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SMALLER BUSINESSES POLICY DOCUMENT
e ghall therefore be annocuncing in a few months
a detailed programme for the revival of smaller
businesses!'.
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INTRODUCTION

vay does the Conservative Party support small businesses
so actively? It does not do s¢ out of mere sentimentaw
1ity, because of a vague feeling that small businesses
are a 7Tgood thing"., Nor does our concern for small
businesses mean that we undervalue the contribution made
by larger firms to the economys On the contrary, we
fully understand their importance in terms of jobs,
exports, and the creation of wealth for the Future. In
our Strategy document “rhe Right Approach® published
last year,.we set out our broad proposals for creating
2 climate of expansion in which the whole of British
industry can flow'ishs

put we promised in that document fovr Purther proposals
For the encouragement of smaller businesses, and ve
present them now in the belief that a small business -
sector is necessary to an economy, and moreover, that

its success is critical to a nation's economic successs
If small firms are not allowed to thrive, then the

whole ecanomy ~ including the very largest enterprises =
4s liable to withers

tn the Puture, Britain will have to look to a great
extent to its smaller and medium sized concerns to pro—
vide many of the new jobs which we need, Many of the
pew ideas and initiatives in industry will be Found
among these Firms, and many of cur exporis will come
from them. Moreover, in a rapidly changing world, a
country?s industrial base must be sufficiently flexible
to cape with different needs and tastese Tomorrowts
glants of industry will not all be the same as those of
today, There must be a "seedbed® of potential large Birms,
ready to grow and cater for tomorrowts demands .

It is not only history which shows that a growing and
dynamic small business sector goes hand in hand with a
healthy economy. Only recently, there have been twa
aczdenic studies which have provided striking new evidence
about the successful partnership of small and large cone-
carns in the economies of our irdustrial competitors.®

The ilast Conservative Goverrmment recognised the importance
of encaouraging our smaller businesses, For the first time
a Minister was appointed with special responsibility for
smaller businesses, A lower rate of Corporation Tax was
introduced for small firms, The restrictions applying

to fcloset companies were eased. Where small Pirms were
unable to berefit Erom the new fTraining Boards, exemptions
from their levies were introduced.

.s¢ / Events since 1974

# vrhe Smaller Pusiness in Pritain and Germany",
Graham pamnock, wilton House Publications, London 1976,
wrhe Evolution of Giant Firms in Britain', SuJe Prais,
~ambmidna miversity Press 1976



Bvents since 1974 have increased the need for special
consideration of the smaller business. On top of the
worldwwide problems cauwsed by the oil crisis private
enterprise Iin Britain has had to find a path to sur-
vival through the chaotic and destructive palicies and
actions of the Labour Govermment: massive and ansustaimable
increases in public spending Pollowed inevitably by ~
mdden and disruptive reductions; a great increase in

the burden of taxation and its threatening extensicn

into many new areas; a never~ending stream of budgets

and mini-budgets — thirteen at the last count; hundreds

of pages of new legisiation dealing witk health, safety,
the rights of unions and related matters; vioient, unfore~
seen and totally mismanaged changes in the exchange rate
and demestic interest rates; a catastrophic wage explosion
Pollowed by the distortions and rigidity of two rounds

of wages policy, price control, and so one -

It has beern a disastrousz pericd. oOver the past two
years small Firms hvve closed down at a record rate, and
bankruptcies have been running at higher levels than in
the Great Depression, Enterprise is being sapped at every
levels, Where Firms have been skilful or lucky encugh to
survive, the incentive to grow and develop has been
greatly diminished, For many who siarted im a weaker
position, the only rational course of action has often
been to close. For those considering starting up on
their own, the risks and discowragements have often
reached a point where it makes no sense to start an
enterprise,

For all these reascens it is more urgent than ever that
we shauld pursue policies which will revive the small
business sector befare it is too late,

Since the Labour Party came to power, the Conservative
Party has continued to pay special attention to the needs
of smaller businesses, A committee of MPs has been
established to speak up for their interests in Parliament.
Eighteen months agoc the Small Business Bureau (SBB) was
established at 32, Smith Square to keep in touch with
individuals, small businesses and jinterested organisations
in the country.

In collaboration with the SBB we are now publishing For
‘public debate owr first propesals for restoring the vigowr

' _and prosperity of the smaller business, Ouwr motive in

doing so is in part to make clear things we definitely
intend to do, in part to put forvward ideas which need
further thought,

In each case we seek and will welcome the comments of
2l whe read this document.

ess / IYE CONTRIBUTION GF



THE CONMEIBUTION OF SMALLER .BUSINESSES

Our basic cownitment is to recreate conditions

uals wi. Sad as wor el
VELIE T0 creaEe _ﬁﬁ SXDAnG, BUCCeSSral Dusiness

EHEE‘E‘EIS&S -

This commitment applies throughout the private sectar to
Pirms large and small, But it is of particular importance
to the smaller firm for it is in this sector that the
most damage has been done jn recent years and it is from
this sector that a considerable contribution to our
recovery must be sought.

There can be no precise concept of a small business,
.because the sector is both so fluid and rich in diversity.#
A variety of overlapping definitions are neededs. Even
then tae borders are arbitrary. . . '

The Conservative Party takes a broad viev of what con=
stitutes a small business. We are as much concerned

with the self-employed man starting up on his ovn as with
the established enterprise and its working proprietor,
as much with the independent business which has reached
its optimum trading size as vith the one vhich is set

For further growth, e are concerned with the whole range
of owner-managed enterprises: one man operations,
professional partnerships, independent service and
manufacturing concerns, Farmers, builders, shopkeepers,
technical organisations like architects, civil englneering
and computer firms, the many important fields of creative
activity as well as the many different occupations that
meet local community needs, Tecgether, they account for over
S0 per cent of businesses in Gi-.at Britain, and their
contribution to our national life is enormous.

