". SW11)41 k 
"lLa,„,...,ve,.fr-J 	by a strict system of ceenemie 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 
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next three years. 

94. After consulting my Rt Hon Friend the Secretary of 

State for Trade and Industry, I have decided to make transi-

tional tax arrangements for certain investment projects in 



• Over the same period to 31 March 1986 most other capital 

allowances will be brought into line with the main changes 

I have announced. The Inland Revenue will be issuing a press 

notice tonight giving full details of these proposals. 

['kJlt.‘" 4 

3 

Next, stock relief. As the House will recall, this 

was introduced by the last Labour Government as a rough and 

ready form of emergency help to businesses facing the ravages 

of high inflation. These days are past; and relief is no 

longer necessary; for zompftgaq liquidity has improved and, 

above all, inflation has fallen sharplyi aad—w44-49e-4a,144e1 

54.1.**iter—duzlag—J-- ',,,--amo,A*. Accordingly, I propose to 

abolish stock relief from this month. 
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The changes I have just announced, in capital allowances 

and stock relief, enable me to embark on a major 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 

cent to 50 per cent. For profits earned in 1984-85 the rate 

will be further cut to 45 per 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 the main rate of 

Corporation Tax will be 35 per cent. 

Cr. 	 4,4„ (-7 11c-e-a—h,I.,_ 	live— 3 

All these rates for the years ahead will be included in 

this year's Finance Bill. 

And they will bring a further benefit. Responses to 

the Corporation Tax Green Paper published in 1982 revealed a 

strong and general desire to retain our imputation system of 
enrivi 1"i; CA1J-1:1".  

Corporation Tal. This allows a company to offset in full all 
olf 

interest paid. But only a partial deductioR for dividends is 

allowed. Companies thus have an unhealthy incentive to finance 

themselves through borrowing, in particular bank borrowing, 

rather than by 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 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. 
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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 announced 

will cost £280 million in 1984-85. In 1985-86 the cost will 
4 r 	 e 

be £6,0d million - made up of £l,10 million by way of 
bro 

reductions in the rates, only partially offset by a ES50 million 

reduction in the value of the reliefs. The estimated costs 

for later years, which have been provided for in the MTFS 

figures 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 ippeCIAT a somewhat different 

impact in the short and long term. In the short term, some 

investment should be/forward over the next two years, to take 

advantage of high first year capital allowances while they 

last - a prospect made all the more alluring for business by 

virtue of the fact that profits earned will be taxed at the 

new lower, rates. But the more important and durable/effect 

will be to encourage the search for investment projects with 

a genuinely worthwhile return, and to discourage uneconomic 

investment. 

• 

103. It is doubtful if it was ever really sensible to subsidise 

capital/irrespective of the true rate of return. Certainly, 
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with over three million unemployed it cannot make sense to 

do so. 

These changes hold out an exciting opportunity for 

British industry as a whole: an opportunity further to 

improve its profitability, and to expand, building on the 

recovery that is already well under way. Higher a= profits 

should encourage and reward enterprise and stimulate igher 
OK-17 

current expenditure #612innovation in all its forms - research 

and development and work on new products, processes and markets. 

They are the centre-piece, for business, of this Budget and 

the tax strategy for this Parliament. 

I have further measures to announce that are relevant 

to business. 

First, the Business Expansion Scheme, introduced last 

year as a successor to the Business Start Up Scheme, has been 

widely welcomed as a highly imaginative scheme for encouraging 

individuals to invest in small companies. It is already proving 

a considerable success. It now needs time to settle down, and 

I have only one change to propose this year. 

The scheme was designed to offer generous incentives 

for investment in high risk areas by new or expanding companies. 

Farming is clearly not an area which falls within this category, 

and I therefore propose that from today farming should cease 

to be treated as a qualifying trade under the scheme. I am 

• 
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also ready to consider tightening the scheme further, if 

it becomes clear at any time in the future that it is being 

used for purposes for which it was clearly not designed. 

Secondly, as a measure of help to small firms, I propose 

to raise the VAT registration threshold with effect from 

midnight tonight from £18,000 to £18,700. 

Thirdly, in keeping with what I have said about removing 

distortions, I propose to abolish two reliefs in the personal 

tax field which were introduced at a time when this country 

suffered from excessively high rates of income tax. As we 

have reduced those rates, the reliefs are no longer justified. 

is the 50 per 

a/PPU(4  
giA,sin from the emoluments of 

foreign/employees working here for foreign employers. Foreign 

employees are often paying much less tax here than they would 

either at home or in most other European countries. At 

present income tax rates, the need for the relief has clearly 

disappeared. Moreover it is open to widespread abuse. It 

is, for example, possible for the son of an immigrant, working 

here for a foreign company, to pay tax on only 75 per cent 

of his salary, even if he himself has lived in this country 

all his life. I therefore propose to withdraw the relief 

entirely for all new cases from today, and to withdraw the 

25 per cent deduction from existing beneficiaries from 6 April 

next./ the 50 per cent deduction will be phased out over the 

• 

The first distortion 
tfaX 

centdeduction (falling 

after 9 years to 25 per cent) 
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5 years to 5 April 1989. 

I also propose to withdraw -he so-called foreign 

earnings relief for United Kingdom residents who perform 

their duties both here and overseas and who spend at least 

30 days abroad in a tax year. This relief too has lost its 

rationale, which harks back to the days of penalty high 

income tax rates. It too has been exploited, in particular 

by those who prolong their overseas visits purely in order 

to gain a tax advantage. For the-same reason; I propose to 

withdraw the matching relief for the self-employed who spend 

30 days abroad, and for resident employees and self-employed 

who have separate employments or separate trades carried on 

wholly abroad. The relief will be halved to 121/2  per cent in 

1984-85 and removed entirely from 6 April 1985. However, I 

have also authorised the Inland Revenue to consult interested 

parties about a possible relaxation in the rules governing 

the taxation of expenses reimbursed to employees for travel 

overseas. I am not making any 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 over £150 million; and represents another 

useful step in the removal of complexity and distortions. 

I need to set the car benefit scales for 1985-86 for 

those provided with the use of a car by their employer. 
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Despite the increases over recent years, the levels still 

fall short of any realistic measure of the true benefit. 

I am accordingly proposing an increase of 10 per cent 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 income taxes. It is a matter 

of particular concern to those involved in running unquoted 

family businesses. The highest rates of capital transfer 

tax are way out of line with comparable rates abroad, and 

with the top rates of other taxes in this country. I propose 

therefore to reduce the highest rate of capital transfer tax 

from 75 per cent to 60 per cent and to raise the threshold 

V:  
to £64,000 in line with indexation. For lifetimc,gifts I 	. 

)411. Stfr;'pl',-1,3 IT, s cl.L.t...- c. 	&L-..,..--1*,...)---,,_ il-- ("4-<- 11- 6'4 	gt44,-.11 WI(( 

further propose to/me _ the rate  enewhalf -eg_that on death 

For capital gains tax I will, as promised, bring forward 

in the Finance Bill proposals to double the limit for retire-

ment relief to a figure of £100,000, backdated to April 1983. 

A consultative document on other possible changes in this 

relief is being issued next week. I am proposing no other 

changes this year in capital gains tax beyond the statutory 

indexation of the exempt amount from £5,300 to £5,600. 

However, the tax continues to attract criticism - not least 

for its complexity - and that is a matter to which I hope to 

return in a later year. 

• 
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We have done much to improve the Development Land Tax. 

Early in the last Parliament, my predecessor increased the 

threshold from £10,000 to £50,000. I now propose a further 

increase to £75,000, which will reduce the number/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 -a44-4iliese=ellogleyee 
A.A4 

schemesthave increased from about 30 in 1979 to over 670 

now, benefiting some half a million employees. To maintain 

and build on this progress I propose to increase the monthly 

limit on contributions to savings related share option schemes 

from £50 to £100. I have also authorised the Inland Revenue 

to double the tax-free limits under the concession on long 
Vy; 	6-1K 

service awards and to include/the gift of shares in the 

employee's company. 

But beyond this, I am convinced that we 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 that, subject to certain necessary 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 

• 
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apply to options meeting the conditions which are granted 

from 6 April.sompla. 

I 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. 

Before turning to North Sea taxation, I should like 

to remind the House of the Government's concern at the threat 

which the spread of unitary taxation in certain US states 

has posed to the US subsidiaries of British firms. With 

our European partners we are monitoring the situation closely, 

and await with keen interest the imminent report of a 

Working Group under my US counterpart. It is very important 

that a satisfactory solution be speedily implemented. 

• 
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12l. This issue isnot wholly irrelevant to the North Sea, 

for US firms operating there, or elsewhere in this country, 

are not of course taxed on a unitary basis, taking account 

of world-wide profits. 

122. Last year's North Sea 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 Government is already committed to a 

study of the economics of investment in incremental develop- 

ment in existing fields. This is of increasing importance and 
;711 efr As+, 4114-0 

in consultation withkhe Secretary of State for Energy I 
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therefore propose to review this area with the industry, 

and to legislate as appropriate next year to improve the 

position. To prevent projects being deferred pending this 

review, any changes will apply to all projects which 

receive development consent after today. 

Meanwhile, I am taking two measures to prevent an 

unjustified 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 pro-

vision 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. I have also 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 have just two further changes affecting business to 

propose, both of which will come into force on 1 October. 

Ever since VAT was introduced in this country, we have 

treated imports differently from the way in which they are 

treated by our main European Community competitors. In a 

nutshell, they require VAT on imported goods to be paid in 

the same way as customs duties. We do not. Under our 

system an importer does not have to account for VAT on his 

• 
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imports until he makes his normal VAT return, on average 

some 11 weeks later. During this time the importer enjoys 

free credit at the taxpayer's expense. This is an advan-

tage not enjoyed by the home-produced equivalent of the 

import, since businesses buying from UK suppliers have to 

pay VAT when they pay their suppliers. 

The UK 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 Commission has 

made no progress whatever. 

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

British industry at a competitive disadvantage in the home 

market any longer. Should our European partners at any 

time undergo a Damascene conversion, and mit agree that the 

Commission's proposal should be accepted after all, then 

of course we would gladly revert to the present system. 

But in the meantime I propose to move to the system used 

by our major competitors and charge VAT straight away on 

imports, providing the same facilities for deferring payment 

as apply to customs duties. That means that most importers 

will be able to defer payment of VAT by on average one month 

from the date of importation. But that is all. 

,LusLou 
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As I have said, this change will apply from 1 October. 

By bringing forward VAT receipts, it will bring in an extra 

E1.2 billion in 1984-85, some of which will of course be berrne 
osimmied by foreign producers and manufacturers. There will 

naturally be no increased revenue in subsequent years. 

The second change I propose to make on 1 October 

concerns the National Insurance Surcharge. This, once 

again, was a brainchild of the Rt Hon member for Leeds East. 

Having introduced it in 1977 at the rate of 2 per cent, he 

then raised it in 1978 to 31/2  per cent. During the last 

Parliament, my predecessor succeeded in reducing it to 

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

lifetime of this Parliament. 

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. Abolition of the 

National Insurance Surcharge from October will reduce private 

sector employers' costs by almost £350 million in 1984-85, 
yo 0 

and over £66.0--mil1ion in a full year. 

Thus my proposals offer British business the abolition 

of the tax on jobs and the reduction of the rate of taxation 

on profits. They also sweep away a number of out-dated 

reliefs, reduce distortions, and assist enterprise. 

• 
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The changes to the taxation of savings and investment have been designed 
to make the -t-a'r system more even -handed between institutional savings and 
individual savings; and between different kinds of financial institutions. 
The changes I—a-rir-crreire-e4-m-g-to business taxation are designed to  a  ace 
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ECONOMIC SECRETARY 

FRIENDLY SOCIETIES : TAX EXEMPT BUSINESS 

In the light of Mr Ellis' minute of today, I attach a draft 

Budget Day press release for your consideration. If you are 

content, I should be grateful if your private secretary 

could let me know by telephone as soon as possible. 

42(  Egis elgu»,,A1 
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Mr Isaac 
Mr O'Leary 
Mr Newstead 
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Mr Wilson 	) Friendly Socs 
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13 March 1984 

REGISTERED FRIENDLY SOCIETIES 

The Chancellor proposes in his Budget two changes to the tax 
treatment of registered friendly societies. First, he proposes 
to withdraw the special rules for 'tax exempt' friendly societies 
and bring them into line with 'mixed business' societies. Second, 
he proposes to increase the exempt limits previously applicable 
to the life or endowment business of friendly societies, to sums 
assured of £750 (previously £500) or annuities of £156 (previously 
£104). These new limits will apply to profits arising from all 
new friendly society business written after midnight tonight. 

1. 	Under Section 332 of the 1970 Taxes Act, registered friendly 
societies are exempt from income and corporation tax subject 
to certain conditions. A society whose rules effectively limit 
it to life or endowment business with gross sums assured up to 
£2000 or annual annuities up to £416 is entirely exempt from 
tax on its profits. Such societies are known as 'tax exempt' 
friendly societies. Other - 'mixed business' - societies, whose 
rules contain no such restriction on their life or endowment 
business, enjoy exemption only in respect of profits arising 
from life or endowment business with gross sums assured up to 
£500 or annual annuities up to £104. 

2; 	In recent years several new friendly societies have been 
established specifically in order to take advantage of the 
preferential tax treatment of 'tax exempt' societies. These 
societies were set up for purely commercial reasons, far removed 
from the traditional purpose of the Friendly Society movement. 

