
PRIME MINISTER cc Mr. Wolfson 

Mr. Gow 


Meeting w i t h the C h a n c e l l o r 


There are three t o p i c s which I t h i n k you might d i s c u s s w i t h 

the C h a n c e l l o r tomorrow 

( i )	 Perks; 


( i i )	 C h a n c e l l o r ' s speech on Saturday; 


( i i i  )	 Appointments (new c h i e f economic a d v i s e r , new Chairman 

of the Revenue, and second Government D i r e c t o r f o r BP). 


Perks 

I understand t h a t you i n t e n d t o r a i s e t h i s i n Cabinet; you 


w i l l want, i f p o s s i b l e , t o agree a l i n e w i t h the C h a n c e l l o r i n 

advance. 


There	 are two separate, though r e l a t e d , i s s u e s 

( i ) the t a x a t i o n of perks 


( i i )	 whether we should do anyt h i n g t o encourage businesses 

to reduce the perks which they p r o v i d e , and pay cash 

i n s t e a d . 


There i s a good case i n p r i n c i p l e f o r t a x i n g perks on the b a s i s 

of t h e i r r e a l v a l u e . The i s s u e i s one of p r e s e n t a t i o n and t i m i n g . 

You were understandably annoyed by the Revenue's c o n s u l t a t i o n 

document ( f l a g A) on car and p e t r o l b e n e f i t s . I f looked at i n 

i s o l a t i o n from t a x a t i o n g e n e r a l l y , the argument i n favour of r a i s i n g 

the company car s c a l e s and t a x i n g the f r e e p e t r o l which e x e c u t i v e s 

r e c e i v e i s s t r o n g indeed. The present system i s i n e q u i t a b l e , 

i s c o s t l y i n terms of revenue foregone, and encourages the 

uneconomic use of p e t r o l . The i n d u s t r i a l argument - th a t the 

present system h e l p s t o p r o t e c t our motor i n d u s t r y - i s a good 

de a l weaker now th a t b u siness purchases make up 70% of a l l c a r 

purchases and i n c r e a s i n g l y i n v o l v e imported v e h i c l e s . But any 

move must take p l a c e - and be seen to take p l a c e - as pa r t of our 

o v e r a l l tax s t r a t e g y . Any d e c i s i o n t o make changes before the 


/next	 Budget 




^ next Budget, even i f only implemented i n 1980/81, w i l l be taken as 

a negation of t h i s year's tax c u t s . I t i s a l s o q u e s t i o n a b l e whether 

an Order i n the autumn would get through the House. 


No t w i t h s t a n d i n g your c o n v e r s a t i o n w i t h Mr. Lawson l a s t week, 

the Treasury may s t i l  l p ress f o r an e a r l y Order at l e a s t to r a i s e 

the car s c a l e s i n l i n e w i t h i n f l a t i o n s i n c e they were l a s t r a i s e d 

w i t h e f f e c t from A p r i l 1978. For an e x e c u t i v e on £9,000 p.a. w i t h 

a medium-sized car t h i s would r a i s e h i s tax b i l  l i n 1980/81 by about 

£35 - a not i n s i g n i f i c a n t amount a g a i n s t the £200-300 income tax 

b e n e f i t which he w i l l have r e c e i v e d from t h i s year's Budget. A l t e r n a 

t i v e l y , the Treasury may press f o r an e a r l y Order a f f e c t i n g j u s t 

high income ea r n e r s . 


My own view i s t h a t there should be no a c t i o n before the next 

Finance B i l l  . An e a r l y statement to t h i s e f f e c t would be d e s i r a b l e . 

