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PENSIONS CAP: MPs AND OFFICE HOLDERS 	
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Mr Luce 	 Mr Jefferso mith 
Mr Riley 	 V 
Mr P Sedgwick 
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Mr Macpherson 
Mr Gilhooly  
Mr Dixon 

Miss J C Simpson 	C) 	 , 	el  

Mr Call 	 6  tr/ VCV.  '  ViiS 1 j (\i4C  

Mrs Chaplin 
Mr Tyrie 

Mr Sheridan 

psp.bh/2.3cap2  
BUDGET CONFIDENTIAL 

cc: Treasury 

Chief Secretary 
Financial Secretary 
Paymaster General 
Sir T Burns 
Mr Anson 
Dame Anne Mueller 
Mr Wicks 
Mr Hardcastle 
Mr Byatt 
Mr Scholar 
Mr Culpin  

FROM: D W RAYSON 
DATE: 2 MARCH 1989 

Inland Revenue 

Sir A Battishill 
Mr Beighton 
Mr Isaac 
Mr Painter 
Mr G Bush 
Mr Corlett 
Mr Kuczys 
Mr Hinton 

Customs and Excise 

I should have covered the position of MPs, the Speaker, the 

Lord Chancellor and the Prime Minister in my note of 28 February. 
I am sorry for the omission. 

For MPs, there is power (following the Parliamentary Pensions 

Act 1987) to make regulations before the "appointed" day. None 

would currently be caught by the cap, but might be in future. 

31-• 2. -; 
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410 3. 	The pensions of the Office holders, (who are not part of the 

Parliamentary scheme) are governed by the Parliamentary Pensions 

Act 1972. There is no power to make regulations. 	Following the 

TSRB Report in 1988, it has been agreed that there should be 

primary legislation to amend the Act. A legislative shot has been 

agreed for 1989/90 but, if Parliamentary time permits, the Lord 

President would like to take it this session. 	The Bill could 

include provision for the cap. 

D W RAYSON 
Superannuation Division 
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PM/89/005 

THE PRIME MINISTER 

Future of Hong Kong and Shanghai Banking Corporation 

I am writing to seek your agreement and that of 

colleagues that I should authorise the Governor of Hong 

Kong to initiate discussions with the Hong Kong and 

Shanghai Banking Corporation (HSBC) about the Bank's 

future. 

You will recall the detailed discussions that took 

place in November 1986 about the proposed merger between 

the HSBC and the Midland Bank. We decided that in view 

of the political impact that such a merger would have in 

Hong Kong and the penalties for Hong Kong of raising the 

issue with the Chinese at this stage, the proposal could 

not be allowed to go ahead. But we also recognised that 

the problem would not disappear and that the Government 

would be faced in due course with an attempt by the HSBC 

to secure its future. The considerations behind our 

decision were set out in Charles Powell's letter of 

26 November, 1986. 

/3. 
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In November 1987 we decided that we should raise no 

objections to an agreement between the HSBC and the 

Midland Bank whereby the HSBC acquired a 14.9% 

shareholding in the Midland Bank. That arrangement, 

which was described in detail in Tony Galsworthy's letter 

of 12 November 1987 to Charles Powell, fell within the 

limits of what we had previously told the Chairman of the 

HSBC would be acceptable to us in political terms, and 

which made very good sense in commercial and banking 

terms. Part of the agreement between the two banks was 

that the HSBC would not increase its stake for 3 years 

(ie until the end of 1990). 

In the meantime, as we agreed in November 1986, we 

have authorised the Hong Kong Government to embark on a 

confidential dialogue with the Chinese Government about 

the banking and financial system of Hong Kong. Three 

rounds of detailed talks have been held, and we have 

passed to the Chinese side a sexies of papers on various 

aspects of Hong Kong's banking and finance system, 

including the role of the HSBC. This dialogue has gone 

well and the Chinese authorities have indicated that they 

value it. We believe that we are making good progress in 

this educative process; but it is clear from comments 

made by the Chinese to us during those meetings, and from 

the nervous Chinese reaction to the news of the 

acquisition by HSBC of a stake in Midland Bank, that they 

remain very sensitive indeed about the position of the 

HSBC in Hong Kong and would be resistant to any change in 
the status quo. 

/5. 
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As we expected in 1986, however, the problem of the 

HSBC's future has not gone away. The management of the 

Bank are becoming increasingly concerned about the 

implications of its present position. The Chairman, 

Mr Purves, has recently spoken forcefully about the 

subject to Simon Glenarthur. In essence, the Bank's 

problem is that the approach of 1997 makes it 

increasingly vulnerable to adverse political and economic 

developments in Hong Kong and that it is therefore 

difficult for the Bank to develop a long term strategy. 

The Bank claims that the international financial 

community is becoming increasingly aware of the HSBC's 

potential vulnerability; and that it is already 

experiencing difficulty in obtaining a proper credit 

rating to facilitate its long term borrowings in the 

international market. 

The advice of the Governor of Hong Kong is that these 

problems are genuine and must be taken seriously. He has 

also pointed out that the HSBC is about five times the 

size of the Exchange Fund, which is disproportionately 

large compared with the resources available to the Hong 

Kong Government (or the future Hong Kong Special 

Administrative Regional Government) to support the Bank 

if it ran into difficulties. The continuing expansion of 

the HSBC's business overseas will exacerbate the problem 

by increasing the contingent liability on the Hong Kong 

Government as the supervisory authority and lender of 
last resort. 

/7. 
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The Governor believes that the time has now come to 

begin to tackle these problems. I fully share this view. 

The three year freeze on the further development of the 

HSBC's relationship with the Midland provides both a 

breathing space in which to begin working towards a 

solution and in effect a deadline by which such a 

solution must be found. Mr Purves' discussion with 

Simon Glenarthur is a clear signal to which I am sure 

must respond. If we do not, there is a real risk that we 

would find ourselves forced to react to a unilateral move 

by the Bank in or before 1990; or alternatively that 

there could be a highly damaging crisis of confidence in 

the Bank as 1997 approaches. 