3. 	The Chancellor therefore proposes to remove the distinction 
between 'tax exempt' and 'mixed business' friendly societies, 
so far as concerns new life or endowment business carried on after 
midnight tonight. Henceforth, all friendly societies profits 
arising from new life or endowment business will be exempt only 
if it is within the lower limits applicable to 'mixed business' 
societies. However, these limits are to be increased from £500 
to £750 (capital sums assured) and from £104 to £156 (annuities). 
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MR BRIDGEMAN - RFS cc PPS 
PS/Chief Secretary 
PS/Financial Secretary 
PS/Minister of State 
Sir P Middleton 
Mr Cassell 
Mr Battishill 
Mr Monger 
Mr Lankester 
Mr O'Leary - IR 
Mr Munro - IR 
PS/IR 

FRIENDLY SOCIETIES: TAX EXEMPT BUSINESS 

The Economic Secretary has discussed with you the outstanding 

questions raised in your minutes of 6 and 7 February in the light 

of the Chancellor's comments (Miss Simpson's minute, forthcoming). 

He has concluded that the two limits for taxable business, now 

brought together, should be £750 rather than £500 or £1,000. He 

was persuaded that this figure would not be unduly harsh on the 

material business of a material number of societiesand that both 

presentationally and substantively there is a strong case for the 

figures. 

Secondly, he has concluded that the limit on taxable business should 

br raised to E60,000 (and not £75,000) - the figure would be welcome 

to the Society..,without giving rise to concern from a prudential 

point of view. 

A M ELLIS 
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PS/ECONOMIC SECRETARY 

FRIENDLY SOCIETIES: TAX-EXEMPT BUSINESS 

The Chancellor has seen Mr Bridgeman's minute of 7 March to the Economic Secretary. 

He has commented that clearly, the government will want to harmonize the limits, and 

that the choice lies between £500 all round and £750 all round. He is inclined, on the 

balance of evidence presented in these papers (including the cost of a "co-op" funeral) to 

favour £750, but he is content that the final decision should be made by the Economic 

Secretary. 

He has also commented that there is clearly much force in Mr Bridgeman's point in his 

earlier note that the choice must be considerably influenced by whether the change is to be 

seen as an interim holding operation or the only likely substantive change in the foreseeable 

future. If it is taken as the latter, which Mr Bridgeman favours, therefore pointing to a 

limit of £500, the question then to be considered is how much mayhem and aggravation it 

would cause, compared with £750. He has also suggested that it is worth considering, if the 

Government does go for £500 in particular, whether the taxable limit might not be raised to 

£75,000. 

z 
MISS J C SIMPSON 
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FROM: A J G ISAAC 

THE BOARD ROOM 
INLAND REVENUE 
SOMERSET HOUSE 

      

8 March 1984 

ECONOMIC SECRETARY 

BUDGET SPEECH 

I think that this morning's decision on Friendly Societies 

rates a mention in the Budget Speech. If you agree, I suggest 

the form of words below. This might come immediately after 

paragraph 9 in block I: Savings and Investment, in the edition 

of 6 March. 

'I am also proposing to withdraw the special - and 

widely abused - privileges for certain so-called 

'tax exempt' Friendly Societies and bring them 

into line with the normal rules for the Friendly 

Societies doing 'mixed' business; but at the same 

time to increase from £500 to £750 the limits 

within which in future all Friendly Societies will 

be able to write assurance on a tax exempt basis.' 

cA-( 
A J G ISAAC 

Chancellor of the Exchequer 	 Mr Isaac 
Chief Secretary 	 Mr O'Leary 
Financial Secretary 	 Mr Painter 
Minister of State 	 Mr Munro 
Mr Middleton 	 Mr Newstead 
Mr Cassell 	 PS/IR 
Mr Monger 
Mr Lord 
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FROM: H M GRIFFITHS 
8 March 1984 

cc Mr Walton 

ECH BLOCK K: PERSONAL TAXATION/INDIRECT TAXES BUD 

There is one point on the paragraph relating to VED (para 7) which I 

did not pick up yesterday but where I think some amendment is 

needed. 

The third sentence refers to "the further evidence my rhf the 

Secretary of State has now received ..." This is not strictly correct. 

Mr Ridley issued a consultation document proposing changes in the 

allocation of road costs to various types of vehicles: but this 

reflected a reassessment of the methodology rather than new factual 

evidence. 

I suggest amending the opening of the sentence to read: 

"However, in the light of the reassessment my Rt Hon Friend the 

Secretary of State has made of the contribution etc." 

H M GRIFFI HS 

IL-414.3 ot 

( CiLta.“ caktskr 
	 cc i•-b- 

(1iAAnk  -eaL4 
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• FROM: MISS M O'MARA 

DATE: 6 March 1984 

ccAlr Cvq/cui, 

cc 	Chief Secretary 
Financial Secretary 
Minister of State 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Bailey 
Mr Littler 
Mr Cassell 
Mr Monck 
Mr Battishill 
Mr Odling-Smee 
Mr Folger 
Mr Norgrove 
Mr Ridley 
Mr Lord 
Mr Portillo 
PS/IR 
PS/C&E 

MR MONGER 

BUDGET SPEECH BLOCK K: PERSONAL TAXATION/INDIRECT TAXES 

I attach Block K of the Budget speech on which the Chancellor worked over the weekend. I 

should be grateful if comments could reach this office by mid-morning tomorrow. 

MISS M O'MARA 

"18 
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BLOCK K: PERSONAL TAXATION/INDIRECT TAXES 

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 pro-

gress 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. [Quote from 1979 

Manifesto/ My predecessor made an important move in this 

direction in his first budget, and the time has come to 

make a further move today. A change of this kind is important 

in two ways. It improves incentives and makes it more worth-

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 year. I shall of course need to raise 

10444/4°  the duties in line with inflation, so as to maintain their 
1 

real value: not to do so would run counter to the philosophy 

I outlined a moment ago. But broadly speaking I do not 

intend to do any more than revalorise the excise duties, 

and with inflation now as low as it is,the necessary 

increases are mercifully modest. 

1 
I propose an increase in the tobacco duty which, 

including VAT, will put 4p on the price of a packet of 

• 
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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. 

I propose increases in the duties on petrol and dery 

which, again including VAT, will increase the price at the 

pumps by 41/2 p and 31/2p 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 

ends meet, including in particular many old age pensioners, 

use paraffin stoves to heat their homes. 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 

• 
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• 
contribution that various types of vehicle make to the 

wear and tear caused to the roads, there will be reductions 

in duty for the lightest lorries, offset by higher increases 

for some heavier lorries. All these changes in Vehicle 

Excise Duty will take effect from tomorrow. 

tAlAtte4 

 

8. 	In addition, however, I propose to 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 duty field. As the House will be aware, the 

rules of the European Community, so far 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 

protecting beer by under-taxing it in relation to wine. We 

fought the case, but lost; and I am now obliged to implement 

the judgement handed down by the Court last year. Accordingly, 

I propose to increase the duty on 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 judgement: 2p on 

BUDGET SECRET 
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a typical pint of beer, 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. 

I cannot, however, ignore the fact that while we 

comply with the judgement of the European Court, one of 

our partners appears determined not to do so. 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 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 come into operation on 1 

September unless the Italian Government has - as I very 

much hope - implemented the Court's judgement by that date, 

and it will lapse as soon as I am satisfied that it has 

complied. 

As for the rest of the alcoholic drinks, cider, which 

increasingly competes with beer but 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 duty on sparkling wine, fortified wine and spirits by 

about 10p a bottle, including VAT. /177hen to come into force?7 

These changes in excise dutiesi will, all told, bring 

• 
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10/-(  

in some £650 million in 1984-85; But that is of course 

Loci 
merely what is needed to keep pace with inflation. 

The extra revenue I need to make the switch this year 

from taxes on earnings to taxes on spending must therefore 

come from VAT. 	I propose no change in the rate of VAT. 

Instead, I intend to broaden the base of the tax by 

extending the 15 per cent rate to three areas of expenditure 

that have hitherto been zero-rated. 

First, alternations to buildings. 	At present repairs 

and maintenance are taxed, but alternations are not. 	The 

borderline between these two categories is the most confused 

in the whole field of VAT. 	LAn example?? I propose to end 

this confusion, not to mention the illogicality of the 

difference, by bring all alterations into tax. However, to 

allow a reasonable time for existing commitments to be completed 

or adjusted, the change will be deferred until 1 June. 

Second, I propose to bring into tax newspapers (including 

newspaper advertisements) and all other pirnted matter, with 

the sole exception of books, which will remain zero-rated. 

Other news media, of course, are already subject to tax. 
—2 
4-7 

  

Laleck? This change will apply from 1 April. 

   

17. 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 
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into tax by the Rt Hon Member for Leeds East. Take-away 

food clearly competes with these forms of catering, and I 

therefore intend to bring into tax hot take-away food and 

drinks, with effect from 1 	May. 

The total effect of the extensions of the VAT coverage 

which I have proposed will be to increase the yield of the 

tax by £600 million in 1984-85 and by almost £1 billion in 

1985-86. 

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 I gave to the 

House earlier of a decline in inflation to 41/2  per cent by 

the end of the year. 

/-20. The revenue raised by the broadening of the VAT 

base will enable me to lighten the burden of income tax, 

within the overall framework of a neutral Budgetj- 

• 
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FROM: J 0 KERR 
DATE: 8 MARCH 1984 

 

Sir P Middleton cc Sir T Burns 
Mr Battishill 

k 	 Mr Folger 
Mr Port ii 10 

\ 
Mr Fraser: C & E 

I attach the latest complete draft of the Budget Speech, and 

would be most grateful if any suggested amendments could reach 

me by lunchtime on 9 March. Sections of the Speech are of 

course being circulated more widely. 

J 0 KERR 
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INTRODUCTION 

This Budget will set the Government's course for this 

Parliament. It is founded on the policies which we have 

consistently followed since 1979. 

Consistency of purpose is the hallmark of this 
`11,oct po IA e— ec ofie-c- r 

1-141 1  ' 14— s  ' 	 Government. -Itier the only way to improve economic 
cal+- Sre 

o'LeA" — I, a.fd 	performance and -itxtthe foundations for future prosperity, 

„04.. ,ke cvd
-i-t-,.e..t  fr-o-u-ietiz 

more jobs and lower taxation. Above all 	'the only way to 

defeat inflation and achieve our ultimate objective of stable 

prices. 

The results of the Medium Term Financial Strategy 

introduced in 1980 can be seen in four years of falling inflation, 

down now to the lowest levels since the sixties. And that in 

turn has brought a steady recovery of output, rising living 

standards and, more recently, rising employment. 

The facts speak for themselves. They are a tribute to the 

courage and foresight of the five Budgets presented from this 

Despatch Box by my distinguished predecessor, the present 

Foreign Secretary, whose duties sadly keep him in Brussels 

today. 

Today's Budget has two themes: first, the further 

reduction of inflation, which will further improve the prospects 
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for jobs; and second, the reform and simplification of the tax 

system.veirisirmaeelee4Ftevreti-iee-erli•  

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 borrowing and the appropriate PSBR 

for the coming year. I shall then turn to public expenditure, 

including the prospects for the longer term. Finally I shall deal 

with taxation, and the changes in the structure of taxation 

which will pave the way for cuts in taxes in subsequent years. 

Some of these cuts I shall announce today, for this is in a sense 

a Budget for two years. In a wider sense it is a tax reform 
sAA,tc), 

Budget, setting outiff tax strategy for this Parliament. 

a-kretAgLCY 
As usual, a number of press releases will be issued-4e4ayl-

--e-to=e- 

it,e 076 C 
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THE ECONOMIC BACKGROUND 

talk I start with the economic background, and the 

convincing evidence of recovery: a recovery that springs from 

the monetary and fiscal policies to which we shall hold. 

Since 1980, inflation has fallen steadily from a peak of 

over 20 per cent. Last year it was down to about 4i per cent, 

the lowest figure since the sixties. And with lower inflation 

have come lower interest rates. 

The underlying strength of the recovery is clear. Whereas 

in some previous cycles recovery has come from a self- .. 	. 
-1-- 	s 

defeating stimulus to monetary demand, this time its 	roots arc 
113,Q_ G-e-ti 

sw commitment to sound finance and honest money. Lower 

inflation and lower interest rates benefit industry, business, and 

consumer confidence. Falling inflation has made room for real 

growth, as we always said it would. 

Across the economy, total money incomes grew in 1983 by 

about 8 per cent, of which 3 per cent represented real growth in 

output. Although there is still room for improvement, this 

eilomtrief is a very much healthier division between inflation and 

real growth than the nation experienced in the 1970s. Output in 
CCtI CAA. I et 

the second half of 1983 is riplLreGkereet1 to have exceeded the 

previous peak, before the world recession set in, and is still 

rising strongly. 
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Productivity too has continued to improve rapidly. Just 

as over the past year many have wrongly predicted an end to 

the recovery, so some have tried to dismiss the sharp rise in 

productivity as a flash in the pan. 	Yet during 1983 

manufacturing productivity grew by 6 per cent with no sign of 

slowing down. Unit labour costs across the whole economy are 

likely to show the smallest annual increase since the 1960s. 

This has allowed a welcome and necessary recovery in real 

levels of profitability. 

