) From: The Rt. Hon. Sir Geoffrey Howe, QC MP hﬂ"lf

HOUSE OF COMMONS
LONDON S5WIA OAA

E 1r 26th March, 19743

TAX CREDITS

The whole subject of tax credits threatens, as I expect
you have seen, to blow up 1nte a major politleal row withln
the Party. This is a report on what I have been dolng to defuse
the situation.

T expect you will have seen the Tory Reform Group publication,
produced a couple of weeks ago, accusing us of dropping, or preparing
to drop, a firm commltment. It is a well-argued document which
begins by gquoting my statement from the Qctober 1974 Electlon:

"Potentially one of the greatest soclal reforms since
Beverldge .... The Conservative Party has made it
absolutely clear that the Tax Credlt scheme is put
forward not as & short term expedient, but as part of

a long-term modernisation of our tax and welfare systems".

They go on to ¢lte "The Right Aﬁpraach“{page 5?} which represents
in gubstance what I sald in 1974, states that 'We are using our
period in oppositicn to improve the scheme, and to examine the
pogsibilities of broadening it .... within the resources avallable".

A number of colleagues and outgide correspondents have been
presaing Patrick Jenkin and vhe for a statement of the Party’'s
pregent position (inecluding, for example, Wlllilam Clark, who was
Gh&ir?an of the Select Committee which examined Tony Barber's Green
Paper ).

The issue was brought to a head by the news that Bob Hughes
had tabled an amendment for dehate at Central Council, requiring
us to reaffirm our commitment. As a result of Angus' Interventlon,
the amendment was not called but Bob Hughes spoke to the same
effeot (I enclose a copy of the press release of his inaugural
gpoech as Chalrman of the ¥Cs, which gives the flavour of what he
said at Sollhull}.
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In light of all this, I prepared, in consultation with
Arthur Coockfleld, Patrick Jenkln and Nigel Lawson, a text for
use &t S8oliihull, of which I enclose a copy. The salient polnts
are as fopllows:

1. When we wrote "The Right Approach”, the Labour Goverhiment
had rejected the child beneflt scheme. Since then, under
pressure from us, they have adopted 1t so that 1t wlll be
1n operaticn from Sth April. This makes 1t impossible to
introduce the complete tax credlt scheme because half of it
hag effectively been done.

2 In order to fulfil our orlglnal oblectives so far as famllies
are concerned, we still need to raise tax thresholds "as far
and as fast as resources allow" and to ensure that short term
beneflts are made to count as part of total annual income for
tax purposes. This will be done.

—

B There remains the question of pensioner eredits. On this front,
"we have not discarded our search for a way of applylng the tax
oredit principle to them". Big problems do arise on this front
because of the likely cost of pensiconer credlts in a relatively
less prosperous and more heavily taxed Britain - where the
rolative value of beneflts and tax allowances has changed a
great deal.

4., "Me arithmetic must, therefore, be re-examined. For it would
gertalnly nct be wise, 1n the economic clrcumstances that are
likely %o eonfront the next Conservative Government, to give
any final or open-ended pledge on this front. All T can
responslbly say at this stage 15 that we shall certainly wish,
as8 soon as economic condltions allow, to examlne the scope for
meking further progress, so far as pensicners are concerned,
towards our orlglnal tax credlt objectives.

"and it is after all the oblectlives that are lmportant. We want

to care as well a5 we can sensibly afford for gll of our fellow
gitizens who are in genuine need and who cannot care for them-
gelyes, Put we must also ensure that, in trylng to 4o that, we

do not stifle the naticn's capaclity to create the wealth on which
they depend as much as everybody else.

"Phose wWwere the principles on which Iain Macleod and Tony Barber
built the original tax credlt scheme. And they are the principles
ty which we shall continue to be gulded.”

The spoech was heard by Peter Thorneyeroft, Angus Maude and John
Biffen, who all take the view that these last few paragraphs
enlarged our room for manceuvre 88 far as 1t was possible to do
without appearing totally to abandon what has come to be regarded
ag an lmportant aspect of our soclal polley.
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9o far as the merits are concerned, you will know that the
gocial security budget now accounts for a guarter of all spendlng
on programmes compared with one-fif'th in 1973-T4, It has grown in
real terms by 43 per cent silnce then {some allowance must, of course,
be made for & growth in the number of pensioners and unemployed)
compared with a real growth of 16.2 per cent for other programmes.

None of us are under any illusions about the need to reverse
this trend. A change in the basls on which benefit levels are
linked %o earnlngs as well as prices is probably the key here. On
the other hand, some of our other policles must inerease the case
for price linkage in the early years., For these reasons, the figures
which Nigel and I, with the help of Adam Rldley and George Cardona,
have agresd with Patrick Jenkin for his budget over the next four
years make no provision for the introduction of anything resembling
penalioner btax credits.

This 13, I hope, consistent with what T sald at 3ollhull
which is itself, I hope, not lnconslstent with the history of
the Party's attitude tc the whole subject of tax credits.

I apologlise for such a long letter, and hope that our attitude
towards this subject, 1ln the Manlifesto and in such answers &85 wWe ars
required to glve in an Eleotlon Campaign, can be based on what I
sald at Solihull,

T am copying this letter to Kelth Joseph, Peter Thorneyceroft,
Patrick Jenkln and Chris Patten.

The Rt. Hon. Margaret Thatcher MP é/./‘/\'