Angus Maude has suggested t h i s should be put out tomorrow. However, 

John Methven (see David Wolfson's note at F l a g B) i s anxious that 

we a v o i d a panic r e t r e a t . He suggests that the C h a n c e l l o r c o u l d 

c l a r i f y i n response to a CBI l e t t e r next week: t h i s would then be 

seen as a response to c o n s u l t a t i o n w i t h the main employer body. (At 

F l a g F i s a l e t t e r from the I n s t i t u t e of D i r e c t o r s , h i g h l y c r i t i c a l 

of the c o n s u l t a t i o n document. I w i l l p r o v i d e you w i t h a d r a f t r e p l y 

i n the l i g h t of your d i s c u s s i o n w i t h the C h a n c e l l o r . ) 


As regards the amount of perks p r o v i d e d by b u s i n e s s e s , you were 

sympathetic to the i d e a of a c t i o n to reduce them. The CBI were 

c o n s i d e r i n g t a k i n g t h i s up w i t h t h e i r members, and Departments have 

been l o o k i n g at the perks p r o v i d e d i n n a t i o n a l i s e d i n d u s t r i e s . 


Apart from the tax avoidance aspect, the arguments a g a i n s t perks 

are t h a t they are d i v i s i v e and cause i m m o b i l i t y - f o r example, when 

mortgages are s u b s i d i s e d . On the o t h e r hand, i  t can be argued t h a t 

i f businesses want to pay i n k i n d , and t h e i r employees l i k e i t , 

they should be l e f t t o do so. 


Perks w i l l continue to grow i n the p r i v a t e s e c t o r u n t i l they 

are p r o p e r l y taxed. Rather than exhort companies to reduce t h e i r 

p e r k s , we need to concentrate on g e t t i n g the tax arrangements r i g h t 

( s u b j e c t to the t i m i n g / p r e s e n t a t i o n a l p o i n t s mentioned above). 


/ We c o u l d 
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We c o u l d put pr e s s u r e on the n a t i o n a l i s e d i n d u s t r i e s to 

reduce t h e i r perks before we move on t a x a t i o n . On the whole, I 

t h i n k i t would be b e t t e r not t o . Any move i n t h i s d i r e c t i o n 

would make us open to charges of d i s c r i m i n a t i o n ; and the a b o l i t i o n 

of c e r t a i n perks (e.g. conc e s s i o n a r y f a r e s f o r BA employees, f r e e 

c o a l f o r miners) would be c o n t e n t i o u s . 


C h a n c e l l o r ' s Speech 

You have seen John Hoskyns' d r a f t . The main q u e s t i o n i s 


whether i t i s perhaps too " c o n f r o n t a t i o n a l " . Mr. P r i o r ought 

to have a chance t o comment. 


A d d i t i o n a l p o i n t s which the speech might cover 

( i )	 the PO computer o p e r a t o r s s t r i k e which w i l l c o s t the 

taxpayer £75m i n i n t e r e s t charges on unpaid b i l l s . 


( i i )	 s h i p b u i l d i n g . We have been g e t t i n g a bad press on the 

BS c l o s u r e programme. The unions are making the 

running because the p u b l i c don't understand t h a t 

(a)	 the Government has been paying the wages of our 


s h i p y a r d workers; 


(b9	 there are no o r d e r s ; 


(c)	 o t h e r c o u n t r i e s have c o n t r a c t e d t h e i r yards, 

w h i l e we have not. 


( i i i  )	 r e a f f i r m our m o n e t a r y / f i s c a l stance - e s p e c i a l l y r e l e v a n t 

as the new pay round gets under way. 


Appointments 


( i )	 C h i e f Economic A d v i s e r - see Ian B a n c r o f t ' s advice at 

F l a g C. 


( i i )	 Second d i r e c t o r f o r BP - see F l a g D. 


( i i i )	 Chairman of the Revenue - see F l a g E. Ian Ba n c r o f t i s 

c o n s i d e r i n g o t h e r names and w i l l r e p o r t back. But you 

w i l l want t o know the C h a n c e l l o r ' s views (and Lord 

C o c k f i e l d ' s who w i l l be s t a n d i n g by). 


U 
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