Higher profits lead to more jobs. The number of people in 

employment increased by about 85,000 between March and 

September last year. The loss of jobs in manufacturing has 

slowed down sharply, while jobs in services increased by 4A:1ig-
n.,2-c.-4.-  (-5 

OA* 200,000 in the first nine months of last year. This is 

encouraging news for the unemployed and(those who will be 

leaving school this summer. 

But further progress asib-isowitowtzimit-y is needed: although 

our unit wage costs in manufacturing rose by under 3 per cent 

last year, such costs actually fell in the US, Japan and 

fr-t-43 
Germany, our three biggest competitors. Z-4141-6414-p4ey-m-en-t-

e. ers, I d 

rizzrts. Good sense about pay remains vital. 

Demand, output, profits and employment all rose last 

year. Home demand has played the major part in the recovery 

L c 5 
so far. Lower inflation reduced people's need to save and real 
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Le4.-te +-1 	
L 	 • .e 

incomes vase, p'ersonal consumption increased by over 31 per 
\I 

cent compared with 1982. Fixed investment rose rather faster 

than consumption, with investment in housing and services 

particularly strong. 

16. 	II I • 

As the UK emerged from recession ahead of our main trading 

partners Our rate of economic growth last year was the 

highest in the European Communityj For much of 1983 our 
of 

export performance reflected the weakness 14 many of our 
*0" fe-t-it rose_ 0 

overseas markets. But by the end of last year world trade was 

MAW moving ahead again, and in the three months to January 
we_ e 

manufacturing exports increased very substantially. Efhe 

balance of payments on current account G,A.„ftex,,tiA,iteEL 

tc,IWtkiI,etup . in surplus by about £2 billionLa cl-  j-ecta• , 

17. Our critics have been confounded by the combination of 

recovery and low inflation. Even the pessimists have been 

forced to acknowledge the strength of the recovery. It is set to 

continue throughout this year at an annual rate of 3 per cent. 

Inflation is expected to remain low, edging back down to 4i per 

cent by the end of this year. With rising incomes and low 

inflation, personal consumption will continue to grow. *AO the 

recovery is Ip1/41,01041464ftti more broadly based. Encouraged 

by improved profitability and better long-term growth 

prospects, investment is expected to rise by 6 per cent this 

year. 

ces.„....,-ey • 



Looking abroad, economic prospects are also more 

favourable than for some time. Output in the United States 

should continue to grow strongly this year. And recovery is 

spreading to the rest of the world. 

Of course, there are fiatkri440 risks and uncertainties. 

The size and continued growth of the United States budget 

deficit causes widespread concern, not least among Americans, 

and keeps American, and hence international, interest rates 

high. This acts as a brake on world recovery and worsens the 

problems of the debtor countries. Another consequence is a 

massive and still growing deficit in the US current balance of 

payments, financed by inflows of foreign capital, and leading to 

mounting pressures for protectionism within the United States, 

and sharp exchange rate movements. ivk„an,wzstsikca 
I- 	c-es 

situation 

• 	• • • • 

c-, 

2.0. ItR30.-rtatential- risk g disruption in the oil market. 	
t.e.s f-e÷ 

Ntface\ 
	- 	 r 

	
Alt fhe United 

Kingdom, and indeed the world economy, tei194410,4remaint 

vulnerable to any major disturbances. 

21. 	But despite these risks there is a growing sense through- 

out the industrialised world that the recovery this time is not 

merely cyclical, but one which can be sustained. .-71.2..-eakgritiaL-

Pecitlen'tt—is Ike continued pursuit of prudent monetary and 

fiscal policies 4 	e cc42,4--1--;cti 	1-0 	+ 

4.712-fri 
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THE MTFS 

For the United Kingdom, the Medium Term Financial 

Strategy has been the cornerstone of such policies. It will 
Le, s 	 1 t 

continue to VIAyttat-kriatell ety providec a framework and 

discipline for Government and 	sets out clearly, to industry 

and the financial markets, the guidelines of policy. Too often 

in the past Governments have abandoned financial discipline 

whenever the going got rough, and b‘itilsziAteiettcrIst agg er from 

one short-term policy expedient to another. The temptation to 

accommodate inflationary pressures proved irresistible, and the 

nation's longer-term economic performance was progressively 

undermined. 

The discipline of the MTFS was designed to ensure consis-

tency between monetary and fiscal policies, and a proper 

balance in the economy. It is 	designed to ensure that the 

more inflation and inflationary expectations come down, the 
-1-Le_ke 

more room ts'1e),Airrklate for output and employment to grow. 

People now know that the Government intends to stick to 

its medium term objectives. They understand that the faster 

inflation comes down, the faster output and employment 

recover. Increasing realism, and flexibility in the economy, 

owef much to the pursuit of firm and consistent policies within 

the MTFS framework. 



Originally the MTFS covered four years. 	In this first 

Budget of a new Parliament VA7lAy.-1,1061144 it is appropriate 

to carry it forward for five years. 	So the MTFS published 

today in the Financial Statement and Budget Report -the Red 

Book - shows a continuing downward path for the monetary 

target ranges over the next five years, and a path for public 

borrowing consistent with that reduction. It takes full account 

of important influences such as the pattern of North Sea oil 

revenues, and the level of asset sales arising from the 

privatisation programme. For the last two years of the new 

MTFS, which lie beyond the period covered in last years Public 

Expenditure Survey and last month's White Paper, the 

Government has not yet made firm plans for public spending. 

But the MTFS assumption - and it is lagazt 11 an 

assumption - is that the level of public spending in 1987-88 and 

1988-89 will be the same in real terms as that currently planned 

for 1986-87. 

TheErecis-dfigures gliit* in the MTFS are not of course 

a rigid framework, lacking all flexibility. As in the past, there 

ik et,Pe 
may IIRALL-p_psd to be adjustments to take account of changing 

14.0 

circumstances. But Istbzia changes will be made drfi--*'"AtLerilthel.---,  

*4111tct4 jeopardise the consistent pursuit of the Government's 

objectives. 
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MONETARY POLICY 

• 
	 CO 
	• - 	"Mae, _ -44MIP 	 ••••: 

rther reductions in monetary growth are needed to achieve 

still lower inflation. 

Over the twelve months to mid-February the growth of 

EM3 has been well within the 7-11 per cent target range, with 

M1 and PSL2 at or a little above the top of it. Wit in the 

early months of the target period most measures of money 

showed signs of accelerating, growth in all the target 

aggregates has since the summer been comfortably within the 

range. 

Other evidence confirms that monetary conditions are 

satisfactory. The effective exchange rate has remained fairly 

stable, despite the international Urkerls.airrtbekAlititAinstability 

av es , • • 1 And nominal interest rates have 

continued to decline in line with falling inflation. 

system and in the significance of different measures of money. 

er the years we have altered 

the target ranges and aggregates to take account of *CV 

changes 
dr 
	 ee 

k-cs.Ct 

et-u.eti 	• -itu2 	 -1 el Ale t- C vt-1-4-%-c 

Cf•-t,-k 04,1,12_ 	,Le ns_ej- 

G.-1,12.ad 



31. 	 attempt (to give 

a more explicit role to the narrow measures of money. Even 

..fro  

.1
.,tt9,14. 

7 

33. 	Other measures of narrow mone have not been distorted 
0 

to the same extents. k I 
	 • 41 	 consists mainly of 

I ' K.  et.ri 

IA04- 	° 
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when targets were set solely in terms of £M3, we recognised 
*Le. 	 p 

the significance of t,11,elz,btsisaixits 	£M3 and the other broad " 
. 4- 

aggregates give a good indication of the growth of liquidity. 

Nitei 
But a large proportion of this money is deposited in ways which 

earn interest. In defining policy it-- Ltherefore helptii,  also to 

s 	lty 
trgikx..spettifies, refer 	to measures of money which bear very 

little interest, and (provide a good guide to the immediate 

potential for spending. 

TLc -I--  • c 	 M I 

32. 	bei\A'a.s,1•QrztizVV,mckatA introduced as a target aggregate, 

but it has not proved entirely satisfactory for that purpose. Its 

behaviour has been dominated by changes in its large interest- 

bearing component, which has grown rapidly, and now accounts , 
cz 5 4-C,0 s L. ; 4 	V 

for 25 per cent of the total. L With the introduction of new, 

interest bearing chequing accounts, 

continue_ 

currency, 3444,46:4vgegEr ittaikiegod**06134903134... It has been 

affected by other innovations that have reduced people's need 

for cash, but the pace of change has not diminished its value as 

an indicator of financial conditions. There is also the new 

aggregate M2, which was specifically devised to provide a 

comprehensive measure of transactions balances and which may 

in time prove a useful guide, but still need5to be interpreted 

with particular care. 
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In the past two years, it has been possible to set a single 

target range for both broad and narrow measures of money. 

But this will not normally be the case; for narrow monetary 

aggregates tend to grow more slowly than broader measures. 

And this year's Red Book sets out two separate ranges. 

The target range for broad money will continue to apply 

to EM3, and for the coming year will be set at 6-10 per cent, as 

indicated in last year's MTFS. The target range for narrow 

money will apply to MO and for next year will be set at 4-8 per 

cent. To avoid any possible misunderstanding, I stress that the 

use of MO as a target aggregate will not involve any change in 

methods of monetary control. 

Both target ranges will have equal importance in 

formulating policy. And we shall 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. As in the past, we shall seek to influence monetary 

conditions by an appropriate combination of funding and 

operations in the money market. 

So far as funding is concerned, the role of the National 

Savings movement will remain important. This year's target of 

£3 billion is likely to be achieved: the target for the coming 

year 
- 

year will againly £3 billion. 

Precise monetary targets for the later years will be 

decided nearer the time. But to give a broad indication of the 
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sa 	
objectives of monetary policy, the new MTFS, like previous 

versions, shows monetary ranges for a number of years ahead. 

These ranges are consistent with a continuing downward trend 

in inflation: they demonstrate the Government's intention to 

make further progress towards stable prices. 
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PUBLIC SECTOR BORROWING ETC 

I turn now to public borrowing, for just as the classical 

formula for financial discipline - the gold standard and the 

balanced budget - had both a monetary and a fiscal component, 

so does the medium term financial strategy. 

The MTFS has always envisaged that the Public Sector 

Borrowing Requirement would fall as a percentage of Gross 

Domestic Product over the medium term. 	And it has, notably 

as a result of the courageous Budget introduced by my predecessor 

in 1981, which brought the PSBR down to 31/2  per cent of GDP in 

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: around £10 billion, equivalent to 31/4  per cent 

of GDP. 	This is significantly above what was intended at the 

time of last year's Budget, and would of course have been higher 

still had it not been for the measures taken last July. 

We now need a further substantial reduction in borrowing, 

in order to help bring interest rates down further as monetary 

growth slows down. 	Sterling interest rates are, of course, also 
Cet,c1.4--ia-sc  

influenced by dollar interest rates and so by tka.....1-t-kot.i.rfsla, 

Ii 
	 1 	 Z 

	

Put that makes it all the more 
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important to curb domestic pressures. 	In contrast to virtually 

the whole of the post-war period, UK longer-term rates are now 

lower than American rates. 	As long as American rates remain 

near their current level, it is highly desirable that this 

advantage be maintained. 

We a.„.e-iyet-ins os 
Ve7 higher level of asset sales sIgkAdd as the privatisation 

1-t---r-- 

 

programme gathers gathers pace.6s a further reason for reducing the PSBR 

significantly in the coming year. 	Asset sales reduce the 

Government's need to borrow. 	But their effect on interest 
YOUAT"; 

rates is less than the effect of direct owls in Government 

spending programmes. 

Last year's MTFS showed an illustrative PSBR for 1984-85 

of 21/2  per cent of GDP, equivalent to around £8 billion. 	But g 

believe that it is possible, and indeed prudent, to aim for a 
tJe, 	 • LI; 

somewhat lower figure. t.7_11r1R-le therefore Aee4ded-4Q providlLfor 

a PSBR next year of 21/4  per cent of GDP, or roughly £7 billion. 

The House will recall that in November I warned that on 

conventional assumptions, including the 1983 Red Book's PSBR 

figure of £8 billion for next year, ;' might have to increase 

taxes slightly in the Budget. 	I am glad to report that the 

latest, and more buoyant, forecasts of tax revenue in the coming 

year,[coupled with the decisions taken in the Public Expenditure 

Survey and the continuing effects of the July measures]have change( 

the picture. 	Bringing the PSBR down to £7 billion will not 
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require such an increase in taxation. 	In fact it will require 

no overall net increase at all. 	So the measures I shall 

shortly announce will, after indexation, be broadly neutral in 

their effects on revenue in 1984-85. 

46. 	Better still, they will reduce taxation in 1985-86 by 

some Ell, billion. 	And the MTFS published today shows that 

there shouldbe room -rfurther tax cuts not only in 1985-86, 

but throughout the remainder of this Parliament, provided of 

atallaws that we stick firmly to our published plans for public 

expenditure to 1986-87, and maintain an equally firm control 

of public spending thereafter. 
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PUBLIC EXPENDITURE 

The Public Expenditure White Paper setting out our 

spending plans for'the next three years was approved by 

I) 	the House last week. 	Today I want to consider the critically 

important issue of overnment spending in a rather wider 

perspective. 

For far too long, spending has grown faster than has the 

economy as a whole. 	The trend has seemed inexorable, and the 

resulthas been that the great mass of the population have had 

to pay more and more in tax. 	To take just one example: as 

recently as 1963-64 no married man had to pay a penny of income 

tax unless his taxable income was at least 45 per cent of the 

average earnings level. 	Today the tax threshold is down to 

ai-t-tae-1114:16.0 44eft under a third of average earnings. 	Over the 

years more and more people on lower and lower incomes have been 

brought into income tax. 