* The Government uses a definition, which we have
updated for inflation, based on the terms of reference
empleyed in the last Govermment Inguiry jnto Small —Firms
{Cmnd, 4811, "Committee of Inquiry intc Small Businesses',
Chairman Mr. John Bolton). The f:l.gures currently appropriate
are;

- Mamufacturing: employing 200 o less Euscns

- Retailing: - anmmual turnover cof up to £85,000 approximately

«~ Wholesaling: annual turnover of up to 5340.000 approxinately

- All caterding, except multiples ard brewery managed public
homes

« Construction, mining and quarrying: 25 employees or less

= Road transpori: 5 vehicles or less.

The Treasury definition of a small firm for the
purpose of Corporation Tax relief is one whose post=tfax
profits are £40,000 & year or less,
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Over a third of all jobe outside the public sector is
accounted for by small firms, up to the 'Bolton' size. They
employ many people today, but given the opportunity they
could provide many more jobs, not only within the prospercus
areas, but .also . in the less prospercus regions and in our
decaying. inner cities where new work i so desperstely needed.

Not only will a prosperous emall bueinese sector bring
more fobs, but the success of any single ‘small business and
ite incressed prosperity ig aleo of direct benefit to all those
who work in it, who earn more through the improvements in
productivity which go with such prosperity,

Small firms produce about a fifth of the Gross National
. Praduct, In addition to the many goods and services they
provide directly to the consumer, they also supply many of the
specialiesed components and vital services needed by large
companies - in the car, aircreft and ship«building industries
for example. . .

New ideas and new productes often spring from the self-
employed or the small firm.  Indeed, the impetus for starting
a small busin@ss is often a new invention, a new technique or
a service whieh astablished firms are not providing.

A multiplicity of emall firms bring great benefit to
the consumer. Their role as guarantors of competition and
freedom of choice is vital. So, too, is the intangible but
much valued personal approach of countless small traders,
craftemen and professional people - something which economists,
politicians and civil sepvants have all too often underestimated.

JUSTICE FOR THE SELF-FAPLOYED

A good place to start in the revival of emaller businesses
ia to deal with the ppecial problems of the self-employed, for
they begin 50 many of our new businesses.
The self-employed are an important part of the smaller .
business world, both as sole tredérs, professional people and
as emall employers. They will find much which concerns them
in the whole range of our economic policies. There are,
however, a number of issuss which particularly effect them.

National Insurance Contributione end Benefits

Unlike an insurance company, the Natiocnal Insurance
scheme does not accumulate and invest contributicne which are
subsequently realised when benefite are paid out. On the
contrary, .the bulk ¢f current contributicns is used to pay
current bénefits; the largest of these is pensiol which
acCcuntE_fDr well over two-thirds of all the money involved.

When in 1973 the Conservative Government introduced
automatic increases in pensions in line with the rise in the
cost of living, the "pay-as-you-go" principle obviously
réquired an automatic system of increeses in contribution from
all at work. BSpecial arrangements were made for the self-employed,
to eénsure that their share in the costs of National Insurance
were commensurate with the benefita they stoed to receive under
the scheme, This led to the introductien of the 5 per cent
contribution ‘levied on profits (and other sourcés of income)
within certain limite.
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The Labour Government's prompt increase in the contri-
bution rate by over half - from 5 per cent to & per cent - was
totally unjustified. ‘It was opposed by the Conservative Party’
and by & number of erganiesations whose very creation was
provoked by the injustice of the increase. Subsequent
adjustmente have undoubtedly mitigated at least come of the
worst effects of Labour's decision. But today the true
position is obscure, We therefore believe that a thorcugh review
of the contributions and the benefite of the self-employed is
necded.

To ensure a fair dietribution of the cost of the national
insurance scheme, it will naturally be essential to take inte
account the benefits from which the self-employed are at present
excluded (such as unemployment benefit, injury benefits and
the earnings related element of sickness benefit), their
lower level of claims for sickness benefit and the fact that
the employers' national lnsurance centribution 1s allowable
against tax, whereas that of the self-esmployed is not.

.-

one solution might be to make the self-employed eligible
for earnings related ‘slckness benefit and the full range of
injury benefits; provided the technical problems can be
overcome, the manpower costs are acceptable and the self-employed
feel that the extra cosk to them would be worthwhile. We do not
pretend that additional benefits can be cffered without the
ievel of contributions to be made by the self-employed being
affected.

Another unsatisfactory feature of the present arrangements
is that the self-employed and their families are not covered for
medical benefit when they travel in EEC countriea. Current
negotiations within the EEC to pul right this anomaly must be
brought to an early and successful conclusion.

eal over national insurance benefits and contributions.
e shall hold arn_open investigation at which we shall

invite them and organisations representipg them to
give evidence so that their grievances can be

squarely faced and fairly dealt with. -

We shall gnsure that the self-employed have a fair
4

Pensions and the Self-Employed

The Labcur Government has decided to exclude the gelf-
empleyed from the new earnings related pensien schene starting
in April 1978. This can crly be acceptable if there arc
adequate opportunities for them to provide retirement annuities
for themeselvee with contributions allowed againet income tax.
As the arrangements stand, the sclf-empleyed are at a disadvantage
cempared with other groups. .

In making their own provisiecn, the self-employed are
allowed to contribute £3,000 per anmun to a sell-employed
occupatioial scheme. Thie might be encugh, if maximum payments
could be made every year. The reality is that few self-employecd
can invest this sort of money until comparatively late in their
career,

Qur intention is that the treatment of their pengion
coniributions should be as favourable Ir itd overall
effect as the pension Ercv!s{nns for cobpany employeee




714 Ceptificates for the Seilf-Employed

In 1971 we introduced legislation designed tc prevent
self-employed sub-contractors in the bullding industry evading
their proper income tax payments. In April this year, the
Labour Government intreduced new and more stringent regulations.
These require an individual to have a r7la' tax certificate
complete with photograph, or to suffer deductions which in
many cases are far ln excese of his income tax liability., The
effret 15 to change a system for preventing tax evasion inte
& licence to work. These licences are not only being withheld
on tax greunds. For example, 8 sub-contractor is alsc
required to have empleyer's liability insurance cover for a
quarter of a million pounds. If tax payments have been in
arrears during the earlier years licences are also withheld
without any right of appeal - and, in many cases withoul any
reasons being given.