The Governor envisages establishing a very restricted 

working group which would hold a series of discussions 

with the Bank in Hong Kong in strict secrecy. There 

would have to be a clear understanding that the 

assurances that Mr Purves has already given about 

unilateral action without prior approval would be 

strictly adhered to; that in any solution the 

headquarters of the HSBC must remain in Hong Kong; and 

that the solution should not require an amendment to the 

existing HSBC Ordinance (such a change would have to be 

enacted by the Legislative Council, which would put the 

issue in the political arena in a very unhelpful way). 

The first aim of the dialogue would be to establish the 

Bank's current thinking about the future and to make 

/clear 
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clear how we see the political dimension to the problem. 

In subsequent meetings the Governor would seek to 

establish possible strategies and a preferred option. It 
would be prudent to put down a marker at an early stage 

that any greater participation by HSBC in Midland or any 

other UK based bank, or any establishment of a holding 

company in London, will raise supervisory questions for 

the Bank of England which will require careful 

consideration. 

It will be necessary at a later stage to tackle the 

problem with the Chinese. This will be a long and 

difficult task. But it would be premature to begin that 

process until we have a much clearer idea of what our 

preferred solution would be. In the view of the 

Governor, such a solution would almost certainly have to 

involve the HSBC becoming either a branch or a subsidiary 

of an entity based in London or one of the other main 

financial centres. But it would have to be clear that 

the HSBC itself, plus its Hong Kong assets and 

operations, would remain with their headquarters in Hong 
Kong. 

I am keen that the Governor should initiate the 

dialogue with the HSBC as soon as possible. Mr Purves 

will be coming to London on 7 February and it would be 

desirable if the Governor could speak to him in Hong Kong 

before he leaves. I propose to instruct him to do so 

along the lines of the attached telegram. 

SECRET (ORIEL) 
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11. I am copying this minute to the Chancellor of the 

Exchequer, the Governor of the Bank of England and to 

Sir Robin Butler. 

(GEOFFREY HOWE) 

Foreign and Commonwealth Office 

3 February 1989 
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?understanding that the Bank would not take unilateral action 

3 without prior approval from HMG: 	that, in any solution, the 

4 headquarters of the Bank must remain in Hong Kong: 	and that any 

solution must not require an amendment to the HSBC Ordinance. 

t 3. 	Ministers take the view that it would be unwise in the 

7!initial stages of the dialogue for you to put forward any 

specific suggestions about possible solutions. It would be 

preferable for such suggestions to come from the Bank, once we 

had made clear the political parameters in which a solution would 

have to be found. 	They should also be warned that the Bank of 

England will need to look very carefully at the supervisory 

implications of any solution involving greater participation in a 

UK bank or establishing a holding company in London. 

Ministers attach importance to our continuing confidential 

dialogue with the Chinese on financial and banking matters in 

Hong Kong. This should continue to be helpful in educating the 

Chinese about the realities of Hong Kong and the Hong Kong and 

Shanghai Bank's position. 	But they do not think it would be 

desirable to explore, even tentatively, possible solutions until 

we ourselves have a much clearer idea of what form the solution 

is likely to take. 

Please take an early opportunity to speak to Purves nn the 

lines set out in paragraph 2 above. 
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From :DLCPeretz 
Date : 3 February 1989 

CHANCELLOR OF THE EXCHEQUER cc Sir P Middleton 
Mr Wicks 
Mr Odling-Smee 
Miss O'Mara 

FUTURE OF HONG KONG AND SHANGHAI BANKING CORPORATION 

You will remember the recent telegrams from the Governor of Hong 

Kong (telegram numbers 006 and 007 of 3 January). 

The Foreign Secretary's minute of 3 February follows a 

meeting ten days ago between FCO, Bank of England and Treasury 

Officials. 	You will see the Foreign Secretary now arrPpts that 

the present position of the HSBC will not be sustainable in the 

run up to 1997. He proposes exploratory talks in Hong Kong to try 

to identify possible solutions that might be saleable to the 

Chinese. 

As you yourself said of the earlier telegrams from the Hong 

Kong Governor, the Foreign Secretary's change of heart on this 

since 1986 is welcome, if belated. 

I should just note there have been some other changes in 

position since 1986:- 

(i) It is not at all clear that Midland would still be as 

interested in a full merger, were it on offer, as they 

were then. 



• 	(ii) The Bank of England have become more concerned than they 
were about the potential problems of supervising a bank 

holding company in London, with the Hong Kong and Shanghai 

Bank as one of its principal assets. They still think 

this will be manageable, but this explains the last 

sentence of paragraph 3 of the draft telegram. 

5. 	I attach a draft minute for you to send to the Prime 

Minister, welcoming the Foreign Secretary's proposal, and noting 

that depending on what solutions the HSBC and Hong Kong 

Authorities between them manage to identify, we may need later on 

to review the preconditions laid down in the last sentence of 

paragraph 2 of the telegram. 

D L C PERETZ 
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PRIME MINISTER 

SECRET (ORIEL) 

FUTURE OF HONG KONG AND SHAGHAI BANKING CORPORATION 

minute tq you 

reca464A  that 

proposed, to use the present 

solution. 

sustainable as 1997 

I very much welcome the initiative Geoffrey Howe proposes 

of 3 February. 	As you know, I have 

the current •osition of the HSBC i 
3 

I am sure it is right, as 

breathing space to try to find a 

in his 

always 

be 

I do not think we should lay down, in advance, any absolute 

preconditions for an acceptable solution. We should take stock 

once we know what the options are. But I am content for the 

initial talks to take place on the basis described in the last 

sentence of paragraph 2 of the draft telegram attached to Geoffrey 

Howe's minute. 

I am copying this minute to Geoffrey Howe, the Governor of the 

Bank of England, and Sir Robin Butler. 

D C PERETZ 
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10 DOWNING STREET 

From the Private Secretary 
LONDON SW1A2AA 4 February 1989 

CH/EXCHEQUER j 

ACTION  Me  Pee erZ  
COPIES 

TO 5;2 P M.001.6T-010 

oairkx. 	,  tk4.55 0:440 

REC. 06 FEB1989 glo 

FUTURE OF THE HONG KONG AND SHANGHAI BANKING CORPORATI)N 

The Foreign Secretary minuted to the Prime Minister on 
3 February proposing that the Governor of Hong Kong should 
be authorised to open discussions with the Hong Kong and 
Shanghai Banking Corporation about the Bank's future. A 
telegram of instructions to the Governor was attached to the 
minute. 