We have seen a steady enlargement in the role of the State, 

at the expense of the individual, and a steady increase in the 

dead weight of taxation dragging down our economic performance as 

a nation. 

VA9AN;41;This sieneeasms process has to stop. 	Of course, 

much public spending is directed to eminently desirable ends. 

But there is an important choice to be made qfterit is not 

e, Le, I- tZtt. et-4-  6W s 	i-coc a-,  01 pu- sc ye" di-g 
cf,s.r.J.G2 
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enough simply to make marginal changes in spending programmes 

from year to year. 	The choice needs more fundamental national 
4 k- n-ccp-c4A, 1- ey 

consideration and debate; and it needs to bA,oatevarbiteta.A. 
p r Cc  

lOngMM 

51. 	therefore publishing today, in addition to the 

customary Budget documents, a Green Paper on the prospects for 

public spending and taxation in the next ten years. 	It examines 

past trends; discussescpressures for still higher spending; 

r-`7Lc- and examines the rewards for tlau,knd,Millual if these pressures 

can be contained. 

The Green Paper concludes that, without firm control over 

public spending, there can be no prospect of bringing the burden 

of tax back to more reasonable levels. 	On the assumptions made 

in the Green Paper, the burden of taxation will be reduced to 

the levels of the early 1970s only if public spending does not 

rise in real terms over the next ten years. 	If, on the other 
4x2 1-64 d 	 et. 	10;U 	f-e-4-43  ct 	c t 	tv eetGi• CR- *-44%12. 

	 an 	 grows bvLer cent a year in real terms after 
0., 1.1 013  

1988-89, the tax burdentruld 0410.0"be only just below the 

1978-79 level, and Wa-btt  well above its level in the 1960s, 
4-Kot 41--&-ze 	 L-0._ze,c4 	-ftsk 	 .-f-c-cLi- 
tY.CA-Ithe economy grows by4about. 2 per sent a year over the 

	

raleuz-÷Cri-e- 	fro-ve-seLe4-,%,-,s4--k-  ten years. 	•. 	. 	- -. -ss 

egangmy„ 	 Ls-4a_ 	M-01A-02 ee_c S 

The Government believes that the issues discussed in the 

Green Paper merit the attention of the House and the country. 

14- 
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It is a discussion document 
	• 	 • 

and we shall welcome the fullest possible discussion. 

innovational,. s jeck4-  
A. 1-1,-t4.-1-  

I have no specific public 

expenditure measures to announce in this Budget. The White 

Paper plans stand. 

k 

But 
	 I Odlaikaith 

one small announcement, which I think the House will welcome. 

provide the National 
ex4-tmL •4••••-•44., 

Heritage Memorial Fund with acktaiee argg's which will 

enable themf among other thingsito secure the future of Calke 

Abbey. 	My Rt Hon Friend the Secretary of State for the 

Environment is providing £6.3 million from his planned expenditure 

for this year and next, and I have accepted a claim on the 

Reserve of £2 million for next year. 

The House will recall that the proposals for the new rates 

of social security benefit to come into force in November are 

not now made on Budget day. 	Following last year's legislation 
eitTILS 

to return to the historic method of uprating, eit?"/Apjecktga.k70" 
cear.4.4•Imed 

1.6.-maaauxe-4-4ay-4.e4.49,Ea4iree-Q 	the Retail Price Index for May. 
Cy r  

itasofs4.1,asaV, my Rt Hon Friend the Secretary of State for 

Social Services will be announcing the new rates of social 

security benefits, including Child Benefit, in June. 

54. 

;IL • 	 -• 

Oe. 
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tiMurwift,' 
57. 	Before tealailg/Irtm Government spending t6040942attrekt.... 

VrQu;p6tek I should add a word on public sector manpower. At 

the beginning of the last Parliament, the Government set itself 

the target of reducing the size of the Civil Service from 

732,000 in April 1979 to 630,000 by April of this year. 	That 

target has been achieved. 	We have now set ourselves the further 
we. et.."-e• 

target of 593,000 by April 1988, and etaftconfident that it too 
44.e_ 

will be achieved, and that ueeloftot-Civil Service will continue to 
145 

.4ape*.atda_SpililAletwallcatiodoraky efficiency. 	klifitINwilkg.f&r.4.000...".. 

1:10u;Wfkatg.,:rhe tax changes I shall be announcing today will 
vt-41-4-PsNA-16,11-5 

reduce manpower requirements by at least 1000 which will help 

towards meeting the 1988 target. 
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TAX REFORM 

5 CA; tiPt 

I tourUaltod at the outset that 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[and 

indeed over the whole MTFS period -and I hope to have scope 

for further reductions in tax in subsequent Budgets. 

My proposals for reform are guided by two basic 

principles. First, the need to make changes that will improve 

.... our economic performance  [  over the longer tert-A2 Second, the 

desire to make life a little simpler for the taxpayer. 

But I am well aware that the tax reformer's path is a 

stony one. Any change in the system is bound, at least in the 

short term, to bring benefits to some and disadvantages to 

others. And, if I may borrow a phrase from 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. 

Zte1oiret—Fouat..-suar-efa44-1:44t,--neeti--rte+-irer-irrfhie—seeseRre 

..licklaWbserwoweesse,--fre I have rejected the extreme suggestion, 

popular in some quarters, that I should scrap our 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 04461A9411,134k-dizn.elisiarit," 

• 
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But I don't believe we can afford to opt for the quiet life 
Qc. 

and do nothing. So ?have chosenESILAicra.leAsiztA to work for 

improvements, some MA9M4 very substantial, OW within 06 

if/AVWCW our existing income-based system. d44414.941eN. 

AtpdpeGkiate-ta-zicesq.., 

The changes 1AMAI)CkArtaidet430*. fall into three 

broad categories: CAtitadaato the taxation of savings and 

investment, business taxation, and the taxation of personal 

income and spending. 
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SAVINGS AND INVESTMENT 

First, the taxation of savings and investment. The pro-

posals I am about to make should improve VeMatthe direction 

and quality of both. And they will contribute further to the 

creation of a property-owning and share-owning democracy, in 

which more decisions are made by individuals 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 once again doubled to 2 per 
4441- 	 (41,02.)-10,4".1140k. f- 

cent in the first Budget presented by tia€\13-ta-Nrrireitli.)tx...-funr.--EAiettis- 
es 

.s in 1974. At its present level it ditAytik impedittaatAlla. mobility 
1 .5; 

andLincompatible with the welcome move Vebb to greater competition 

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. 

E 
 Transactions from today will benefit from the new 

rate, unless documents have to be stamped before 20 March, which 

is the earliest date on which the change will have legal effect] 

For the home buyer, the new flat rate 1 per cent stamp 
GtAeir 	 t fr7 ( 4 )  

duty will start at E30,000. Below this level no duty will 46‘ 

XXVOk be payable, and 90 per cent of first time home buyers 

will therefore not tter\tilklake,...ficas stamp duty at all. 
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Reducing the rate of duty on share transfers will remove 

an important disincentive to , direcst] investment in equities 

and increase the international competitiveness of our stock 

market. It should also help British companies to raise equity 

finance. 

In addition, I have three proposals to encourage the issue 

of corporate bonds. I shall go ahead with the new arrangements 

for deep discount stock and the reliefs for companies issuing 

Eurobonds and convertible loan stock which were announced but 

not enacted last year. And I propose to exempt from Capital 

Gains Tax certain corporate fixed interest securities provided 

they are held for more than a year. Since such securities are 

already exempt from stamp duty --&R.-eieempt-i-en--I--eftn.-Eyrm 

 

••• 

 

elk 

 

this means 

   

that the tax concessions for Government borrowing in the gilt-

edged market will now be virtually the same as for private 

sector borrowing in the corporate bond market. 

The reductions in stamp duty will cost £450 million in 

1984-85, of which £160 million is the cost of the relief on 

share transfers, and £290 million the cost of the relief on 

transfers of houses and other 

Next, life assurance. I have concluded that there is no 

• 

longer any justification for Premium Relief on Life Assurance, 



‹ 4- Lfe c,ssu-pc‘.4.,. Cs-.  

oi...,,r.  
r t,....,,,,,, g  ti.".5 
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which is now only one of a number of savings channels for 

ordinary people. The main effect of the relief today is to 

encourage institutional rather than direct investment, and 
14,...ts 5 

to spawn a 	 of well-advertised tax management 

schemes. I propose to withdraw the relief on all new policies 

made after today. I stress that this change will apply only 

to new (or newly enhanced) policies, taken out or increased 

after today. Existing policies will not be affected at all. 

The change is estimated to yield £90 million in 1984-85. 

ec4 
72. We ripers-t also reviewtunjustified 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 

reaches retirement 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 made ia.tcNeteSt.--. 

out of hard-earned and fully-taxed income. More than 

half of those who pay the investment income surcharge are over 

65, and of these more than half would otherwise be liable to 

tax at only the basic rate. 

a e 	re 
w-41)41"12.Ae. 

charge 04ft4:nbolished. 	The cost in 1984-85 will be 

some £25 million, and in a full year around £350 million. 

Finally, I propose to draw more closely together the tax 

treatment of depositors in banks and building societies. 

- 	 • T. The investment income sur- 
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These institutions compete in the same market for personal 

deposits. I believe that they should be able to do so on 

more equal terms as far as tax is concerned. 

One inequality has already been removed, with the recent 

change made on legal advice in the tax treatment of building 

societies' profits from gilt-edged securities. They are now 

treated in the same way as those of the banks have always been. 

But the major inequality of treatment, against which the 
;5 

banks in particular have frequently complained, AVX_w144A the 

special arrangement for interest paid by building societies, 

tred-A_ATIN.€4;17-he societies pay tax at a special rate - the 

"composite rate" - on the interest paid to the depositor who 

receives credit for income tax at the full basic rate. 

This system, which has worked well for the past 90 years, 

has both an advantage and a disadvantage. The disadvantage is 

that a minority of depositors, who are below the income tax 
4,coc ctx,„c,„,.cttog 

threshold, still 	 .1 at the composite 

rate. However, it is always open to such depositors to put 

their savings elsewhere, such as National Savings. The advantage 

of the scheme is its extreme simplicity, particularly for the 

taxpayer; most taxpayers are spared the bother of paying tax on 

interest through PAYE or individual assessment, while the Revenue 

are spared the need to recruit an additional 2000 staff to 

collect the tax due on interest paid without deduction. 

• 
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In common with my predecessors of all Parties over the 

past 90 years, I am satisfied that the advantage of the com-

posite rate arrangement outweighs the disadvantage. It follows 

that equal treatment of building societies and banks should be 

achieved, not by removing the composite rate from the societies, 

but by extending it to the banks and other licensed deposit 

takers. 

Non-taxpayers meptayl-aimmeeemsas continue to be able to 

receive interest gross, should they wish to do so, by putting 

their money into appropriate National Savings facilities. But 

the 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 will be the same as this year's 

and last year's, and the total Government appetite for savings, 

which is measured by the size of the Public Sector Borrowing 

Requirement, is being significantly reduced. Moreover I have 

decided to reduce substantially the permitted maximum size of 

future holdings in the National Savings Investment Account and 

in Income Bonds. 

The true purpose of the move is simple: simplicity itself. 

Unless they are higher rate taxpayers, individual bank customers 

will, when it comes to tax, be able to forget about bank 

interest altogether, for all the tax due on it will be deducted 

at source. The Inland Revenue will be able to make staff 

savings of up to an extra 1000 civil servants. Moreover, this 

figure takes no account of the extra numbers that would have 

• 
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been required to operate the present system as the trend 

towards the payment of interest on current accounts develops. 

So 

\i11.24,24.0/1.7N-IY.4 I propose to extend the composite rate 

arrangements to interest received by UK resident individuals 

from banks and other licensed 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 

and Time Deposits of £50,000 or more. 

Taken together, the major tApna,ls I have just announced 

on stamp duty, life assurance relief, the investment income 

surcharge and the composite rate, coupled with other minor 

proposals, will provide a simpler and more straightforward 

tax system for savings and investment. They will remove biases 

which have discouraged the individual saver from investing 

directly in industry. And they will reinforce the Government's 

policy of encouraging competition in the financial sector, 

as in the economy as a whole. 
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BUSINESS TAXATION 

I now turn to company taxation. 

In this area, Government has two responsibilities towards 

British business and industry. The first is to ensure that they 

do not have to bear an excessive burden of taxation. The second 

is to ensure that, given a particular burden, it is structured 

in the way that does least damage to the nation's economic 

performance. 

The measures I am announcing today will, taking the next 

two years together, result in a www9g. substantial reduction in 

the burden of taxation on British industry. And in addition 

I shall be proposing a far-reaching reform of ViaLe\-etruetezeAlo6.4 

company taxation. 
f , 	- 	 0(1-T k.a ci 	19 ? 2 

5.1 	n 	s 	 •-tc 	 L- 	b"-sp14. a 4 	jshrf,...4,1„, 

"tt,  a it- ewt 	tL..r c,1-44,41,-ee s a-14, I•ce.esEt 
The turrent 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 today. Some of these reliefs reflect 

economic priorities or circumstances which have long vanished, 

and now serve only to distort investment decisions and choices 

about finance. Others were introduced to meet short-term 

pressures, 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 

• 
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year allowance will be reduced from 100 per cent to 75 per 

cent for all such expenditure incurred after today, and to 

50 per cent for expenditure incurred after 31 March next 

year. After 31 March 1986 there will be no first year 

allowances, and all expenditure on plant and machinery will 

qualify for annual allowances on a 25 per cent reducing 

balance basis. 