We deplore this situation srd moved an amendment to the
1977 Finence Bill tc delete the mecet cffensive features of
Labour's new legislatien, which Ministers refused to accept. . .

The next Conservative Goverpment will thepefore

undertake a _complete review of all the conditiore

which have now beer attached to the system, and

make whatever changes in the law are ther seeh to_be

recessary to_ensure that contractors set o fair

deal Bhd make their proper tax paymenis.

PLANNING, RATING AND LOCAL GOVERNMENT

We are very concerned about the many ways in which the
planning system inhibits the creatior and obstructe the
expansion of new businesses. Would the Morphy Richards
electrical company ncw be able to start in a barn as it did in
19367 Or weould Morpile have been allowed to extend from bicy¢le
repairs inte the manufacture of the early motor car" We veuy
much doubt it? Many of teday's key firms would have been
hamstrung from their inception if planrning regulations as .
operated today. had been in existence at the time they were
started, And who can tell how many promising ventyres have
never secen the light of day at all because of plannirg contrels?
In recent years our planning system has probably developed
into as sericus a problem for smalier firms as finance.

Rigid planning nct only creates obstacles te individual
cnterprise. It alsoc rebs needy arears of new employment and
new wealth. #any of our older cities and towns, aw weéll as
rural areas, have suffered gravely from its effecte. 4As a
result, scme have not enloyed the growing presperity which was
open to them, while in many others there h&s been no influx of
new activities to offset a process of painful decline.

At the came time, comprehensive redevelopment schemes
have done grave damage to many inner city areas, 1S
squeezing out small Firms. Valuable services have been swept
away, impoverishing local facilities, destroying jobs and
in some cases radically altering the character and ags-balance
of the commnity.

A complete "rethink" of planning prectices is required.
The aim must he fewer restrictions and less bureaucracy, more
common sense, a speeding up of procedures and pesitive
initiatives to favour the birth of new busiresses.
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In particular, intend to ralee +he'limits for exemption
from tndustria.l ngvelop:nent certifitates- (IpCs) and +to examine
the justification for Office Development Permits {oDPa),

the future role of Londonts Location of’ ‘of fices Hureau. (L0B),.
" the distribution of reglonal subs:,dies and the network of
re_gulatinnp governinq ,land us . o et

Our proposnls on plnnning ‘aré then.

1. i = encour loé 1 authoritics to make: am
Ernv{amn for amall busiresses 3In planpiog al.l.ocatiun.,
’ Smail businesses & auld have h X riur- ty fo . Lo

Elannino pe rmission.

ihe ahcun’t or Eime - alluwed for

Gounclls to consider plal ng - retueste, ‘possibly

along the lines suggested i the Dobr_‘x fieport;.

e’ ohnlt Fh1Ty iAvent] ‘he pfesent pational
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3 'rhe dr ic tncr‘ea & in rates uwfer the put thnee years
'hqs had & part cu],arl}{'serioua"eff‘eet o amull Tiyms. o oo
SOoMme CASes, Eapecially foft 'spall shnpke‘epers, Wit -hag been t!he
last straw Wwhich has forced them out of’ pusinese s in praparirg
our poclicies for reform of local goverrment finance, we

£ =hall
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‘out by private -enterprise.
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15 ehaired, ; end» that when this happens’ business

interests arelprotected. . . We, ‘shall also’ give all amall firms

{below m defiried rateable valie) the automatic right’ to-pay "~

rates by instalmente o sopethipg which i8 W% present only

i 'mm? councilB,. . .. : I
E NN R

¢ “that the burden.pf local government costs will be

veIm ey ! '

L g "o : " : B
. 12 _spec ! mblem;;qxiat"‘é"whefa‘ living ‘accommodation 13

combiped with Kisiness. primices, as often happens in shops.

In many ceses, this ‘mixed hereditiment! ks rdted:in such ‘a

way that. the residential part of the premiges:do not enjoy the’

doméstic’ rélief! alloved; to. pther ratepayers We shall chiange ~

this. R ) i W po :

We are much concerned at” the téndencyin recent years for’
local agthorities to extend their activities beyond thoee
necessaby to fulfill-thelr legitimate dutiee. For example;
the owtragecus ‘proposale of ithe "Soeilalist controlled. West =
Midlands Courty. Coungil,in 1876 %ould have allowed that’ Caupcil
to use ratepayers'; money to get Up“in busiinees as butcher, baker,
market gardereb, chemist, egtate mdent, garage or travel agént,
(owing to some Sacialist oversight the dandleatick-maker. wag
excluded). All of these mré jobs which are perfectly “i.. ..
adequately done by-private firms, usually by smaller businesses,
Competition of this sort. is both y.n*i‘air'- and ipefficient.

The riormal .commercial disciplines de not operate..,” Such .
Coubcil_activtties-wuftgn re!;ei\(e Eu\ggidies frogr the rates, .
sometimes ¢epcealed begause they aré glvén 'fres' use of the .|

sebvites of other departments of the Coundéil. - - -

Therefore, we shall not permit local authorities.to -
extend their trading activities and we shall inaist, that full
and proper accounts are kept of those already in existence.

irect Labour Departments of local authorities
en Work from'local builders who, .88
ratepayers,;m e sibsidising.fhem. cHiise of °
unsatisfactory ing ‘methods, “Tocal
frequently unaware of the extent of thia 8l A
costs-of contract dertaken, Recent examples which have come
te light include. the,Boroughrof -Gdmdén in Londo; {where the
national Building ¢ I 2

.. similadly, th
havé .in many, cases

Glasgew (where the;Direct Labour’ -
ran inefficiest ‘and coatly
& price op ane ptract by

the expansion

ThE ‘Libour Government's plans to encour
egiplation to

of Difect.Labour Departmenita; and to intfoduce. 1
give powers to local authonitiel unde; ce K butside”
their own boundaries, aré -tetally Hhacceptabl

ak T &’ have been
fighting these propesals both inside are outeide Parliament since
they were announceds Fortunately, opposition in Parlianent,

and Labour's less of: its overall majority, made the. Government
shelve its plans. : But if they are enacted we &haill repeal

them, ant we shall ‘seek ways in genefdl, td reyerse the advance
of central and local ‘gm’ize_rr'\.:!ie'ﬁ:t‘_ ity Hipivities better carried




our propesals for local government finance includer

1. Ensuring that the interests cf commercial and
Thdustrial ratepayers are safeguarded when the
present rating system is changed.