The Prime Minister agrees that the Governor should be 
instructed to open discussions. 	She does not think, 
however, that we can really circumscribe the discussions as 
much as paragraph 8 of the Foreign Secretary's minute 
proposes, at least not to the point of requiring acceptance 
of our conditions as the basis for opening discussions. The 
first of the conditions - that the Bank would not take 
unilateral action without prior approval from HMG - is as I 
recall already in operation and therefore only needs to be 
confirmed. But the other two conditions - that the 
Headquarters of the Bank must remain in Hong Kong and that 
any solution must not require an amendment to the HSBC 
Ordinance - might be expressed as aims rather than as 
absolute conditions for the opening of discussions. 

This would require some amendment to paragraph 2 of the 
draft telegram of instructions. The fourth and fifth 
sentences might be changed to read: 

"We expect the Bank to 'maintain its commitment not to 
take any unilateral action without prior approval 
from HMG. You should also aim to secure their 
agreement that any solution must provide for the 
Headquarters of the Bank to remain in Hong Kong, and 
must not require an amendment to the HSBC 
Ordinance". 

You may wish to consult Stephen Wall about this during 
the weekend. Subject to any points which he wants to raise, 

SECRET (ORIEL) 
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• 
the telegram to Hong Kong can issue. I am at Chequers 
tomorrow if required. 

I am copying this letter to Alex Allan (HM Treasury), 
John Foot±mc-ig (Bank of England) and to Sir Robin Butler. 

fIcIA4- 

CHARLES POWELL 

The Resident Clerk, 
Foreign and Commonwealth Office 

SECRET (ORIEL) 
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BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

FROM: N I MACPHERSON 
DATE: 9 February 1989 C.- 

CULPIN 

M7CELLOR 

CC: 

6A*1- 

Pc\d ljN-j°  
NI)  

Cf VC\  

Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Dame Anne Mueller 
Mr Wicks 
Mr Hardcastle 
Mr Byatt 
Mr Scholar 
Mr Riley 
Mr Sedgwick 
Mr Gilhooly 
Mr Matthews 
Miss Simpson 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

Sir A Battishill 
Mr Beighton 
Mr Isaac 
Mr Painter 

)IR 

)C&E Mr Jefferson Smith) 
Mr Unwin 

BUDGET: CONSULTATION WITH OTHER MINIS, 

I attach a list of Budget measures on w4,ch we think you may 

need to consult colleagues. Not included are consultations 

with the Governor of the Bank of England, which are already 

in hand. 

2. 	Are you content? 

BUDGET SECRET 
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BUDGET SECRET 
ccEitilDiGEBILLSTBOULYNEA 

CONSULTATIONS REQUIRED 	 ACTION 

Chancellor to talk to Mr Ridley 
first about general differential 
(mid February) and then about 
details (early March). Mr Parkinson 
and Mr Channon also to be informed. 

NOT TO BE COPIED 
SURES 

Chancellor's 
office to set 
up meeting 

Vehicle Excise Duty Economic Secretary to write to 
Mr Bottomley about minor transport 
starters (mid February). 
Chancellor to write to Mr Channon 
about main VED rates by 20 February. 

FP to provide 
drafts 

Company cars 

Pensions 

need to consult Lord Young, but 	Depends on 
want to anyway. 	 decisions 

lor to talk to Lord Chancellor Chancellor's 
ab 	fect of pension limits on 	office to set 
ju g 	 up meeting. 

S to provide 
briefing. 

FinanciaWSecretary may need to 
	 IR 

consult Mr Maude on allowing people 
to run own personal pension schemes. 
Consultation going on at official 
level first. 

No need to consu 	r Moore on 	 Depends on 
pensions measur 	t may want 	 decisions 
to anyway. 

NICs and subsidised 
mortgages 

b  1\Ar'  

Oil taxation 

Unauthorised 
disclosure 

Mr Moore to be cons ted by late 
February, if decide  t6 	head. 
Meetings with DSS woul 	n take 
place at official leve 	nd 
February onwards). 

Depends on 
decisions 

Depends on 
decisions 

Rent a room 	 Chancellor may want to consult 
Mr Ridley, if decide to go ahead. 

Meeting between Economic Secretary 	EST office 
and Mr Morrison (DEn) on incremental 	to set up 
investment relief in mid February. 	meeting 

Chancellor to write to Prime Minister 	&E 
(copies to Home Secretary, Mr Moore 	j ovide 
and Attorney General) in mid February. 

Abolition of COBO No decision on consultation, but 	FIM 
, 	 Chancellor may want to write to Lord 	to provide 

61-0J\ 	Young.  w..0) draft 
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PERSONAL AND BUDGET CONFIDENTIAL 	 P1') 
FROM: A G TYRIE 

CHANCELLOR 	

A., try  . 	
DATE: 10 February 1989 

P6 	 r, 

tifY>  
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BUDGET OPTIONS I)S11" 
 e/ 	

,14}4' 
( 

‘1C11 	Ai 
A summary of my thoughts following the discussion in Prayers! 

The pensions wheeze. The upside is fairly 

straightforward: 

Taking the basic pension out of tax would be a big 

selling point in the election. 	It would also be an 

attraction to future pensioners. 

It is the only time I can remember the Revenue claiming 

we can get rid of some staff! 

It will get the order papers waving on budget day. 

The downside, as we have discussed, revolves around the 

knock on effects in the benefit system and, to a lesser extent, 

in tax policy. On this it seems to me that there are four 

questions which we need to address: 

Would we be forced into uprating the basic pension? 

The demands would start for this on hvidget day but I 

think we could stick to our policy of uprating on prices 

if we were prepared to buy off opposition with further 

top-ups to the Lawson scheme. 	(After all, you could 

argue that the Lawson scheme was the right vehicle 

because, with the abolition of the earnings rule, any 

increase in the basic pension would give large dollops to 

the rich!) 

However, a side effect of any concession would be to 

highlight the extent to which exemption of the basic 



• 	pension was a ramp for better off pensioners and that the 
majority were not gaining. 

On the other hand, I wouldn't put it past Kinnock's 

ineptitude to welcome the move in his reply to your 

speech so warmly that he could not easily eat his words 

and subsequently claim that it was just a sop to the 

rich! 	Remember his warm reception for the extension of 

BES, which turned Hattersley purple! 