91. In addition, from next year annual allowances will be 

given as soon as the expenditure is incurred, and not, as they 
64. 

are today, when the asset comes into use. This will bldlig 
Le...„4+4-  4.0  

s 	• 	 • . • s 
	 assets, 

such as ships and oil rigs, for which some payment is normally 

made well in advance of their being brought into use. 

For industrial buildings, I propose that the initial 

allowance should fall from 75 per cent to 50 per cent from 

tonight, and be further reduced to 25 per cent from 31 March 

next year. 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. 	I should add that, when 

these changes have all taken place, Ail/Wa.s021RIA-3771 

and machinery and industrial buildings, tax allowances will 

still on average 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 

• 
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next three years. 

After consulting my Rt Hon Friend the Secretary of 

State for Trade and Industry, I have decided to make transi-

tional tax arrangements for certain investment projects in 

the regions. Existing capital allowances will continue to 

apply to expenditure on projects in Development Areas and 

special Development Areas for which regional development 

grants are available and offers of selective assistance have 

already been made between 1 April 1980 and today. Similar 

arrangements were announced for regional development grants 

in my Rt Hon Friend's White Paper on Regional Industrial 

Development last December. 

Over the same period to 31 March 1986 most other capital 

allowances will be brought into line with the main changes 

I have announced. The Inland Revenue will be issuing a press 

notice tonight giving full details of these proposals. 

Next, stock relief. As the House will recall, this 

was introduced by the last Labour Government as a rough and 

ready form of emergency help to businesses facing the ravages 

of high inflation. Thtse days are past; and relief is no 

longer necessary* fbo.Gompany liquidity has improved and( 

A409e/5aU inflation has fallen sharply.  86‘1,XL.-1•,1--1•14--i2f401-11ilVij 
go, 

5kiEka'he'rUlr...tI4•Ej—t44413—ia'eer-1-ieMe4;14ffrk Aeeorelingly, I propose to 

abolish stock relief from this month. 
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The changes UIVIA just announced, in capital allowances 
f-- 	A.A4 

and stock relief, enable art9I/VmJarask--vu^aLmajor 12/642N00/6e---N 

V.pc(g\caisisies. 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 

cent to 50 per cent. For profits earned in 1984-85 the rate 

will be further cut to 45 per 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 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. 

And they will bring a further benefit.Ame;ponses to 

the Corporation Tax Green Paper published in 1982 revealed a 

strong and general desire to retain,  Our imputation system of 

Corporation Tax4 Met., allows a company to offset in full all 

interest paid. But only a partial deduction for dividends is 

allowed. Companies thus have an unhealthy incentive to finance 

themselves through borrowing, in particular bank borrowing, 

rather than by 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 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. 
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a tax system which encourages low-yielding or even unprofit-

able investment at the expense of jobs. 

My purpose therefore is to phase out some unnecessary 

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 there have been incentives for investment 

in both plant and machinery and industrial (though not com-

mercial) buildings. But there is little evidence that these 

incentives have strengthened the economy or improved the quality 

of investment. Quite the contrary: the evidence suggests that 

businesses have invested 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 make it look profitable, rather 

than because it would be truly productive. 

The nation needs more investment, and the 6 per cent 

increase forecast for this year is encouraging./  But the 

   

greatest benefits flow from investment decisions based on 

future market assessments, not future tax assess- 

ments. 

   

I propose to restructure the capital allowances in 

three annual stages. In the case of plant and machinery, 

and assets whose allowances are linked with them, the first 
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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 announced 

will cost £280 million in 1984-85. In 1985-86 the cost will 

be £600 million - made up of £1,150 million by way of 

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

reduction in the value of the reliefs. The estimated costs 

for later years, which have been provided for in the MTFS 

figures 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. 

102. I expect these changes to have tAgotk a somewhat different 

impact in the short/. 	 long term. In the short term, some 
104-1,1516. 

 

investment should should beiprward over the next two years, to take 

• 

advantage of high 

last - a prospect 

virtue of the fact 

new lower, rates. 

first year capital allowances while they 

made all the more alluring for business by 

that profits earned will be taxed at the 

But the more important and durable effect 

for investment projects with will be to encourage the search 

a genuinely worthwhile return, and to discourage uneconomic 

investment. 

Ot41,ff41-" 

103. It is doubtful frit was ever really sensible to subsidise 

capital irrespective of the true rate of return. Certainly, 
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with over three million unemployed it cannot make sense to 

do so. 

These changes hold out an exciting opportunity for 

British industry as a whole: an opportunity further to 

improve its profitability, and to expand, building on the 

recovery that is already well under way. Higher net profits 

should encourage and reward enterprise and stimulatealigher 

-.. 
current expenditure an]d innovation in all its forms - research 

I and development and work on new products, processes and markets. 

They are the centre-piece, for business, of this Budget and 

the tax strategy for this Parliament. 

But I have further measures to announce that are relevant 

to business. 

First, the Business Expansion Scheme, introduced last 

year as a successor to the Business Start Up Scheme, has been 

widely welcomed as a highly imaginative scheme for encouraging 

individuals to invest in small companies. It is already proving 

a considerable success. It now needs time to settle down, and 

I have only one change to propose this year. 

The scheme was designed to offer generous incentives 

for investment in high risk areas by new or expanding companies. 

Farming is clearly not an area which falls within this category, 

and I therefore propose that from today farming should cease 

to be treated as a qualifying trade under the scheme. I am 

act-4C 

I 62 
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also ready to consider tightening the scheme further, if 

it becomes clear at any time in the future that it is being 

used for purposes for which it was clearly not designed. 

Secondly, as a measure %fILhelplii5 small firms, I propose 

to raise the VAT registration threshold with effect from 

midnight tonight from £18,000 to £18,700. 

Thirdly, in keeping with what I have said about removing 

distortions, I propose to abolish two reliefs in the personal 

tax field which were introduced at a time when this country 

suffered from excessively high rates of income tax. As we 

have reduced those rates, the reliefs are no longer justified. 

The first distortion is the 50 per cent),deduction (falling 
CLpptc-ti 

after 9 years to 25 per cent) Wran from the 	vIb of 

foreign employees working here for foreign employers. Foreign 

employees are often paying much less tax here than they would 

either at home or in most other European countries. At 

present income tax rates, the need for the relief has clearly 

disappeared. Moreover it is open to widespread abuse. It 

is, for example, possible for the son of an immigrant, working 

here for a foreign company, to pay tax on only 75 per cent 

of his salary, even if he himself has lived in this country 

all his life. I therefore propose to withdraw the relief 

entirely for all new cases from today. Atli to withdraw the 

44("t"-td"keva4757 g 

sTeT 
25 per cent deduction from ' • 	" ' from 6 April 

next. The 50 per cent dedu ion will be phased out over the 

ck.1 
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5 years to 5 April 1989. 

111. I also propose to withdraw ,:he so-called foreign 

earnings relief for United Kingdom residents who perm- 

both here and twhe-14iia7s and who spend at least 
tAr=..5 

30 days abroad in a tax year. This reliefv000/Na".1.4eNt..,Vbs.... 
:h 

days of DAWALg.high 
1A.0+ 040-u.i. 

income tax rates)  LIt too has been exploited, in particular 

by those who prolong their overseas visits purely in order 

to gain a tax advantage. For the same reason, I propose to 

withdraw the matching relief for the self-employed who spend 

30 days abroad, and for resident employees and self-employed 

who have separate employments or separate trades carried on 

wholly abroad. The relief will be halved to 121/2  per cent in 

1984-85 and removed entirely from 6 April 1985. However, I 

-----

have also authorised the Inland Revenue to consult interested 

parties about a possible relaxation in the rules governing 

the taxation of expenses reimbursed to employees for travel 

overseas. I am not making any 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 over £150 million; and represents another 

useful step in the removal of complexity and distortions. 

I need to set the car benefit scales for 1985-86 for 

those provided with the use of a car by their employer. 
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Despite the increases over recent years, the levels still 

fall short of any realistic measure of the true benefit. 

60 I am AAgiaLhgl* proposing an increase of 10 per cent in 

both the car and car fuel scales with effect from April 1985. 

O 

Unnecessarily high rates of tax discourage enterprise 

and risk taking. This is true of the capital taxes, just 

as it is of the corporation and income taxes. It is a matter 

of particular concern to those involved in running unquoted 

family businesses. The highest rates of capital transfer 

tax are way out of line with comparable rates abroad, and 

with the top rates of other taxes in this country. I propose 

therefore to reduce the highest rate of capital transfer tax 

from 75 per cent to 60 per cent and to raise the threshold 

to £64,000 in line with indexation. [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 retire-

ment relief to a figure of £100,000, backdated to April 1983. 

A consultative document on other possible changes in this 

relief is being issued next week. I am proposing no other 

changes this year in capital gains tax beyond the statutory 

indexation of the exempt amount from £5,300 to £5,600. 

However, the tax continues to attract criticism - not least 

for its complexity - and that is a matter to which I hope to 

return in a later year. 
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We have done much to improve the Development Land Tax. 

Early in the last Parliament, my predecessor increased the 

threshold from £10,000 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 all these employee 
1.4.5 

schemes ..-increased from about 30 in 1979 to over 670 

now, benefiting some half a million employees. To maintain 

and build on this progress I propose to increase the monthly 

limit on contributions to savings related share option schemes 

from £50 to £100. I have also authorised the Inland Revenue 

to double the tax-free limits under the concession on long 

service awards and to include the gift of shares in the 

employee's company. 

But beyond this, ?waTN.ediTv-inteed-thoaht we 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 that, subject to certain necessary 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 

• 
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apply to options meeting the conditions which are granted 

from 6 April.mosk. 

I 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. 

Before turning to North Sea taxation, I should like 

to remind the House of the Government's concern at the threat 

which the spread of unitary taxation in certain US states 

has posed to the US subsidiaries of British firms. With 

our European partners we are monitoring the situation closely, 

and await with keen interest the imminent report of a 

Working Group under my US counterpart. It is very important 

that a satisfactory solution be speedily implemented. 

L121. 
ILL M04-1-4 

for US firms operating thcrokor elsewhere in this country, 

are not of course taxed on a unitary basis, taking account 

of world-wide profits. 711]  

122. Last year's North Sea 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 Government is already committed to a 
INZA.J er-&-P2 CA'S' '.'- 

study of the economics of investment in 4-netTirtent7s4441p..-- 

miernin existing fields. This is of increasing importance and 
vi• Lot,  

in consultation withkhe Secretary of State for Energy I 

• 



BUDGET SECRET 

therefore propose to review this area with the industry, 

and to legislate as appropriate next year to improve the 

position. To prevent projects being deferred pending this 
-rLe 

review, am-changes will apply to all projects which 

receive development consent after today. 

Meanwhile, I am taking two measures to prevent an 

unjustified 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 pro-

vision 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. I have also 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 have just two further changes affecting business to 

propose, both of which will come into force on 1 October. 

Ever since VAT was introduced in this country, we have 
1'012-'19 

treated imports differently from the cotly---in--4.412pigh,the9\...a're-- 
. 

t-..e64.1-4.*4.our main European Community competitorsk In a 

nutshell, they require VAT on imported goods to be paid in 

the same way as customs duties. We do not. Under our 

system an importer does not have to account for VAT on his 
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imports until he makes his normal VAT return, on average 

some 11 weeks later. During this time the importer enjoys 

free credit at the taxpayer's expense. This is an advan- 
Sovvots ei-owse.4..cced 	4.0-44a. cs.,..pe4.-..N.  

tage not enjoyed by1e home-produced equivalent of thej 

import, since businesses buying from UK suppliers have to 

pay VAT when they pay their suppliers. 

The UK 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 Commission has 

made no progress whatever. 

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

British industry at a competitive disadvantage in the home 

market any longer. Should our European partners at any 

time undergo a Damascene conversion, and adit agree that the 

Commission's proposal should be accepted after all, then 

of course we would gladly revert to the present system. 

But in the meantime I propose to move to the system used 

by our major competitors and charge VAT straight away on 

imports, providing the same facilities for deferring payment 

as apply to customs duties. That means that most importers 

will be able to defer payment of VAT by on average one month 

from the date of importation. But that is all. 

• 
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As I have said, this change will apply from 1 October. 

By bringing forward VAT receipts, it will bring in an extra 

£1.2 billion in 1984-85, some of which will of course be berrne 

ossmiged by foreign producers and manufacturers. There will 

naturally be no increased revenue in subsequent years. 

129. The second change I propose to make on 1 October,/  

concerns the National Insurance Surcharge. Thits‘ZZhcr5  
Le-464-e- 

IC2 A1;  ° 
again, was a brainchild of theisRt Hon member for Leeds East. 

Having introduced it in 1977 at the rate of 2 per cent, he 

then raised it in 1978 to 31/2  per cent. During the last 
44;s 	 ec4 

Parliament, my prodeoessor cuccoaded in reductAg. it to 

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

lifetime of this Parliament. 

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. Abolition of the 

National Insurance Surcharge from October will reduce private 

sector employers' costs by almost £350 million in 1984-85, 

and over £850 million in a full year. 