2. Giving emall firmg the right to pay rates by

instalment.

a.  Allowing the residential parts of mixed
hereditaments to have comestic relief.

We shall implemert the recommendations of the Chartered
Tnstitute of Puhlic Finance and Accountancy -Committee for
Direct Labour Departments, namely: .

1. Direct Labour Departments should be established
as separate trading ssrvices.

\E, All contrmcts should be subjsct to competitive
tender. . .

3. Final acéaunts, fully itemised a.r\d'.inc}.ud-mg
overheads, chould be submitted within & defined

N A e =

time limit. "

FTINANCE AND TAXATION

We are prepared for a general election at any time. But
it does not have to be held until Octcber 1973, We cannot
therefore foresee what will be the precise state of the
ecoromy when we return to Government. S0 1t would be guite
wrong to enter now into detailed undertakings on the level of
particular taxes. For this reason, much of what we have to
say on taxation and the financinrg of small firme is recessarily
less precise than it will be when the circumstances facing the
next Conservative Chancellor are known.

Any review of taxation must take account of the balance
petween fdirect® texee (an incomes and profits} anrd *indirect'
taxes (op spending). As we have argued before, we believe
that the present balance is wrong, and that more of the tax
burden sheould be shifted onto the pockets of those who spend
and can afford to do so, This will not only enable us to
praovide greater incentives at work, but will alsc restore
greater choice to the individual.

Direct Taxation

A person setting out to start or expand a business
frequently has te find the necessary capital from his own
resources. Unless he is relatively wealthy, he is unlikely
to possess sufficlent assets of the right kind teo pledge
as security against a loan from a bank or other lending
institutions., The amournt of money an individual car save for
this purpose, and the halance of dangeprs and rewards involved

ies £ in 80
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in soc doing, are both greatly affected by income tax rates.

Ae nearly everyone knows to his and her cost, the steep rise in
ipcome tex rates ip recent years has made the accumilation of
a reascrable mmount of capital an increasirgly difficult, if
not impessible, enterprise. : :

To meke matters worse, the pumber of people willing te
back Bn enterprising individual in a new venture has dwindled
fast, Nearly every aspect of our current tax system operates
in a manner calculated to discourage potential backers.

Taken together, the withdrawal of tax allowances on ovelr=
drafts for investment of- this sort, penal ratee of income
tax, capital gains tax and investment income surcharge, have
virtually eliminated this traditional mource of risk capltal.
sc we shall be specifically looking to see what reliefs are
possible in all these areas:

smell businesses have always had to rely to a very - '
“large extent on reteined profits to.finance expansien. As
a result of inflation, & gréwing share of -these shrinking and
hard-won prefits is needed simply te maintain the same volume'
of business. Their funds are still further reduced by the
combination of Corporation Text with the present shortfall
provigions. The tax rellefs on stock appreciation introduced
in 1975 and 1976 have served to mitigate the immediate crisis
caused by the impact of inflation, However, the
Covernment have insisted that this tax relief continue to be
regarded as a postponement and not a final cancellatior of
liability to Corperation Tax, thus diminishing the capacity of
many firms to show collateral for = bank loan. This problem
is of particular significance to small businessesg. It is for
this reason that the Conservative Party jntends to cancel
irdustry's lisbility under the stock Relief provisions. In the
meantime, fnvestigatien into methods of improving accounting
technigques to allow for inflation will continue.

Faced with all these preblems it is rc wonder that under- ‘
gapitalisation is now one of the gravest problems afflicting
industry. Recent evidence to the House of Commons Select
Committee on Science and Technelogy showed that the. greatest
ohstacle 0 technolegical innovation is neither m shortage
of ideas nor lack of opportunity - but a shortage of capltel.

with these points in mind,

we_shall improve the provisions for the treatment of
emall firms under Corporation Tax to give more

assistance to the large rumber of companies who are
Too small to go to_the Steock Market for new capital.

The gimplest way to do this would be raise the profit
1imits determining eligibility for the smaller company
concessionary rate, which have been badly ercded by inflatien.

we shall also examine two other possible courset of mction.
Tt has been suggested, first, that the rules governing the
taxation of close companies should be eased, enabling them tao
accumulate funds for expansion providing they are spent within
a given period. e shall examine whether the rules can be
quickly eased while continuing to ensure Proper susrantees

+v. / against
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against abuse, With the sharp reductions in the tocp rates of
income tax which we envissge it is to be hoped that in the
longer run it will be possible to relax further the very
restrictive rules which govern ‘close? companies at present,

It hes alsc been suggested that there is a case for
introducipg "Certificates of Future Investment', enabling
smaller firms to obtain concessions from Corporation Tax on
cendition that the money thus set aside is spent on fixed
investment. There are serious risks of abuse in any aach
proposal; but we shall consider it cmrefully if a soundly
based scheme can he devised.

Government assistance in raieing capital

We are not in favour of the Government or ita agencies
playing a larger role in the direct provision- of capital to
amall businenoes.’ fuite apart from the -banks, there are the

“Industrial and Commeycial Finance Corporation (ICFC), the
Cowriell for Small Firms in Rural Areas (COSIRA) and the &mall
pusiness division of the Scottish Development Agency which
are mll mctive in the field. Taken in conjunciion with the
grants made available under the Industry Acts by the
Department of Industry, it can be seen that mast firms with
a propising and properly researched proposal can appreach
2 fair number of institutions which may be willing to back
them - provided always that the proposal is a fairly
substantial one.