Would any benefits be dragged from taxed into untaxed 

status? 

The obvious candidates here are widows' benefit and 

invalid care allowance. We might also come under 

pressure on unemployment benefit. 

At present we argue that there are two basic kinds of 

benefit: "income maintenance" benefits on the one hand, 

such as retirement pension, invalid care allowance and 

unemployment benefit. These are taxed. 	On the other 

hand there are "cost replacement benefits" designed for 

particular needs and circumstances: for example, child 

benefit, mobility allowance and attendance allowance. 

These three are untaxed. 

On balance I think we could just about sustain this 

distinction. 	We would simply say that pensioners are a 

special case. We would have to remove widows' benefit 

from taxation but apart from that I think we would be ok. 

But we would, I think, lose the opportunity to tax 

invalidity benefit at some future stage. 	This is an 

obvious anomaly, being an "income maintenance" benefit, 

which should be taxed, but isn't. The tax foregone on 

that would be in the region of £100 - £200 million. (Any 

attempt to tax child benefit for the foreseeable future 

is a lost cause, so I think we can ignore that.) 

- 2 - 



• 
Is the number of losers sustainable? 

The number of these hops around a lot and was reduced by 

nearly two-thirds in Brian Mace's note earlier this week. 

Abolition of the earnings rule should help. We can't 

answer this without more detail but most of the losers 

are only losers for a short time. 

Could we ride out the argument that we've blown a hole in 

our own policy of targeting? 

Our line would have to be that the benefit system is the 

right vehicle for targeting, not the tax system. We use 

the tax system to raise revenue with as little distortive 

effects as possible. 	Public finances are now strong 

enough to make pensioners a special case. That, combined 

with our determination to get bureaucracy off the backs 

of pensioners, had led us to take this decision. 

But no amount of restatement of general principles such 

as those could cover up for the fact that the policy of 

targeting had been put into reverse. 	We would 

undoubtedly be faced by nasty examples of exactly how 

much rich pensioners had gained. 	I hear the pundits 

saying: "Now we know what Lawson really meant by 

targeting last year". Higher rate tax payers could, of 

cours, be gaining 40% relief on the basic pension. 

4. 	Conclusion 

Annoyingly, I think that this reform and attendant 

simplification is something which will be much easier to do 

when the basic pension is an even smaller proportion of average 

earnings than it is now! For the moment, reluctantly, T think 

the risks are just too great. 



• 
5. 	A penny off versus thresholds  

I think we have just got to work on educating the backbenchers 

to realise that thresholds don't help people at the bottom end, 

in comparison with a penny off, remotely as much as they think. 

The main points to get across are: 

- 	The cross over point for single gainers is about £7,500, 

around half average earnings. 

- 	At the bottom end, the reform of the social security 

system means that there is substantial off set, I think 

up to 100% on income support, for tax reductions. The 

benefit system, not the tax system, is the right way to 

target help there. 

- 	Higher rate tax payers gain at the 40% rate from an 

increase in thresholds, ie, an increase in thresholds is 

equivalent to taking a chunk of higher rate income out of 

taxation altogether. (Against that, it is worth pointing 

out that whereas a penny off gives about £330 million to 

higher rate tax payers, the equivalent amount spent on 

thresholds gives higher rate tax payers only £175 

million.) 

Apart from the annoying problem of educating 

backbenchers, all the political points (and economic arguments 

- incentives etc) point to a penny off. 	You know all the 

arguments: George Young hit the nail on the head! 

A penny off even with 13% interest rates? 

I think the choice is between a penny off or nothing. That 

decision hinges on the perception of the economic climate a 

month hence. 	Fortunately, with the basic rate cut, we don't 

need to take a decision until the last minute. 	You are 

familiar with all the arguments: 



Does a penny off send the wrong signal at a time when 

interest rates are supposed to be telling us to tighten 

our belts? On the other hand, would it to any extent 

prove that the Government repudiated totally the 

suggestion that last year's tax cuts had anything much to 

do with the consumer boom over the past 12 months? 

- 	Do we need to take a penny off this year? There are 

still two pre-election budgets to go. As long as we get 

below 25 pence the credibility of our 20 pence commitment 

would be intact, now that we have fulfilled the 25 pence 

pledge made at the last election. 

8. 	Of course, no-one can tell how soon interest rates can 

come down. For what it's worth, I regretted the move from 12% 

to 13%, although it is easy to say that now. If there are no 

high profile tax cuts in the budget (ie nothing on pensions, 

NICs, thresholds or rates) I can easily imagine it being 

written up as an austerity signal, (as a £15 billion debt 

repayment should!). That might bring forward the date at which 

interest rates could be brought down. 
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The Chancellor was grateful for your ndte-of 9 February. 

He has commented that he will probably also need to consult 

Mr Moore about the earnings rule. He will inform Lord Young about 

the abolition of COBO when he sees him on other 	rs (which he 

suspects should include life assurance). 

He is otherwise content with the list. 

JMG TAYLOR 
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Mr Painter - IR 
Mr Bush - IR 
Mr Lewis - IR 

vs OF iS • 

BASIC RATE AND CAR SCALES 

The Chancellor would be grateful for a short note setting out the 

distributional effects of the following options: 

lp off the basic rate, and a 50 per cent increase in the 

car scales; 

lp off the basic rate, and a 40 per cent increase in the 

car scales; 

nothing off the basic rate, and a 20 per cent increase in 

the car scales (as in the Scorecard). 

JMG TAYLOR 
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DATE: 14 February 1989 

CHANCELLOR CC: 

(Aw.44491,1G,A  

Sir Peter Middleton 
Scholar 
Gilhooly 
Matthews 

Mr 
Mr 
Mr 

CONTINGENCY PLANNING 

rc 1989/14.2.01 

BUDGET CONFIDENTIAL 

• 

It might be prudent to decide soon how m ch further you would 

raise the car scales if, nearer the Budget, you decide either 

to reduce the basic rate or to raise the allowances in real 

terms. 