Thus my proposals offer British business the abolition 

of the tax on jobs and the reduction of the rate of taxation 

on profits. They also sweep away a number of out-dated 

reliefs, reduce distortions, and assist enterprise. 
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INDIRECT TAXES 

Having announced major reforms of both the taxation of 

savings and investment and the taxation of business, I turn now 

to the third and final area in which I propose to make progress 

on tax reform. This 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 and which emphasised 

the need for a switch from taxes on earnings to taxes on 

spending. 	My predecessor made an important move in this 

direction in his first budget, and the time has come to make a _ 

further move today. To reduce direct taxation by this means is 

important in two ways. It improves incentives and makes it 

more worthwhile to work, and it increases the freedom of 

choice of the individual. 

I do not however see the excise duties - with certain 

exceptions - as an area for major change. 	I shall of course 

need to raise most of the duties broadly in line with inflation, 

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

counter to the philosophy I outlined a moment ago. But with 

inflation now as low as it is, the necessary increases are on the 

whole mercifully modest. Only for a few particular duties do I 

envisage steeper rises. 
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134. One significant exception is tobacco, where I am 

fr,‘  k1.141- 	 4,Zi\i/e6z, 
-agaso4ritetiffewel to raise the duty in real terms, 

eisemmbeleirrr vermi-tgres-sedisise the potential danger to health. I 

therefore propose an increase in the tobacco duty which, 

including VAT, will put 10p on the price of a packet of 

cigarettes, with corresponding increases for hand-rolling 

tobacco and cigars. This will do no more than restore the tax 

• 

on tobacco to its 1965 level. 

duty 	pipe tobaccok which 

Thursday. 

I do not propose to increase the 

is important for a great many 

midnight on pensioners. These changes will take effect from 

For the duties on petrol and dery I propose simplybroad 
T i— 

hastaturisathDa, wiliatZmeans increases which, 6654, including 

VAT, will irmiseee the price at the pumps by 41p and 31p 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 ends 

meet, including in particular many pensioners, use paraffin 

stoves to heat their homes, and it is with them in mind that I 

propose to abolish the duty on kerosene from six o'clock 

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

the House. 
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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 wear and tear that 

various types of vehicle cause to the roads, there will be 

reductions in duty for the lightest lorries, offset by higher 

increases for some heavier lorries. All these changes in Vehicle 

Excise Duty will take effect from tomorrow. 

However, I propose to exempt from Vehicle Excise Duty 

all recipients of the War Pensioners' Mobility Supplement. 

And I have decided to widen the specific VAT reliefs for 

the disabled in the important area of transport. The existing 

VAT relief for motor vehicles designed or adapted for use by 

the handicapped will be extended, and matched by a new Car 

Tax relief. The effect will be that neither VAT nor car tax 

will apply to family cars designed for disabled people Or 

substantially adapted for their use. 

I now come to the most difficult decision I have to take 

in the excise duty field. As the House will be aware, the rules of 

the European Community, so far as alcoholic drinks are 

concerned, are designed to prevent a Member state from 

protecting its own domestic product by imposing a significantly 

higher duty on competing imports. 	In pursuit of this, the 

Commission has taken a number of countries to the European 

Court of Justice. 
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In our case, the Commission contended that we were 

protecting beer by under-taxing it in relation to wine. We 

fought the case, but lost; and I am now implementing the 

judgement handed down by the Court last year. Accordingly, I 

propose to increase the duty on 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 judgement and maintain 

revenue: 2p on a typical pint of beer, 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. 

I cannot, however, ignore the fact that while we comply 

with the judgement of the European Court, one of our partners 

appears determined not to do so. Lief.er 	Italy(  Wivivla has 

been ordered by the Court to remove forthwith its 

discrimination against Scotch whisky, but as yet 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 basic increase, to which I shall come in a moment. 

This surcharge will come into operation on 1 September unless 

the Italian Government has - as I very much hope it will - 

implemented the Court's judgement by that date, and it will 

lapse as soon as I am satisfied that it has complied. 

As for the rest of the alcoholic drinks, cider, which 

increasingly competes with beer but 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 duty 

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



bottle, including VAT. All these changes, except the vermouth 

surcharge„will take effect from midnight tonight. 

These changes in excise duties will, all told, bring in some 

£840 million in 1984-85, some £2,00m more than is required to 

keep pace with inflation. The addition is of course fiargap due 

to the increase in tobacco duty. 

But much of the extra revenue I need to make a 

substantial switch this year from taxes on earnings to taxes on 

spending will come from VAT. I propose no change in the rate 

of VAT. Instead, I intend to broaden the base of the tax by 

extending the 15 per cent rate to two areas of expenditure that 

have hitherto been 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 and illogicality by 

bringing all alterations into tax. However, to allow a 

reasonable time for existing commitments to be completed Or 

adjusted, the change will be deferred until 1 June. 

Secondly, food. 	Most food is zero-rated. 	But food 

served in restaurants is taxed, together with a miscellaneous 

range of items including ice-cream, confectionery, soft drinks 

and crisps, which were brought into tax by thekll-t-fforr-lvtember--

-for-Leeds-East" Take-away food clearly competes with other 



forms of catering, and I therefore intend to bring into tax hot 

take-away food and drinks, with effect from 1 May. 

The total effect of the extensions of the VAT coverage 

which I have proposed will be to increase the yield of the tax by 

£375 million in 1984-85 and by almost £650 million in 1985-86. 

The total impact effect on the Retail Price Index of the 

VAT changes and excise duty changes taken together will be 

less than three-quarters of one per cent. This has already been 

taken into account in the forecast which I have given to the 

House of a decline in inflation to 4i per cent by the end of the 

year. 

The extra revenue raised in this way will enable me within 

the overall framework of a neutral Budget to lighten the burden 

of income tax. 

• 
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PERSONAL TAXATION 

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 confiscatory higher rates inherited from the last 

Labour Government. We have increased the main tax 

allowances not simply in line with prices but by around 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 Parliament, I intend to carry 

much 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 changes to 

taxes on spending which I have just announced, I can make a 

start now. 

I 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 indexation formula, based on the 5.3 per cent 

increase in the Retail Price Index to December. The question is 

how much more I can do, and how to direct it. 
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I have decided that, this year, the right course is to use 

every penny I have in hand, within the framework of a revenue 

neutral Budget, to lift the level of the basic tax thresholds, for 

the married and single alike. It is fundamentally wrong that we 

collect income tax from people whose incomes are so low that 

they are entitled to social security benefits on grounds of need. 

Moreover low tax thresholds make the poverty and unemploy-

ment traps much worse, so that the financial incentive to find a

better job job or AdattifitAt may decline almost to zero. There 

is, alas, no quick or cheap solution to these problems. But that 

is all the more reason to make a start on solving them now. 

I propose to increase most thresholds in line with the 

statutory requirement, and by no more. 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 single age allowance will rise 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 allowances up by £100 and £150 

respectively. I am glad to say that I can do considerably better 

than that. 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 £2,005; and 

the married threshold by £360, from £2,795 to £3,155. .T-ite 

• 



This is an increase of around 121 per cent, or some 7 per 

cent in real terms. It brings the married man's tax threshold 

for 1984-85 to its highest level in real terms since the war. It 

means that every tax-paying married couple in the land will 

enjoy an income tax cut of at least £2 a week. And it means 

that a large number of people, those with the smallest incomes 

of all, are taken out of income tax altogether. bud Some 

850,000 people - over 100,000 of them widows - w411-ite-t--pey-t-ax— 

in-194446 who would have paid if thresholds had not been 
io4 tc‘, 4%• tk-v 	giVti 

increased/ 	hetwl. 400,000 fewer than if the allowances had 

merely been indexed. 

All these changes will take effect under PAYE on the 

first pay day after 10 May. Their cost is considerable: some 

£1.8 billion in 1984-85, of which roughly half represents the 

cost of indexation. 

This is as far as I can go on income tax this year, within a 

broadly revenue-neutral Budget for 1984-85. But as I have 

already said, so long as we hold to our published planned levels 
0.4.1 C4 	 at; 

of public spending, there 	io—ar:--e/teelleat--prespeet easzsists. 
42.1G ea.104̂  4"0  tt-e_ 	 51-42J-44,04.44-1, 	ec 

w;11, 	the  necessary downward path of .4:tuistic borrowmge 

further tax cuts in next year's Budget. These would be on top 

of the measures I have announced in this Budget which, as I 

have already told the House, will reduce taxation in 1985-86 by 

some £11 billion, with business taking the lion's share. So litik 

next year I WAAL hoNo 	concentrattft on further help to (WI (e._ 
4a. 

it514Ais1611,1A, and 7jP3y on income tax. 

• 
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CONCLUSION 

160. I have, Mr Deputy Speaker, completed the course I 

charted at the outset this afternoon. 	I have described the 

recovery, and how the Government plans to sustain it, by 

working for further reductions in inflation, by maintaining 

sound money and by curbing borrowing. I have described a 

three part reform strategy for a fairer, simpler tax system. 

And I have been able to propose substantial tax reductions over 

two years in a Budget that is revenue-neutral for 1984-85. It is 

a Budget for responsibility and reform; and I commend it to the 

House. 

S 
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• 
TAX REFORM 

I mentioned at the outset that 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[and 

indeed over the whole MTFS period -jand I hope to have scope 

for further reductions in tax in subsequent Budgets. 

My proposals for reform are guided by two basic 

principles. First, the need to make changes that will improve 

our economic performance over the longer term. Second, the 

desire to make life a little simpler for the taxpayer. 

But I am well aware that the tax reformer's path is a 

stony one. Any change in the system is bound, at least in the 

short term, to bring benefits to some and disadvantages to 

EST U-01.6 	 others. And, if I may borrow a phrase from the Rt Hon member 

1
20QA:,_,q,zr.t u.y (-6.11,.A, for Leeds East, the howls of anguish from the latter group tend 

Niv- 	ctL0  0 te 

to lus-4,:ajtt ('L cj  

Lot...ow 

to be rather more audible than the murmurings of satisfaction 

from the former. 

,7/4.ef-cor-rit--why  Qt.  ci IP r-R 

.124WAILiliOlfrOkkeelleire I have rejected the extreme suggestion, 

popular in some quarters, that I should scrap our 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. 
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• 	62. But I don't believe we can afford to opt for the quiet life 

and do nothing. So I have chosen the middle way: to work for 

improvements, some I believe very substantial, but within the 

framework of our existing income-based system. I shall also be 

proposing transitional arrangements where I believe it fair and 

appropriate to do so. 

63. The changes I shall be proposing today fall into three 

broad categories. These are the taxation of savings and 

investment, business taxation, and the taxation of personal 

income and spending. 
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CONCLUSION 

160. I have, Mr Deputy Speaker, completed the course I 

charted at the outset this afternoon. 	I have described the 

recovery, and how the Government plans to sustain it, by 

working for further reductions in inflation, by maintaining 

sound money and by curbing borrowing. I have described a 

three part reform strategy for a fairer, simpler tax system. 

And I have been able to propose substantial tax reductions over 

two years in a Budget that is revenue-neutral for 1984-85. It is 

a Budget for responsibility and reform; and I commend it to the 

House. 
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• INTRODUCTION 

This Budget will set the Government's course for this 

Parliament. It is founded on the policies which we have 

consistently followed since 1979. 

Z. Consistency of purpose is the hallmark of this 

Government. It is the only way to improve economic 

performance and lay the foundations for future prosperity, 

more jobs and lower taxation. Above all, it is the only way to 

defeat inflation and achieve our ultimate objective of stable 

prices. 

The results of the Medium Term Financial Strategy 

introduced in 1980 can be seen i.r‘ 	years of falling inflation, 

down now to the lowest levels since the sixties. And that in 

turn has brought a steady recovery of output, rising living 

standards and, more recently, rising employment. 

The facts speak for themselves. They are a tribute to the 

courage and foresight of the five Budgets presented from this 

Despatch Box by my distinguished predecessor, the present 

Foreign Secretary, whose duties sadly keep him in Brussels 

today. 

Today's Budget has two themes: first, the further 

reduction of inflation, which will further improve the prospects 
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for jobs; and second, the reform and simplification of the tax 

system. wirterzsiii-wrrate=t4=faiver-freo-frit. 

6. 	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 borrowing and the appropriate PSBR 

for the coming year. I shall then turn to public expenditure, 

including the prospects for the longer term. Finally I shall deal 

with taxation, and the changes in the structure of taxation 

which will pave the way for cuts in taxes in subsequent years. 

Some of these cuts I shall announce today,for this is is-amass,. 
not 3,..se 	E-Lo_   

a Budgeyor t-r, ..yeafr... In a wiaer sense it is a tax reform 

Budget, setting out a tax strategy for this Parliament. 

eL'A)j"j 	7. 	

As usual, a number of press releases will be issued today, 

filling out the details of my tax proposals. 
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SAVINGS AND INVESTMENT 

First, tlhe taxation of savings and investment. The proi 6.4.311 
1.44J2Zitaau  

posals I am about to make should improve both he direction Coctia 

and quality of both. And they will contribute further to the 

creation of a property-owning and share-owning democracy, in 

which more decisions are made by individuals rather than by 

intermediary institutions. 