There may, however ke problems for firms with smaliler
proposals, cesting £50,000 or less particularly in urbar
areas. In such cases there is a double problem. The
preparation and presentation of the propesal to potential
backers may be beyond the rescurces of the firm, and the time
and effort involved for the backers in investigating it may well
be disproportiorate to its possible significance to them.
Thig problem is already dealt with to some extent in rural areas
by COSIRA. As well as being able to grant loans of up to
£30,000 for 20 years on mortgage in country arcas and small towns
fwith a populaticn of up to 10,000), this body can alsc deal with
the problem of presenting and appraising projects.

In view of the pressing need to revive the inner cities,
there may be a case for spplying some of the lessons of
COSIRA in selected urban areas,

We are therefore examining the case for new
arrangements to assist firme with posgible ventures
Bying in prep. g and presenting

in dec urban ATeas reparin
their proposals for submigsien to bodies guch as

ICFC. One way of doing this weuld be_to work in

nunjunction with the DeEartment of Industri's Small

Firms Advieory Centres.

Finally, there is the possibility of following the
example of the 5mall Buslinese administration {SBA)} in the USA,
whose major financial effort ir recent years has been its

Guarantee Bank Loan Programme. The essepce of this programme
is that the SBA guarantees loans by ordinary private banks te

see / emall
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emall businesses which meet certain criteria. Such a system
could well mobilise a substantially larger emount of loan
finance for the smaller busirees. In the USA, where schemes
of this kind have been in operation for some time, the programme
generates an anrnual volume of leans of -about £2 billion.

Slavishly copying policies or institutions frow cther
countriee wilthout proper consideration of their relevance
to our own problems and conditions ie = cangerous fashion
of vecent years to which we are determined not to fall prey.
However, the success and scope of the SBA schemes ie
sufficient to suggest that we should examine them carefully.

INCOME TAX

Reduction of the burden of direct taxatien will be giver
the highest priority in the early budgets af the next =
fonservative Government. Not only is our present starting rate
&f Income Tax, ut 34p in the pound, the highest .in the world;
Britain's top rates of tax, at 83 per cent on earned incomre and
98 per cent on investment income Btand out as a beacon of fiscal
sbsurdity.

The next Conservative Goverrment will aim to bring the
tep rate for earned income down to 60 per cent; it will aim
to bring down the starting rate, and it will aim to raise the
levels at which the intermediate higher rates begin tc bite.

All this will be designed to leave a greater share of
national income in the private sector, instead of syphoning it
off through the Budget to be used in supportirg a top heavy
burden of administration and of state interference.

With a top rate of tax of €0 per cent, Britain would
be in line with her main industrisl competitors {Germany
56 per cent, France 54 per cent, USA 5% per cent, Canada
51 per cent). This is not to say that, in the longer run.
it would nct be highly desirable to go further.,

VALUE ADDED TAX

When Lord Barber introduced value Added Tax in 1873,
he wisely chose a single rate rather than a range of multiple
rates such as had bedevilled Purchase Tax. That single rate
was among the lowest in Europe, an easily handled 10 par cent.
Regrettably Mr. Healey has.since made the tax far more
complicated by shifting to a dual rate system - eight per cent and
12% per cent - which actually yields 1léss than the original
figure. . ! . -

In order to cxempt small traders and people with part-
time businesscs, the Conservative Govecnment set an exemption
limit for compulsory registration for VAT at an annual
turnover of £5,000. Since that Ffigure was fixed, price levels
have doubled, and approximately a quarter of a million

.+» [/ enterprises
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enterprises have been dragged into the net, Conservatives
have pressed hard for the £5,000 to be doublaed; scme progress

was made in this year's Finance Bill proceedings, when a compromise

£7,500 was forced ocut of the Government.

A specially appeinted task-force has been reviewing the
working of VAT and has recently reported te the Party. One
of its recommendations involved introducticn of a new optional
basis of agsessment for VAT which would relieve small firms from

much of the administrative burden of the tax. The Committee has

also been looking at the enforcement powers gilven to Customs
and Excise, which have been called into question by a number
of recent casea,

The next Conservative Government will implement the
main recommendations of the Howell committee which are that:

i. We should revert to a csingle positive rate of VAT.

2. The threshold for registration should be increased
' in 1ine with past inflation to £14,000.

3. 7here should be relief from tax in the case of

Jhere SO 0 o e e e

genuine bad debts.

4. Simplified procedures shoyld be introduced which
-would give smei1l firms the option of paying tax
quarterly on an esiimated basie, with adiustment

later on when audited esccounts are available.

5. Powers of investigation and chouiry should be
reviewed, in the context of a general review of

Customs enc Excise and Inland Revenue eoforcement
pOWers.

The VAT system has been the subject of extensive discussion

in the EEC leading to the intrcducticon of an important directive
which came into foree recently. The provisions of that
directive, which touch on the gquestion of pegistration
thresholds, are to be implemcnted over a period of years.

The next Conservative Goverpment will need to ensurg that the
terms are not implemepted inflexibly in a mammer which lowers
the threshold.

CAPITAL TAXES

There is rothing revelutionary in the idea of a tax
&t death on capital accumulated during a life-time. Indeed
the Death Duty system ran for three or four generations before

it was replaced. Vhat is unacceptable about present capital taxation

is that it undermires the whols precass of wealth creatlon.

For example, Capital Transfer Tax as currently levied reduces
the possibility of passing on, from one generation to the next,
any reasonahle sized enterprise whether in industry, commerce or
farming. In so deing, it raipes doubte in peoples' minds as

to whether it is worth while to create, sustain or expand

their business. Capital Gains Tax is of'ten an onerous and
arbitrary tax on 'paper' inoreases in eapital value caused

by inflation and may in addition have te be paid on top of

... / Capital
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Capital Transfer Tax. There i5 something very curlous about
the morality of m tax system which allows large eums to ke
won tax free on the pools but imposes encormous tax penalties
on those who work hard and succesefully to build up a .
businesa.