The Scorecard has a 20 per cent increase. If you were 

to take a penny off the basic rate, it might be possible to 

raise this to 50 per cent. 	That would he the same cash 

increase as last year. 	It would demonstrate a certain 

consistency of purpose (which seems to be quite widely 

expected) and be consistent with yesterday's decision to put 

all our benefit eggs, for the time being, into the car 

basket. But it would clearly be the upper limit; and it 

might, in the event, look harsher than you want to be. 

i raise this now because we cannot give you a detailed 

analysis of the distributional effects. 	That requires a 

Revenue submission; and if you writ to look at the options, 

it would be sensible to commission it fairly soon. 	You 

might, for example, start by asking for a short note on a 

penny off and a 50 per cent increase, and invite the Revenue 

to illustrate alternatives if they wish. That would give you 

a benchmark without requiring the Revenue to produce strings 

of permutations. 

/C1 

ROBERT CULPIN 
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FROM: A C S ALLAN 

DATE: 22 February 1989 

. . . 

MR McINTYRE 	 cc Mr Culpin 

BILATERAL WITH MR MOORE 

As you know, the Chancellor spoke to Mr Moore yesterday. He gave 

me the following debrief. 

Mr Moore was very happy in principle (not surprising!) and 

gave the Chancellor a copy (attached) of work he had had done, 

which you may have seen before. One of the options - which 

Mr Moore liked best - was the lower line on Chart C, which is very 

like our Option 4, the difference being that the contribution is 

fixed at the entry fee of £2.15 until £67 a week, after which all 

up to the UEL is charged at 9 per cent (£67 is the point, the 

Chancellor thinks, where this system produces no losers). This is 

a wrinkle on the Culpin alternative; but it is more complicated 

and the Chancellor sees little to commend it. 

Mr Moore has already deferred the report stage of the Social 

Security Bill to after Easter (probably 13 April or thereabouts); 

he did this when the Chancellor told him of the proposal on the 

pensioners' earnings rule. 

He was nervous about who needed to know at DSS. He felt he 

had to tell Partridge, and of course Ann Boatell; he told the 

Chancellor he would consult her on who, if anyone, else needed to 

know pre-Budget. 	He subsequently 'phoned the Chancellor to say 

that the additional person should indeed be Michael Lloyd, as you 

had suggested. 

( S  

AC S ALLAN 



Annex 2 (d) 

SMOOTHING OPTIONS - REMOVING CLIFF EDGES 

The current EZ:ructure of National Insurance contributions produces a number 
of "cliff-edges", where a small rise in earnings can result in a jump in 
th,_ level of contributions which more than offsets the original increase in 
earnings. The reason these cliff-edges occur is that when earners cross a 
threshold from a lower-rate NIC band to a higher one the higher rate is 
immediately applied to all their earnings, not just to earnings above the 
threshold. Chart A illustrates the current NIC structure for employees, 
showing the contributions payable at various earnings levels. Three cliff-
edges are apparent : 

at the LEL (£43pw in 1989-90), contributions of £2.15pw become 
payable for the first time 

at £75pw, the 7% rate begins to apply and contributions jump by 
£1.50pw 

at. £115pw, the 9% rate begins to apply and contributions jump 
by £2.30pw 

Options for smoothing.  

Smoothing-out the cliff-edges requires a structure similar to that used for 
income tax, where contribution rates apply only to earnings above certain 
threshold levels. There are a number of different ways in which this might 
be achieved. 

(i) Chart B shows two schemes. The lower line illustrates a scheme that 
removes all the cliff-edges and gives a smooth rise in contributions from 
the LEL. This is achieved by levying contributions at 14.375% on earnings 
between the LEL and £115pw. This rate is chosen so that when earnings 
reach £115pw, the amount payable is the same as under the current scheme. 
For those earning more than £115pw the current system is retained, with the 
9% rate payable on total earnings. 

i.e : 
	

Scheme I 

Earnings 	 Contributions 

Under £43pw 	 Nil 

£43 to £115pw 	 14.375% of any earnings 
above £43pw 

£115pw to UEL 	 9% of total earnings 

Over UEL 	 9% of UEL 



The scheme produces both gainers (mostly just above the LEL) and losers 
(mostly between £80 and £115pw). It has not yet been costed but total 
contribution revenue might be broadly similar to that from the current 
structure. Eliminating losers would require a cut in the basic rate, which 
would be expensive. 

The upper l'ne in Chart B shows a similar scheme, except that it retains a 
minimum level of contributions. The line shown here retains the current 
starting-point (£2.15 or 5% at £43pw). Contributions are then payable at 
11.4% on the portion of earnings above the LEL. Again, this rate is chosen 
so that contributions revert to the current level at earnings of £115pw. 

i.e : 
	

Scheme II 

Earnings 	 Contributions 

Under £43pw 	 Nil 

£43 to C115pw 	 £2.15 plus 11.4% of any 
earnings above £43pw 

£115pw to UEL 	 9% of total earnings 

Over UEL 	 9% of UEL 

Such a scheme clearly raises more revenue than the existing structure, and 
therefore produces losses for all those currently paying NICs at 5% or 7%. 

(ii) Chart C shows a scheme which alters the contribution structure across 
the whole earnings range. There is a minimum contribution at the LEL 
(shown as £2.15 here), contributions are then charged at a single rate on 
earnings above the LEL. Those earning just above the LEL continue to pay 
the minimum amount until their calculated contributions exceed the minimum. 
The lower line, which retains a 9% contributions rate shows the following 
scheme : 

Scheme III 

Earnings 	 Contributions 

Under £43pw 	 Nil 

£43 to £67pw 	 £2.15 

£67 to UEL 	 9% of earnings above £43pw 

Over UEL 	 9% of earnings between 
£43 and UEL 

19 



The scheme always lies below the current contribution structure and would 
be very expensive. 

------ ___ 
The higher dotted line shows a scheme with a higher contribution rate. For 
illustration, an 11% rate is shown here. The structure of the scheme is 
the same except that the flat rate minimum c.Jntribution stops slightly 
earlier with a higher contribution rate. Those earning under £225 pw all 
gain, with the biggest gains between £75 and £90pw and between £115 and 
£175pw. The lost revenue is recouped from those earning above £250pw; 
those above the UEL pay an extra £1.80pw. 

Again, this scheme has not yet been costed but a rate of about 11% - 
perhaps slightly lower - might be broadly revenue neutral. 