L-JsziL.L.A LAA_t_14 

Firs 1,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 once again 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 to mobility 

and incompatible with the welcome movement to greater competition 

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. Transactions from today will benefit from the new 

rate, unless documents have to be stamped before 20 March, which 

is the earliest date on which the change will have legal effect] 

For the home buyer, the new flat rate 1 per cent stamp 
(aM -e/A1k-71. J1 I et  

duty will start at £30,000. Below this level no duty will in 

future be payable, and 90 per cent of first time home buyers 

will therefore not be liable for stamp duty at all. 

• 
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68. Reducing the rate of duty on share transfers will remove 

-7  
an important disincentive to 1-T11re-et.] investment in equities 

and increase the international competitiveness of our stock 

market. It should also help British companies to raise equity 

finance. 

[DQ3.sait 

ILLtioAtuislui-
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atkr, 
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69. 	In addition, I have three proposals to encourage the issue 

of corporate bonds. I shall go ahead with the new arrangements 

for deep discount stock and the reliefs for companies issuing 

Eurobonds and convertible loan stock which were announced but 

not enacted last year. And I propose to exempt from Capital 

Gains Tax certain corporate fixed interest securities provided 

they are held for more than a year. Since such securities are 

already exempt from stamp duty --.1.A.--ememp.t.4ert.--I--eftft-aent-i-rm 

 

- 

 

this means 

  

TCEU.141) e 

- 
Ou-rdif 

- 

Ai 
that the tax concessions for Government borrowing in the gilt-

edged market will now be virtually the same as[ior private 

sector borrowing in the corporate bond mark4S 

The reductions in stamp duty will cost £450 million in 

1984-85, of which £160 million is the cost of the relief on 

share transfers, and £290 million the cost of the relief on 

transfers of houses and other real estate. 

Next, life assurance. I have concluded that there is no 

longer any justification for Premium Relief on Life Assurance, 
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• 
which is now only one of a number of savings channels for 

ordinary people. The main effect of the relief today is to 

encourage institutional rather than direct investment, and 

to spawn a multiplicity of well-advertised tax management 
	  Cetkiicitih.1 

schemes. Su..sw-4-t4 
I propose to withdraw the relief on all new&olicie0 

uCcu3acttr4' 40Q 

made after today. I stress that this change will apply only 
-eAka-aq 

to new (or newly enhanced) policies, taken out or increased 

after today. Existing policies will not be affecte47.t all. 
r1:14LAAXA 
'ctir cut ati-trq 
&at icb2 

aNied-exi 

The change is estimated to yield £90 million in 1984-85. 

((A. PaA1.1-1/44"-e0eA 	fl-CLIZAJ_Le SC)Clida/4  ES17 

We must also review unjustified 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 

reaches retirement 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 made in the first 

place out of hard-earned and fully-taxed income. More than 

half of those who pay the investment 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 sur- 

charge should be abolished. 	The cost in 1984-85 will be 

some £25 million, and in a full year around £350 million. 

Finally, I propose to draw more closely together the tax 

treatment of depositors in banks and building societies. 
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These institutions compete in the same market for personal 

deposits. I believe that they should be able to do so on 

more equal terms as far as tax is concerned. 

(26 0 txiilk,a4 75. One inequality has already been removed, with the recent 

-J 
change made on legal advice in the tax treatment of building 

societies' profits from gilt-edged securities. They are now 

treated in the same way as those of the banks have always been. 

But the major inequality of treatment, against which the 

banks in particular have frequently complained, lies with the 

special arrangement for interest paid by building societies, 

under which the societies pay tax at a special rate - the 

"composite rate" - on the interest paid to the depositor who 

receives credit for income tax at the full basic rate. 

This system, which has worked well for the past 90 years, 

has both an advantage and a disadvantage. The disadvantage is 

that a minority of depositors,2
.-  
wire are below the income tax 

threshold, still sufferEthe-dedu-etiGn adtax at the composite 

,--. 
rate. 	e”-,- 	 • • 	 Qa-- 	 o-oo 	 .  *lit --Th 

thelz-aavi-nqs-eisewhereT-sueh-a-a-National Savings. The advantage 

of the scheme is its extreme simplicity, particularly for the 

taxpayer; most taxpayers are spared the bother of paying tax on 

interest through PAYE or individual assessment, while the Revenue 

are spared the need to recruitir-adell-t±enal 20000taff to 

collect the tax due on interest paid without deduction. 

Iè US1Lo LLth U-010  i (24 7' K143-0-C1 LLQLL LI  

ttiaw 	1.414_4,  err-Li:t Lotil_44 	CICISE1:41-4 14-Q CCULLAID SS 
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78. In common with my predecessors of all Parties[Over the 

)past 90 years: I am satisfied that the advantage of the com-

posite rate arrangement outweighs the disadvantage. It follows 

that equal treatment of building societies and banks should be 

achieved, not by removing the composite rate from the societies, 

but by extending it to the banks and other licensed deposit 

takers. 

Gial) 

79. Non-taxpayers.fiameemmas continue to be able to 

receive interest gross, should they wish to do so, by putting 

their money into appropriate National Savings facilities. But 
oLL--t 

the 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 will be the same as this year's 

and last year's, and the total Government appetite for savings, 

which is measured by the size of the Public Sector Borrowing 

Requirement, is being significantly reduced. Moreover I have 

decided to reduce substantially the permitted maximum size of 

future holdings in the National Savings Investment Account and 

in Income Bonds. 

will, when it comes to tax, be able to forget about bank 

interest altogether, for all the tax due on it will be deducted 
0-kua_00410,11 4 
at source) The Inland Revenue will be able to make staff 

savings of up to an extra 1000 civil servants. Moreover, this 

figure takes no account of the extra numbers that would have 

.624 1-04 Crit 1 4 1,t 0G.tin  

a.1.4_10/ 
80. The true purpose of the move i-stsimple: simp1icity0.tse1f. 
—TAJtc4cao-  	

s, individual bank customers 
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been required to operate the present system as the trend 

towards the payment of interest on current accounts develops. 

Accordingly, I propose to extend the composite rate 

arrangements to interest received by UK resident individuals 

from banks and other licensed 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 

and Time Deposits of £50,000 or more. 

Taken together, the major 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 provide a simpler and more straightforward 

tax system for savings and investment. They will remove biases 

which have discouraged the individual saver from investing 

directly in industry. And they will reinforce the Government's 

policy of encouraging competition in the financial sector, 

as in the economy as a whole. 

• 
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• 	THE ECONOMIC BACKGROUND 

But I start with the economic background, and the 

convincing evidence of recovery: a recovery that springs from 

the monetary and fiscal policies to which we shall hold. 

Since 1980, inflation has fallen steadily from a peak of 

11% 

1")(  

t4-e-- 
7"r c-cdp,°",°:Aric.----igcer 20 per cent. Last year it was down to about 41 per cent, 

the lowest figure since the sixties. And with lower inflation 

have come lower interest rates. 

The underlying strength of the recovery is clear. Whereas 

in some previous cycles recovery has come from a self-

defeating stimulus to monetary demand, this time its roots are 

in our commitment to sound finance and honest money. Lower 

inflation and lower interest rates benefit industry, business, and 

consumer confidence. Falling inflation has made room for real 

growth, as we always said it would. 

Across the economy, total money incomes grew in 1983 by 

about 8 per cent, of which 3 per cent represented real growth in 

output. Although there is still room for improvement, this 

01~41 is a very much healthier division between inflation and 

real growth than the nation experienced in the 1970s. Output in 

the second half of 1983 is now reckoned to have exceeded the 

previous peak, before the world recession set in, and is still 

rising strongly. 
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• 12. Productivity too has continued to improve rapidly. Just 

as over the past year ma-ny have wrongly predicted an end to 

the recovery, so some have tried to dismiss the sharp rise in 

productivity as a flash in the pan. 
	Yet during 1983 

manufacturing productivity grew by 6 per cent with no sign of 

slowing down. Unit labour costs across the whole economy are 

likely to show the smallest annual increase since the 1960s. 

This has allowed a welcome and necessary recovery in real 

levels of profitability. 

13. 	
Higher profits lead to more jobs. The number of people in 

S'0, 000 
employment increased by about -84,440 between March and 

September last year. The loss of jobs in manufacturing has 

slowed down sharply, while jobs in services increased by getting 

on for 200,000 in the first nine months of last year. This is 

encouraging news for the unemployed and those who will be 

leaving school this summer. 

14. 	
But further progress eibiPro444e4:0447 is needed: although 

our unit wage costs in manufacturing rose by under 3 per cent 

last year, such costs actually fell in the US, Japan and 

Germany, our three biggest competitors. The employment 

prospect would be significantly improved if a bigger 

C.0714 41-7tv(--vik'ci 

contribution to improved 	
were to come from lower 

pay rises. Good sense about pay remains vital. 

15. Demand, output, profits and employment all rose last 

year. Home demand has played the major part in the recovery 

so far. Lower inflation reduced people's need to save and real 
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incomes rose. Personal consumption increased by over 31 
p er 

cent compared with 1982. Fixed investment rose rather faster 

than consumption, with investment in housing and services 

particularly strong. 

16. Imports rose a little faster than home demand last year, 

as the UK emerged from recession ahead of our main trading 

partnerse r rate of economic growth last year was the 

highest in the European Community. For much of 1983 our 

export performance reflected the weakness in many of our 

overseas markets. But by the end of last year world trade was 

clearly moving ahead again, and in the three months to January 

manufacturing exports increased very substantially. The 

balance of payments on current account last year is estimated 

to have been in surplus by about £2 billion. 

17. Our critics have been confounded by the combination of 

recovery and low inflation. Even the pessimists have been 

forced to acknowledge the strength of the recovery. 
a is set to 

continue g494244 this year at an annual rate of 3 per cent. 

Inflation is expected to remain low, edging back down to 41 per 

cent by the end of this year. With rising incomes and low 

inflation, personal consumption will continue to grow. And the 

recovery is already becoming more broadly based. Encouraged 

by improved profitability and better long-term growth 

prospects, investment is expected to rise by 6 per cent this 

year. 



• is. Looking abroad, economic prospects are also more 

favourable than for some time. Output in the United States 

should continue to grow strongly this year. And recovery is 

spreading to the rest of the world. 

61-31:5bC.  

12'1-41 5vi*A) 
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19. Of course, there are inevitable risks&siliiiMemerftiodilawg 

The size and continued growth of the United States budget 

deficit causes widespread concern, not least among Americans, 

and keeps American, and hence international, interest rates 

high. This acts as a brake on world recovery and worsens the 

problems of the debtor countries. Another consequence is a 

massive and still growing deficit in the US current balance of 

payments, financed by inflows of foreign capital, and leading to 

mounting pressures for protectionism within the United States, 

and sharp exchange rate movements. It is an unstable situation, 

creating worrying uncertainties. 

20. A second potential risk is disruption in the oil market. 

The immediate prospects are less obviously volatile than they 

were a year ago. But uncertainties remain, and the United 

Kingdom, and indeed the world economy, inevitably remains 

vulnerable to any major disturbances. 

21. But despite these risks there is a growing sense through
-

out the industrialised world that the recovery this time is not 

merely cyclical, but one which can be sustained. The essential 

requirement is the continued pursuit of prudent monetary and 

fiscal policies. 
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PERSONAL TAXATION 

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 confiscatory higher rates inherited from the last 

Labour Government. We have increased the main tax 

allowances not simply in line with prices but by around 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 Parliament, I intend to carry 

much 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 changes to 

taxes on spending which I have just announced, I can make a 

start now. 

I 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 indexation formula, based on the 5.3 per cent 

increase in the Retail Price Index to December. The question is 

how much more I can do, and how to direct it. 

• 
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154. I have decided that, this year, the right course is to use 

every penny I have in hand, within the framework of a revenue 

neutral Budget, to lift the level of the basic tax thresholds, for 

the married and single alike. It is fundamentally wrong that we 

collect income tax from people whose incomes are so low that 

they are entitled to social security benefits on grounds of need. 

Moreover low tax thresholds make the poverty and unemploy-

ment traps much worse, so that the financial incentive to find a 

better job or even any job may decline almost to zero. There 

is, alas, no quick or cheap solution to these problems. But that 

	4ktic,i6 -0_01 tel-06  
is all the more reason to make a start on solving them now. 

1mi:a 	c 

1-A-P t LAUl_a4  LL 1V-1.4 

(1-1(t-P ercatt' I propose to increase most thresholds in line with the 

statutory requirement, and by no more. 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 single age allowance will rise 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 allowances up by £100 and £150 

respectively. I am glad to say that I can do considerably better 

than that. 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 £2,005; and 

the married threshold by £360, from £2,795 to £3,155. •T-he 
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157. This is an increase of around 121 per cent, or some 7 per 
all 0 c_t; cv,L, 

cent in real terms. It brings the married man's tax/th-resherld 

for 1984-85 to its highest level in real terms since the war. It 

means that every tax-paying married coupleLin the land will 

enjoy an income tax cut of at least £2 a week. And it means 

that a large number of people, those with the smallest incomes 

of all, are taken out of income tax altogether. Ammi 	m e 

850,000 people - over 100,000 of them widows - will not pay tax 
ctoLu,' Se 

in 1984-85 who would havtEpaidV thresholds had not been 

increased. 	And 400,000 fewer than if the allowances had 

merely been indexed. 

• 
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All these changes will take effect under PAYE on the 

first pay day after 10 May. Their cost is considerable: some 

£1.8 billion in 1984-85, of which roughly half represents the 

cost of indexation. 