To make matters etill worse, the Lebour Party intends to go
gt111 further and introduce a Wealth Tax. The Liberal Party
alsc seem to favour this idea. Mo convincing case has been made
for much a tax within our present tax structure and in today's
political climate. As well ae being onerous, it is likely
to be at the very least administratively complex. The uses to
which it could be put by an extreme left-wing Labour Government
scar¢ely need to be spelt out,

In some cases 1t might end up being paid ont of a
businessman's after-tax income. In the case of a Buccessful
firm built up by an individusl, it could well take very large, sums
of money out of the business. The damage it threatens to cause .
Sig likely to be very serious, particularly if it is introduced
fn conditions like today's.

Even without a Wealth Tax, the demoralising effects
of Capitel Gains and Capitel Trenefep Tax are a very serious
matter. We have direct evidence, as must many people throushout
the country, of businesses where these twe taxes have already
deterred expanslofi.

The problems to be tackled therefore go beyond the
character and effects of each capital tax taken separately.
Tt is their joint effect which matters as much as anything.
In order te work out the best golution, the tonservative Party
has established an expert study group which will be reporting
shertly on the ways in which the damaging featuree of these
taxes can be eliminated.

On the basis of their recommendations and the

public's reaction to them, the_next Ceneervative .
Government will introduce early and substantial

changes ic both Capital Cains Tax and Capital

Transfer Tax. Our_objiective will be to recreate

oncé again the conditions in which the successiul

smzll business can survive prosgerouslz between

otie gencration and the next. AC a tater stage

It 18 our intention to carry out a najor raticnalisation

of the whole structure of capital taxatian.

At all times we shall take great trouble to introduce
any reforms after full consultation and adequate netice.
with this es with other kinds of taxation we carnot afford
yet egain the disruption and uncertsinty which have too aoften
characterised fiscal legislation in thie country.

EXPORTING
small firme play an important part in Britain’s
interpational trade and finance, most notably in the services

sector, Some are already major exporters in their fleld -
particularly perhaps some specialised manufacturing businesses.

wis / One of
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One of cur major earners of foreign exchange (although not

an exporting industry in the normal sense) is Tourism, which consists
of countless small businesses throughout the country. ~ Many

firme, though not exporters themselves, are suppliers of key
compenents and servicea to the bigger manufacturing firms which

are in the front-line of the export trade.

With the growing epportunities in Europe and the Middle
East, there are important and growing opportunities
Br emall firms as direct exporters. It is aignificant
that smaller firms are featuring prominently In the (uecns
Award Scheme. Between 1971 and 1974, firmes exporting less
than £1 millior a yesr increased their share of awards from a
seventh to over mr third. In 1974 nearly half the awards
were won by firms employing fewer than 200 people.

Some of the obstacles which at present prevent some
. small firms from exploiting the potential of overseas markets
S(as the best already do} are unfamiliarity with the assistance
offered by Government, the complications of firancing and the
bureaucracy involved. Accordingly, we shall:

1. Ensure that the full range of facilities cffered
by the Expori Credits Guarantes Department (ECGD),
the Department cf Trade and Gther Orpanlaatlons

* gorcerned with assisting exporters are preperly

pubilicived and explained to smaller businesses.

2. Consider carefully whether there is a case for
improving ECGD Facllities such as pre-shipment

finence and performance bonds.

FAIR COMPETITION

Challenge to an established business by a competitor is

. invigorating and beneficial to the consumer. It.is the spur
which most frequently leads to improvement of preoduct or
service. That iz one of the reascns why Conservative
Governments have heen keepn to prevent monopclies from
developing and why we acted in 1973 to strengthen anti-moncpoly
legislation. That is why we have fought every socialist
attempt to create state monopolies shielded from the need to
improve thelr services and to raise their efficiency by the
abserice of competition.

However our commitment in favour of competition naturally
involves ‘oppogition to unfair conditions of competition,
whether from private, sftate-run or. etate-subsidised
organisations. ¥We are therefore.concerned not only about the
growing trading activities of local authorities, but also
embout extension of the activities of the Nationalised Industries
into manufacturing and distribution. This provides growing
oppertunities for unfair competition.

We shall thercfore make gsure that the safeguards

gzainst unfalr competition from Nationalised
Industries are adeguate and that they are properly

erforced.

o Wa mTa
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We mre not satisfied that Government departments
supply sufficisnt informaticn to small firms on opportunities
to tender.

We shall make sure that Government departments

make the opportunitieg o tender widely available
to small firms.

Sometimes small traders nostelgically ask for & return
to Resale Price Malntenance {RPM}. The system was already
breaking down in many areas pefore legislation officially
ended it. But, more to the point, small shops survive partly
because each can offer its own pattern of service, tallored
to the srea and customers it serves - for example credit
facilities, delivery, opening houre, specialised stock, end
after-sales service. These extrag cost money, and the size
of the profit margins they dictate will and should vary from®

+ one shop to the next. It would therefore be wrong and damaging

if small busineeses were compelled to sell at fixed prices, .
reflecting & low and fixed mark-up apprepriate to a cash and
carry store which does not provide these additienal advantages.

A more legitimate area of compleint is that some suppliers
vary thelr discounts for orders of equal size, thus unfairly
favouring certain customers. i the United States, this
practice is unlawful under the Robinson Patmen legislation.

This may net be the ideal method, but we are
investigating this and other ways of meking
tradiqgipractices more fAair.

THE PROPRIETARY COMPANY

The limited company has been with us since the mid~
nineteenth century. pecause of the pretection it allows the
invester, additional investment and risk capital have been
forthooming to the great benefit of the economy. .

There are over 1.5 million limited companics in existence
today . The same lew applies to all; from the giant irternaticnal
concern to the village englneering works. Since the Secialiats*
Companies Act of 1967, even the emallest of these enterprises has
peen obliged to disclose information in virtually the same way
83 the large corganisation. This is not as self-evidently
desirakle ac it may seem.