The UEL could be increased by £43pw to offset effect of free earnings band 
- this would eliminate gains for the highest earners. 

(iii) Chart D illustrates a scheme along the lines suggested by IFS. The 
main change from the schemes shown in (ii) above is that the UEL is 
abolished, so contributions continue to increase on earnings above £325pw. 
The line shown here also has no minimum contribution at the LEL. It could 
be adapted to include a minimum contribution, but without the sort of 
contributions "stand-still" in (ii) above that would mean losses for some 
of the lowest earners. The contribution rate shown - on earnings above the 
LEL - is 10.47. (which ensures that all those below the UEL pay less than at 
present and all those above the UEL pay more). The structure of the scheme 
is this : 

i.e : 
	

Scheme IV 

Earnings 	 Contributions 

Under £43pw 	 Nil 

£43 and over 	 10.47. of any earnings above 
£43pw 

The net effect on contribution revenue is difficult to predict [probably 
net loss of revenue ]. 



IL+ 

o: 
- 

C...1-1Air7 a . C 	7 	1.4 A-rxP L 	 C.'3 re. Cal:7k f,4 

CEz,ees  

  

ECAW341.....%c* 

C•rtA42.1"  

I 
41-1-3--  pa- 0,-x- *e.rytki..43. - 

— 	 ot IS ii1.41Iai. 	 I• I+Ne• -On 	 a.e LEL. 
1 

- ----- - 

   

q°4 
- 	  

   

co ncrit 

i11-1  

:;) 	 

0° 

1 
A••• 

l- !4 
•••" 

_ 
. 	. 1 

2,i 



3cr . — — - U0 1 cani_ tptt 	ove-r.  t1-.# L_•"1 

 

• 

  

      

CatsirRAPu.110...4 

J) ?•••4 

    

 

.•••• 
•••• 

,••• 
.•••• 

.•••' 
•••••  

  

 

Zo 

    

     

•••'• 
.••• 

••• 
••••' 

..••• 

• 
.•••• 

••••• 

•••• 0 

.•• 	•• . 
,••• 

••••• 

EFke.s..t‘t•Ac% 1 

 

Cl-tA (2.-r -b 

 

ert.r%  

    

     

     

r . 	. C 
.- 

p eo.rtsuiai 	LEL 

3 	 

COr.Srit- Z4,-Ne.„..4 

szt fa 

 

; Entb•IN N•14,S, e •-a 

. 	1 	. 
- - 

/ 

2 S‘.1 	 3JO 	 35-0 

1 

-1/ 

50 t 

,•••• • 
•••••• 

.0' 
..- 

.•••• 

•••• 

15J 

C-k-kFiR7 C. 	 CO 	 2 

	 Curter\ k- 

- Cj  Of., on easc,.(ts Ovt.r' %LAI Lia_ 



fp.pk/macpherson/28.2.01  

BUDGET SECRET 9 

• 
FROM: N I MACPHERSON 
DATE: 28 February 1989 

CC: 
	Financial Secretary 

Sir P Middleton 
Mr Scholar 
Mr Culpin 

MR GII4IQL  

CHANCELLOR 

,....... / \ 
/ 

_s PS/IR 

MEETING WITH LORD YOUNG ON BUDGET 

You are meeting Lord Young tomorrow to inform him of a number 

of Budget measures. 

2. 	You need to mention the capital markets package. You 

do not need to mention life assurance, car scales or stamp 

duty but you may want to anyway. Details are set out below. 

(a) Capital Markets Package 

This consists of: 

Abolition of the new issues queues for bonds 

and equities; from 12 March it will no longer be 

necessary for issuers to obtain the Bank of 

England's consent to the timing of sterling issues. 

The establishment of a unified regime for 

sterling issues of up to 5 years, by bringing the 

short-term corporate bond regime into line with 

that for sterling commercial paper. 



BUDGET SECRET 

• - 	An extension of the categories of institution 

that can issue sterling paper of less than 5 years, 

to include private companies, companies listed on 

non-UK Stock Exchanges, sovereign and parastatal 

bodies. 

A simplification of the tax regime for 

sterling corporate bonds, abolishing the distinc-

tion between qualifying and non-qualifying 

corporate bonds. In future all sterling corporate 

bonds will be exempt from capital gains tax. 

Extension of the tax regime for non-variable 

deep discount bond issues by companies to cover 

issues by the UK Government, overseas sovereigns 

and parastatals. 	This will mean that the tax 

treatment of deep discount bonds in the hands of 

the investor will be independent of type of issuer. 

Taken together these changes constitute a major liberalisa-

tion in the operation of London's capital markets, giving 

issuers greater flexibility, and giving investors wider 

choice, and more straightforward tax treatment. 

(b) Life Assurance 

In December Lord Young wrote expressing concern about the 

more favourable tax regime applying to life assurance in 

Europe and arguing against radical reform. You may wish to 

indicate that the Budget proposals take account of the 

European dimension and that the tax advantage of continental 

countries are offset by (and are only possible as a result 

of) severe regulatory restrictions including the type of as-

sets which can be held by life companies 

In June 1988 the Inland Revenue issued a consultative 

document on the taxation of life assurance. 



) 
BUDGET SECRET 

The document put forward three main options for change: 

For "unit linked" business only, to tax the income 

and gains of individual policy holders by reference 

to their own tax circumstances. 

To replace the current regime with a special tax 

regime ("Schedule X") specifically designed for 

life assurance and formulated on actuarial 

principles. 

To reform the current "I minus E" base to remedy 

defects and close loopholes. 

In Budget will announce decision to reform the (I-E) base. 

Approach favoured by vast majority of representations. 

The following measures will take effect from 1 January 1990. 

the tax rate on life office income and capital 

gains attributable to policy holders will be 

reduced to the basic rate (from 35% and 30% 

respectively). 

life assurance policy duty will be abolished. 

pension business expenses will be deductible 

only from pension business profits. 

other changes to produce a fairer measure of 

pension business profits. 

acquisition expenses will continue to be fully 

deductible but relief will be spread over 7 years, 

rather than given immediately as now. To give the 
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industry time to adjust this change will be phased 

in gradually over the next four years. 

Certain other, even more technical issues raised in Consulta-

tion document require further discussion with industry. Any 

legislative change will have to wait for next year's Finance 

Bill. 