This is as far as I can go on income tax this year, within a 

broadly revenue-neutral Budget for 1984-85. But as I have 

already said, so long as we hold to our published planned levels 

of public spending, there is an excellent prospect consistent 

with the necessary downward path of public borrowing of 

further tax cuts in next year's Budget. These would be on top 

of the measures I have announced in this Budget which, as I 

have already told the House, will reduce taxation in 1985-86 by 

some £11 billion, with business taking the lion's share. So for 

next year I would hope to be concentrating on further help to 

individuals, and principally on income tax. 
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Mr Lord 

BUDGET SPEECH: MONETARY POLICY 

I have shown the section on monetary policy that you circulated 

this morning to Eddie George. 

His reactions were very much on the same points as were commented 

on in Tim Lankester's note to you. But he had quite a neat 

reformulation of paragraph 31, which the Chancellor might like to 

consider, and some additional suggestions on paragraphs 33, 36 

and 37. 

Paragraph 31. Replace last two sentences by:- 

"But a large proportion of this money is in reality a fo/ii 

of savings, invested for the interest it can ea/n. In 

defining policy it is helpful also to make specific reference 

to measures of money which relate more narrowly to balances 

held for current spending." 

Paragraph 33, last sentence. Since we say in the MTFS we are in 

fact going to make use of M2 in interpreting MO the phrase ”may in 

time prove" may look odd. He would prefer:- 

"... of transactions balances. This may also be a useful 

guide but, being new, still needs to be interpreted with 

particular care." 

Paragraph 36, third line. Add after PSL2 ", which include 

building society liabilities,". 

BUDGET - SECRET 
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Paragraph 37.  There is no mention of (or for) gilts, only of 
National Savings. The message that the market wants to have is 

that we will be making less demands on it. This message could be 

conveyed by extending the opening of the paragraph:- 

"So far as funding is concerned, the public sector's borrowing 

requirement, as I shall shortly explain, will be significantly 

lower in the coming year. In financing it, the role of tian-

National Savings me49-veTtt ..." 

I think all these suggestions are helpful. I slightly prefer the 

George version of paragraph 31 to the Lankester; the important 

point, however, is that either is preferable to the existing 

version. 

F CASSELL 

• 
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BUDGET  SPEECH: BUSINESS TAXATION 

I should be grateful if you would co-ordinate comments from copy recipients on this section 

of the speech and let me have any suggested amendments by lunch time today. 

MISS M O'MARA 

dt.4,i,(Ar11,tar 

L.Ary.Arvl- 



r 

BUDGET SECRET 

BUSINESS TAXATION 

I now turn to company taxation. 

In this area, Government has two responsibilities towards 

British business and industry. The first is to ensure that they 

do not have to bear an excessive burden of taxation. The second 

is to ensure that, given a particular burden, it is structured 

in the way that does least damage to the nation's economic 

performance. 

The measures I am announcing today will, taking the next 

two years together, result in a 	substantial reduction in 

the burden of taxation on British industry. And in addition 

I shall be proposing a far-reaching reform of the structure of 
411,1,(,1,-;k4t,/ 

company .taxation. t  

36. 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 today. Some of these reliefs reflect 

economic priorities or circumstances which have long vanished, 

and now serve only to distort investment decisions and choices 

about finance. Others were introduced to meet short-term 

pressures, 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 
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a tax system which encourages low-yielding or even unprofit-

able investment at the expense of jobs. 

My purpose therefore is to phase out some unnecessary 

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 there have been incentives for investment 

in both plant and machinery and industrial (though not com-

mercial) buildings. But there is little evidence that these 

incentives have strengthened the economy or improved the quality 

of investment. Quite the contrary: the evidence suggests that 

businesses have invested 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 make it look profitable, rather 

than because it would be truly productive. 

The nation needs more investment, and the 6 per cent 

	

frfork.-1-t+1,0 	increase forecast for this year is encouraging. But 	the- 
Lttax4A(* 

	

k/.4%4A 	 based on 

analysis of future market assessments, not future tax assess-

ments. 

I propose to restructure the capital allowances in 

three annual stages. In the case of plant and machinery, 

and assets whom allowances are linked with them, the first 
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next three years. 

After consulting my Rt Hon Friend the Secretary of 

State for Trade and Industry, I have decided to make transi-

tional tax arrangements for certain investment projects in 

the regions. Existing capital allowances will continue to 

apply to expenditure on projects in Development Areas and 

special Development Areas for which regional development 

grants are available and offers of selective assistance have 

already been made between 1 April 1980 and today. Similar 

arrangements were announced for regional development grants 

in my Rt Hon Friend's White Paper on Regional Industrial 

Development last December. 

Over the same period to 31 March 1986 most other capital 

allowances will be brought into line with the main changes 

I have announced. The Inland Revenue will be issuing a press 

notice tonight giving full details of these proposals. 

tt,t 

ii 

Next, stock relief. As the House will recall, this 

was introduced by the last Labour Government as a rough and 

ready form of emergency help to businesses facing the ravages 

of high inflation. These days are past; and4re1ief is no 

longertnasg.sel-ry; for company liquidity has improved and, 

above all, inflation has fallen sharply.lhad...4444p4-4e-4a444a, 

this 	Accordingly, I propose to 

abolish stock relief from this month. 

 

Ciikkv.4,1  t.AAA .v(141 

C:s/bIA LUJJ0dY6,40A-vi 

 

  

  



BUDGET SECRET 

• 
The changes I have just announced, in capital allowances 

and stock relief, enable me to embark on a major 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 

cent to 50 per cent. For profits earned in 1984-85 the rate 

will be further cut to 45 per 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 the main rate of 

vr;Vnk10-Aci:t: Corporation Tax will be 35 per cent. 

k(APA 

All these rates for the years ahead will be included in 

this year's Finance Bill. 

And they will bring a further benefit. Responses to 

the Corporation Tax Green Paper published in 1982 revealed a 

strong and general desire to retain our imputation system of 

Corporation Tax. This allows a company to offset in full all 

interest paid. But only a partial deduction for dividends is 

allowed. Companies thus have an unhealthy incentive to finance 

themselves through borrowing, in particular bank borrowing, 

rather than by 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 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. 
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• 
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 announced 

will cost £280 million in 1984-85. In 1985-86 the cost will 

be £600 million - made up of £1,150 million by way of 

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

reduction in the value of the reliefs. The estimated costs 

for later years, which have been provided for in the MTFS 

figures 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 somewhat different 

impact in the short and long term. In the short term, some 

investment should beifOrward over the next two years, to take 

advantage of high first year capital allowances while they 

last - a prospect made all the more alluring for business by 

virtue of the fact that profits earned will be taxed at the 

new lower, rates. But the more important and durable/effect 

will be to encourage the search for investment projects with 

a genuinely worthwhile return, and to discourage uneconomic 

investment. 

It is doubtful if it was ever really sensible to subsidise 

capital irrespective of the true rate of return1  Certainly, 

i•/)  
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with over three million unemployed it cannot make sense to 

do so. 

These changes hold out an exciting opportunity for 

British industry as a whole: an opportunity further to 

improve its profitability, and to expand, building on the 

recovery that is already well under way. Higher net profits 

should encourage and reward enterprise and stimulateEligher 

current expenditure aqinnovation in all its forms - research 

and development and work on new products, processes and markets. 

They are the centre-piece, for business, of this Budget and 

the tax strategy for this Parliament. 

But I have further measures to announce that are relevant 

to business. 

First, the Business Expansion Scheme, introduced last 

year as a successor to the Business Start Up Scheme, has been 

widely welcomed as a highly imaginative scheme for encouraging 

individuals to invest in small companies. It is already proving 

a considerable success. It now needs time to settle down, and 

I have only one change to propose this year. 

The scheme was designed to offer generous incentives 

for investment in high risk areas by new or expanding companies. 

Farming is clearly not an area which falls within this category, 

and I therefore propose that from today farming should cease 

to be treated as a qualifying trade under the scheme. I am 

• 
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also ready to consider tightening the scheme further, if 

it becomes clear at any time in the future that it is being 

used for purposes for which it was clearly not designed. 

Secondly, as a measure of help to small firms, I propose 

to raise the VAT registration threshold with effect from 

midnight tonight from £18,000 to £18,700. 

Thirdly, in keeping with what I have said about removing 

distortions, I propose to abolish two reliefs in the personal 

tax field which were introduced at a time when this country 

suffered from excessively high rates of income tax. As we 

have reduced those rates, the reliefs are no longer justified. 

110. The first distortion is the 50 per centdeduction (falling 

a/PPI ,C4  tC 
after 9 years to 25 per cent) glOan from the emoluments of 

foreign employees working here for foreign employers. Foreign 

employees are often paying much less tax here than they would 

either at home or in most other European countries. At 

present income tax rates, the need for the relief has clearly 

disappeared. Moreover it is open to widespread abuse. It 

is, for example, possible for the son of an immigrant, working 

here for a foreign company, to pay tax on only 75 per cent 

of his salary, even if he himself has lived in this country 

all his life. I therefore propose to withdraw the relief 

entirely for all new cases from today, and to withdraw the 

25 per cent deduction from existing beneficiaries from 6 April 

next. The 50 per cent deduction will be phased out over the 

• 



BUDGET SECRET 

Despite the increases over recent years, the levels still 

fall short of any realistic measure of the true benefit. 

I am accordingly proposing an increase of 10 per cent 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 income taxes. It is a matter 

of particular concern to those involved in running unquoted 

family businesses. The highest rates of capital transfer 

tax are way out of line with comparable rates abroad, and 

with the top rates of other taxes in this country. I propose 

therefore to reduce the highest rate of capital transfer tax 

from 75 per cent to 60 per cent and to raise thelthreshold 

to £64,000 in line with indexation. 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 retire-

ment relief to a figure of £100,000, backdated to April 1983. 

A consultative document on other possible changes in this 

relief is being issued next week. I am proposing no other 

changes this year in capital gains tax beyond the statutory 

indexation of the exempt amount from £5,300 to £5,600. 

However, the tax continues to attract criticism - not least 

for its complexity - and that is a matter to which I hope to 

return in a later year. 
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• 

C , 1  

We have done much to improve the Development Land Tax. 

Early in the last Parliament, my predecessor increased the 

threshold from £10,000 to £50,000. I now propose a further 

increase to £75,000, which will reduce the numbert,  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 all these employee 

schemes have increased from about 30 in 1979 to over 670 

now, ben fiting some half a million employees. To maintain 

and build on this progress I propose to increase the monthly 

limit on contributions to savings related share option schemes 

from £50 to £100. I have also authorised the Inland Revenue 

to double the tax-free limits under the concession on long 

service awards and to includel,the gift of shares in the 

employee's company. 

But beyond this, I am convinced that we 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 that, subject to certain necessary 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 

00,1/4":111/ 
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apply to options meeting the conditions which are granted 

from 6 April.simmk. 

I 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. 

Before turning to North Sea taxation, I should like 

to remind the House of the Government's concern at the threat 

which the spread of unitary taxation in certain US states 

has posed to the US subsidiaries of British firms. With 

our European partners we are monitoring the situation closely, 

and await with keen interest the imminent report of a 

Working Group under my US counterpart. It is very important 

that a satisfactory solution be speedily implemented. 

This issue isnot wholly irrelevant to the North Sea, 

for US firms operating there, or elsewhere in this country, 

are not of course taxed on a unitary basis, taking account 

of world-wide profits. 

Last year's North Sea 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 Government is already committed to a 

study of the economics of investment in incremental develop- 

ment in existing fields. This is of increasing importance and 
kr71 efr AP•N 

in consultation withkhe Secretary of State for Energy I 
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imports until he makes his normal VAT return, on average 

some 11 weeks later. During this time the importer enjoys 

free credit at the taxpayer's expense. This is an advan-

tage not enjoyed by the home-produced equivalent of the 

import, since businesses buying from UK suppliers have to 

pay VAT when they pay their suppliers. 

The UK 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 Commission has 

made no progress whatever. 

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

British industry at a competitive disadvantage in the home 

market any longer. Should our European partners at any 

time undergo a Damascene conversion, and mit agree that the 

Commission's proposal should be accepted after all, then 

of course we would gladly revert to the present system. 

But in the meantime I propose to move to the system used 

by our major competitors and charge VAT straight away on 

imports, providing the same facilities for deferring payment 

as apply to customs duties. That means that most importers 

will be able to defer payment of VAT by on average one month 

from the date of importation. But that is all. 

4.4-e,L(Q 	 kiAA ruALou 
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As I have said, this change will apply from 1 October. 

By bringing forward VAT receipts, it will bring in an extra 

E1.2 billion in 1984-85, some of which will of course be berrrte 

ouww4nd by foreign producers and manufacturers. There will 

naturally be no increased revenue in subsequent years. 

The second change I propose to make on 1 October 

concerns the National Insurance Surcharge. This, once 

again, was a brainchild of the Rt Hon member for Leeds East. 

Having introduced it in 1977 at the rate of 2 per cent, he 

then raised it in 1978 to 31/2  per cent. During the last 

Parliament, my predecessor succeeded in reducing it to 

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

lifetime of this Parliament. 

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. Abolition of the 

National Insurance Surcharge from October will reduce private 

sector employers' costs by almost £350 million in 1984-85, 

and over £850 million in a full year. 

Thus my proposals offer British business the abolition 

of the tax on jobs and the reduction of the rate of taxation 

on profits. They also sweep away a number of out-dated 

reliefs, reduce distortions, and assist enterprise. 

• 