No one disputes that companies in which the public are
invited to invest should disclose the information reguired if
putside investors are ta be put in = position to make a proper
appraisal of ‘the way theip money iz being used. But small
family businesses are not scliciting outside funds in this
fashion. The need to comply with the requirements of the
Companies Act is naturally the cause of a considerable amocunt
of wark, But, more important, it may actually be havmful in
pome circumstances. The compulsory disclosure of, for example,
tyrnover and profit figures for a one-plant firm may be helpful
to a larger competitor who, with several factories; may

... / legitimately
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legitimately be able to bury detailed informatien about any ona
of his plants in the overall totals for hia firm. Anather
example is that of the one-product company, marketing in
competition with continental or Japanese manufacturers. These
are able to pick up clues sbout how to undercut its export trade
while not having to disclose any useful information about
themselves.

In addition %o the requirements of the Companies Act, the
small firm ie engulfed in & growing mass of burdensome
regulatione, many of which are particularly onerous.

For taxation purposes, we already recognise that =small
companies are different. It is appropriate to extend this
principle where possible.

Tt is for this reason that we propose careful
. examination c he ldea of @ new type of limited
% CompAny, Which we have called the Proprietary
Company, which will reflec the different
charscteristics and needs of pmaller firms.
Introduction of the 'Proprietary Company', or alternative
changes ir company law, could in due course provide a way of
easing the burden of some regulations and make easier the
introduction of a tax regime more suited to the needs of the
genuinely independent small business. In censidering this
propesal, we in Britain will have lessons to learn from our
colleagues inh the EEC with their more versatile company law
structure,

Naturally we shall now carefully consult experts and
interested parties since this is & proposal on which outside
advice and ideas will be of particular value. The key
questions are how the new kind of company is te be defined,
what kind of advantages it could be given and how genercus they

. might be, both whether and how far they should go beyond
fiscal matters and company law, for example to embrace the
vexed problems of "Government over-hesdsg™ to which we now
turn. A

THE OVERHEADS OF GQVERNMENT

As the tentacles of Goevernment have spread further into
industry, bureducracy has become B growing and more intolerable
burden. fluegtionnaires, ferms and regulations have ell
multiplied inordinately, absorbing more time and manpower and
diverting management from more productive activities.

While the effects are increasingly being felt throughout
industry {the cry 'get off ourbacks' is uriversal now}, the
smaller the company the bigger the problems. Unlike the large
firm with its many specielist departiments, the small company
1acks the staff and skills to carry out the extra tasks demanded
of 1t. So responsibility for dealing with this grouwing burden
of work falls mainly cn the 'hass'.

e« o / To glve



To give just o few examples, conplex regulations of thess
toplcs exist:

Enployment, Sheps, Factories, Offices and Rallways
Premises; Price and Profit Controls; Training Boards; Labelling
Regulations; Consumer Protection; Hire Purchase and Credit
Trading Licences and Regulations; the Trade Descriptions Act;
weges Councils; the Factory Actzj Fire Repulations; Contracts
of Employment; Redundancy Payments; Health and Safety at Work;
Equal Payj Compulsory Insurance legielation; Race Reletions
and Sex Discriminatien legialatian; Multi-Rate VAT; Trade
tnions and Labour Relations.

In addition, in 1975 the Department of Industry sent out
780,000 forma to husinesses and the pepartment of Trade sent
out 344,000 te distributive and service industyries.

Leglalaticn and regulation of such matters are indispensable

in any civilised society. But that does not mean that every such .

law or rule must necessarily be accepted unquestioningly, haowever
“aomplex it may be in its own right and regardless of the costs

to the economy involved in its implementation, Thé cumulative

effect of the scale of igsues covered, the complexity of the

legislation and the burdenz and costs 1t invelves have grown

recently to critical levels which divert and blunt the energies

of small firme and rob them of time which should be deveted

to runting the businees

The Comservative Party is already anesﬁigatigg
mvE of reducing the burden of lemislation and

Wi
regulatiofn, which apart Trocm the damage it causes
industry, iz costing growing sums of publiiec money.

vle believe that our investigations = which we shall
continue when we are in Government - will make it possivle for
the first time to reduce significently the impact of Gevernment
on industry, particularly where small firms are concerned. .

We shall ensure that forms arnd notices sent cut by
GCovernment Departments and agencies state clearly at the froat
to whom they zpply and whether they are compulsory.  Apart
from keeping a watchful eye on requests from the Common
Market Commission, we shall keep a close check on the
gathering of new statistics by Government Nepartoents.

To cut down on existing paperwork, we shall carefully
examine siltuations in whieh almost idential questionnaires are
gent out by different agencies., We shall also look into the
feagibility of using more sempling techniques, and the possibility
of streamlining returns by using multi-purpose forme. our
propesals on VAT simplification will also lead to major reductlens
in paper-work.

EMPLOYMERT

with every day that the Labour Government stays in power,
the prospects for employment grow dimmer. The need for new
sources of jobs becomes sver more urgent. But little or
pothing is done to create secure and well-paid opportunities on
the scale needed to offset the manpower reductions in declining

/ sectors
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sectors and areas, let alone to absorb our steadily growing
lebour force. With the Sovernment almost exclugivaly
preoccupied with short-term palliative schemes deslgned to keep
veople off the unemployment register, it is high time that
attention wer shifted back to the fundamental ispues which
really decide whether employment will grow or contrect.

For a variety of reasons we believe that most larger
Tirms mre unlikely to be large recruiters of manpower in the
foreseeable future. It is almost certainly going to be easier
to encourage smaller firms to teke oo more people.

A mafor deterrent to the expanslon of jobs in smaller firms
iz the number and complexity of recent regulations governing
termo and conditions of employment and employee righte. No
one would wish te restrict the rights of employees, whether in
small or large firms, But it is possible that the cost of
some rights underwritten by legislation is proving so e

. prehibitive to employers that the most fundamental right of all
\19 Jeopardiscd, namely the right to work. The censequence of
this could well be much more important then is generally realised.
For if every smaller businees in the country recruited just one
extra employee, the dole queues would be dramatically cut, perhaps
by a half.

The Lebour Government appears to understand neithar how
a emall’ firm operates, nor the potential eontribution to
employmert that small firms collectively could make. Time
and again during the passage of the Employment Protection Act, -
we sought epecial consideration for small firme - for example,
over the provisions for maternity leave, and 'time off' for
trade union or public service duties. This was not because
we wanted Lo penalise employees,.but because we feared that
otherwise jobs would be lost and pay packets would be smallep.