Pension measures will yield £155 million in 1990-91. Once 

the system is mature, the remaining measures will constitute 

a broadly balanced package of lower rates on a broader base. 

Car Scales 

In his Budget Representations, Lord Young argued for 

restraint in pushing up car scales to protect 

"middle managers". 

The current proposal is for an increase in car scales of one 

third. You may want to tell Lord Young that you are raising 

car scales in real terms, but that you intend to keep losers 

to a minimum. [Mentioning the specific increase will either 

give the game away on the extent of NIC/tax reductions or 
result in further complaints about the fate of middle manag-

ers]. 

Stamp duty 

Lord Young asked for abolition of stamp duty on share trans-

actions (along with abolition of the stamp duty reserve tax) 

in his Representations. 

You may want to tell him that abolition is going ahead, 

almost certainly from 1 April 1990. 

N I MACPHERSON 
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FROM: ROBERT CULPIN 
DATE: 28 February 1989 

CC: Sir Peter Middleton 
Mr Scholar 
Mr Gilhooly 
Mr Macpherson 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

BUDGET CONSULTAT NS 

It might be sensible 
Ministerial colleague 

Lifiz  

e stock of your consultations with 

2. 	Consultations are in hand on VED, the earnings rule, 

national insurance contributions, oil taxation, judges' and 
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4. 	Second, do you want to mention to Lord Young 

ars, life assurance, and/or stamp duty, in addition 

ital markets package? 
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4  illiird, do you want to tell Mr Ridley that you are not p tire ng with rent-a-room? His officials have asked if 
they<v1uld put out a supporting press notice. We have 
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ROBERT CULPIN 
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FROM: J M G TAYLOR 
DATE: 28 February 1989 

MR MACPHERSON 

 

cc PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Sir P Middleton 
Mr Scholar 
Mr Culpin 
Mr Gilhooly 
Miss Simpson 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

PS/IR 
PS/C&E 

BUDGET: CONSULTATION WITH OTHER MINISTERS 

The Chancellor will be having a series of bilateral meetings with 

colleagues to let them know about the Budget proposals in their 

areas of responsibility. The meetings, and subjects, are: 

(i) Lord Young. Meeting at 10.40am on Wednesday 1 March. 

Subjects: Life assurance, company cars, COBO. 

ii) Mr Ridley. Meeting on Thursday 2 March, am (after 

EA). 

Subjects: 	Unleaded petrol, public service pensions 

(local authority staff). 

Mr Moore. Meeting in margins of Cabinet on Thursday 

2 March. 

Subjects: 	NICs, pensions. onettrttrrargertiti, 	vice 

-Hpams.iams_AUS_ataLL4 

tratH 
Mr Younger. Meeting at 8.45am on Tuesday 7 March. 

Subject: Public service pensions (armed forces). 
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• 
(v) Mr Hurd. Meeting at 2.45pm on Wednesday 8 March. 

Eubject: Public service pensions (police). 

3. 	I should be most grateful if you could provide a short aide 

memoire for each of these meetings. 

J M G TAYLOR 

2 
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BUDGET: CONSULTATION WITH OTHER MINISTERS 

The Chancellor will be having a series of bilateral meetings with 

colleagues to let them know about the Budget proposals in their 

areas of responsibility. The meetings, and subjects, are: 

Lord Young. Meeting at 10.40am on Wednesday 1 March. 

Subjects: Life assurance, company cars, COBO. 

Mr Ridley. Meeting on Thursday 2 MArrh, am (after 

EA ) . 
Subjects: 	Unleaded petrol, public service pensions 

(local authority staff). 

Mr Moore. Meeting in margins of Cabinet on Thursday 

2 March. 

Subjects: 	NICs, pensions (including public service 

pensions - NHS staff). 

iv) Mr Younger. Meeting at 8.45am on Tuesday 7 March. 

Subject: Public service pensions (armed forces). 



BUDGET SECRET 

• 
(v) Mr Hurd. Meeting at 2.45pm on Wednesday 8 March. 

Subject: Public service pensions (police). 

3. 	I should be most grateful if you could provide a short aide 

memoire for each of these meetings. 

J M G TAYLOR 

2 
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FROM: J M G TAYLOR 
DATE: 1 March 1989 

MR MACPHERSON cc Financial Secretary 
Sir P Middleton 
Mr Scholar 
Mr Culpin 
Mr Gilhooly 

MEETING WITH LORD YOUNG ON BUDGET 

The Chancellor was grateful for your note of 28 February. 

J M G TAYLOR 
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FROM: J M G TAYLOR 

DATE: 1 March 1989 

cc Sir P Middleton 
Mr Scholar 
Mr Gilhooly 
Mr Macpherscn 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

BUDGET CONS 

The Chancellor w 

2. 	We have arrange 

Lord Young. 

teful for your note of 28 February. 

ries of bilaterals as follcws: 

this morning. 

Subjects: company cars, life assurance, stamp duty, 

capital markets package; 

(i) 

ii) Mr Moore. 

2 March. 

Subjects: 

(iii) Mr Ridley. 

Meeting 	rgins of Cabinet on Thursday 

NICs, pension 

Meeting at 3.45ptj ursday 2 March. 

Subjects: unleaded petrol, 	lic service pensions 

(local authority staff). (Th4)Chancellor does not plan 
to see Mr Parkinson or Mr Channon about unleaded petrol; 

he will say only to Mr Ridley that he will make unleaded 

2p a litre cheaper than 4 star, and 2 st 	at least as 
expensive. 	He will also tell Mr Rid 	at he is not 

proceeding with rent-a-room); 

(iv) Mr Clarke. Meeting at 2.50pm on 7 March. 

Subject: public service pensions (NHS staff); 
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aide memoire t 

Mr Macpherson abou 

ovided for each meeting. (I have spoken to 
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Mr Younger. Meeting at 8.45am on Tuesday 7 March. 

Subject: public service pen-ions (Armed Forces); 

Mr Hurd. Meeting at 2.45pm on 8 March. 

Subject: public service pensions (Police); 

(vii) Mr R 	Ind. Meeting at 3.00pm on 8 March. 

public service pensions (Scottish Judiciary). 

3. 	I should b 	grateful if you could arrange for a short 
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chex.ps/aa/38 BUDGET SECRET 

COPY NO. 