We are now moniterine the effect of this
legisiation and, our _fears prove Justified,
. we shall on cur return to Government ametd Lt

wherever necessary after proper cansultation with

interested bodies. B

Another iszsue of ceneiderable importance centres on the

growing number of appeals to industrizl tribunels, particularly
of unfair dismissal cases, While we fully support the basic
right of all employees In this respect, many small firms,
particularly in the contracting industry, are anxious about the
way the system currently operates.

He are seecki as much evidence as ssible on
the Eractical operaticn of this legisiation to

gee £f a review Ja Decesaary.

We have also been disturhed by examples brought to our
attention of apparently frivolous and vexatious cases which
find their way to Tribunals, The preliferatior of such cases
harms both the employers and the amployee, Time ia wasted,
the course of justice i obstructed, and unnecessary cexXpense ia
caused.

=:s / 1If experience
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If experience shows abuse to be widgsErendl we
shall seek to take steps to protect those
penalised by unreasonsble claims.

Training Boards

We reassert our belief in the importance of training and
the Tralning Board System, but we recognise toc that the very
small firm is generally unable to benefit much from it. We
shall therefore continue the existing exemptiorns from levy
established under the Industrial Training Act.

Many working preprietors whose firms do come within the
scope of the levy syetem cannot afford the time off to benefit
frem Training Board activities. Moreover, frequently their
prime need is not so much trade skills as assistance in such
arcas as administration, aceounting or marketing which are

\unlikely to be covered by their Training Board. .

We shall therefore allow smaller firme subject to

the levy to reclaim a portion of thedr contribution

Tor management,; adviscry snd consultancy services.

Most Boards assess the basis for exemption according to
the payroll of the firm., It seems likely that the effect of
inflation oh weges and salaries has swept some firms that are
really too small to benefit into the levy/grant system. Between
1874 and 1975, levy exemptions went up on average by 17,3 per '
cent whereas in the same pericd wages rose by 25.5 per cent.

We believe therefore, that spplications from training
boards for levy orders should teke into account the

effect of intiation on exemption levels.

THE VOICE OF THE SMALL FIRM AND THE SELF-EMFLOYED

% We therefore believe that these organisations which .
represent small firms and the self-employed should cpnesider
whether it might not pay to estabiish some kind of liaison (ongan -
committee, If it can be set up on a stable and representative sa;:lin
basis, the next Conservative Government would wish to consult the rnew,
wide range of issues of legitimate concern to the smaller buainess.
If a soundly baced relationship can be thus developed, we would
wish to consider whether the new organieation should be given a

part to play in the affairs of the National Economic

Develepment Office and Council.

In almost all matters in which British Governments seek
to consult worker and employer interests, the important contacts
are largely or wholly with the Trades Unlon Congress or the
Confederation of British Industry, HNeither organisation would
cleim to speak for the interests of the self-empleyed and the very
small business, whe are represented by a number of competing
organisations which beth are unlikely te¢ unite and would probably
lose by doing sco. But for purposes of contacts with Government
ot Parliament such unbridled divereity is undoubtedly a major

{* This paragraph should be read after line 6, ending ‘‘smaller
busincss commnity’ on the following page)
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handicap. Without some kind of umbrella orpanisation

or liaison compittee, the task of making united representations
to Parlimment or Government is impossible, and it is very
difficult for the authorities to obhtain coherent guldance when
for their pari they wish to seek advice from representatives of
the smaller busipese community. )

The need for small firms to have a voice within government
led to the Bolton Committee's recommendaticn for the creation
of a Division within the Department of Trade and Industry,
and the desigratien of a new Minister. The Conservative
Government appointed the first ever Minipter with special
recponeibility for small firms and the Labour Government has
gontinuad the appointment.

This pew arrangement has not, however, prevented the
Labour Covernment from introducing a whele range of damaging
measures; Hulti-Rate VAT, Capital Transfer Tax, the new
Hational Insurance Surcharge, complex legislation such as -
v the Employment Protection act, the nctivities of the Price
Commission, growing form-filling and more bureaucracy.

It iz therefore tempting to gonclude that present
arpangements are unsaticefactory and that there may be a case
for up-grading the Minister's status, perhaps creaiing a
separate department with responsibility for small businesses,
or ever doing both, We believe this to be a false diagrosis,
fer two reasons. The spate of undezirable regulatior and
legislation Imposed by the Labour Government is doctrinaire
in inspiration, and much of it was dictated by a few trads
unicn leaders under the terms of various stages of the Social
Contract. It is the natural and ipevitable product of the
philesophy of the Labour Party and its constituent power
“groups., Ne institutional arrangements of the kind propcsed
could have made any significapt difference to what has been
done .,

The other factor copecerns bureaucracy. Small firms are
in most respects s microcosm of our economy, indeed of our
seciety. Once their interosts are instituticnalised ip
Goverrment beyend a certain poeint, one creates ciroumstances
in which & vast rapge of Government activity has to be
analyaed and "second-guessed" from the small~businee point
of view. This would he a prescriptior for frustration,
expense, delay and inefficiency. No one weuld gain from if,
not oven the small businesses themeelves.

whot is needed rather is a Governmert whose
whole philosephy and whose policies have the
Interest of smalier enterprises at heart.
Concerh for the small businese secter and
the self-empioyed should not be an occasional
apologetic af Eer-tnouzht - t should take its
Tace maturally at_ the heart of our economic
=nd Induetrial strateay.
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A VITAL PART OF QUR STRATEGY

Concerr, for small businessee ks pot, as we have argued
our excluzive concern in econcmie management. But it is &
vital part of our total etratepy for putting Britain back on
£he road to recovery. The purpese of this document 1z tc
put forward fer discussion come propesals which make up part
of that strategy. Ye hope they will provoke debate and that
the response to these ldeas will help us to improve then, so
that they can i time form part of that stable, workable
and humane framework in which enterprigse can flourish.

-
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