FROM: A C S ALLAN 

DATE: 6 March 1989 

• 

N 

MR SPEEDY cc PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Monck 
Mr Scholar 
Mr Culpin 
Mr Riley 
Mr Sedgwick 
Mr Gieve 
Mr Gilhooly 
Mr McIntyre 
Mr Mowl 
Mr Macpherscn 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

PS/IR 

BUDGET CHANGES AND THE NATIONAL INSURANCE FUND 

The Chancellor was grateful for your minute of 3 March. He would 

be grateful for the Chief Secretary's views. His initial comments 

were that it need not be all that awkward to present a "cut" in 

the NHS allocation, given that we have never made anything of the 

increases in the NHS allocation in recent years, nor did anyone 

else. 	He is attracted to the ingenious opticn 2 (a zero 

employee's NHS allocation on earnings up to the LEL). 

AC S ALLAN 



chex.rm/jmt/6 	BUDGET CONFIDENTIAL 

MR RAYSON 

FROM: J M G TAYLOR 
DATE: 6 March 1989 

cc Chief Secretaryl  
Financial Secretary 
Paymaster General 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Dame A Mueller 
Mr Wicks 
Mr Hardcastle 
Mr Byatt 
Mr Scholar 
Mr Culpin 
Mr Luce 
Mr Riley 
Mr Sedgwick 
Mr Dixon 
Mr Gilhooly 
Mr Macpherson 
Miss Simpson 
Mrs Chaplin 
Mr Tyrie 
Mr Call 
Mr Sheridan 
Mr L J Harris 

Sir A Battishill - IR 
Mr Beighton - IR 
Mr Isaac - IR 
Mr Painter - IR 
Mr Bush - IR 
Mr Corlett - IR 
Mr Euczys - IR 
Mr Hinton - IR 

Kr Jefferson Saith - C4E 

PENSIONS CAP: MPs AND OFFICE HOLDERS 

The Chancellor was grateful for your note of 2 March. 

2. 	He has commented that the forthcoming Bill will need either 

explicitly to include frovis  ionfor the car, or to include a 



regulation making power, which could then be used for this 

purpose. He would be grateful for advice on these two options, in 

due course. 

J M G TAYLOR 
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FROM: A C S ALLAN 

DATE: 10 March 1989 

cc Mr Wicks 
Mr Scholar 
Mr Culpin 
Mr Sedgwick 
Mr S Davies 
Mr Gieve 
Mr Gilhooly 
Mr Matthews 
Mr Pickford 
Miss Simpson 
Mr Tyrie 
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NOTE FOR THE Q3D OVERSEAS POSTS 

• • The Chancellor was 

a revised version wi 

grateful for any commen 

1 for your minute of 7 March. I attach 

comments incorporated. I should be 

noon on Monda at the latest. 
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high investment, rapid productivity growth and a major improvement 

2. 	The main points are:- 

of employees' a major reform national insurance 

pensioners' 

allowances; 

earnings rule and improvements 	age 
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The b4r i ound to this year's 

King om has enjoyed two years 

Budget is one in which the United 

of exceptionally strong growth. With 

in profitability, the UK is very well placed to build on the 

achievements 

two years 

and monetary p 

to deal with th 

prudent and cad 

Chancellor is bud 

sector debt. But t 

reductions in taxati 

improve 

been tightened sharply since last summer 

year's Budget therefore adopts a continued 

approach to financial policy, and the 

for a further massive repayment of public 

combined with further reforms and 

national insurance contributions to 

of the economy and continue the 

has 

the supply s4-‘ 

ecent years. But the rapid expansion in the last 

roduced some build-up of inflationary pressures, 

transformation of Britain's economic performance. 

a public sector deb T0reyyment of [£14 billion] in 

1989-90, the same as t 	outturn for 1988-89, with 

gradual movement back towa 	alanced budget over the 

mcdium term; 

contributions, with reductions of £3 a week for most 

employees; 

no change in income tax rates, tax thr 

in line with inflation; 

measures to help the elderly, including abol 

increased 

f the 
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a reduction in the duty on unleaded petrol, designed to 

produce a pump price differential of getting on for 

10p a gallon (over 2p a litre) with 4 star leaded; 

no change in the main excise duties; 

new ax incentives for share ownership, including major 

ments to Personal Equity Plans; 

refo 

some 

personal 

Economic background 

taxation of life assurance companies and 

to the tax regime for occupational and 

ns. 

The 1980s have seen major improvements in the performance of 

the British economy. 	Since 1983 inflation has averaged under 

5 per cent, compared with over 15 per cent between 1974 and 1979. 

At the same time we have 	unprecedented seven years of 

steady, sustainable growth avera 	excess of 3 per cent a 

year. Output has grown faster in 	1980s than in all other main 

European countries, whereas the UK 	the bottom of the league 

in each of the previous two decades. 

In 1988 total output grew by some 41/2  per cent, faster than 

forecast a year ago. This is the first time for at least 40 years 

that there have been two successive years of growth above 4 per 

cent. Manufacturing output has grown particul 	rapidly, by 

over 	7 per 	cent 	in 1988 following 51/2  pe. 	in 1987. 

Unemployment has fallen by over half a million in 	 year, 

more than in any other major country. We now have re.eople in 

work than ever before. 

Over the past seven years investment has grown ver 	ly 

twice as fast as consumption, and total business investment 	ow 

2 
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er proportion of national income than ever before. 	And 

ent has grorn particularly strongly over the last two 

ye 	ver the 1980s as a whole, investment has grown faster 

than in any other of the main European economies. There has been 

a dramatic and sustained improvement in productivity growth, which 

in manufacturing has exceeded that of all other major nations 

during the ':0(11‘  

6. 	With coN411;Ot expenditure also extremely buoyant, domestic 

demand probabl by about 7 per cent in 1988, faster than the 

economy's capaci 

inflationary pres 

deficit. The RPI h 

year, though the un 

upply. This has led to an increase in 

and a widening in the current account 

by about 71/2  per cent over the last 

g inflation rate (excluding mortgage 

interest payments) cutrntly stands at about 51/2  per cent; 

published figures put the current account deficit at around 

£141/2  billion in 1988, but with a very large positive balancing 

item in the external accounts t is may well overstate the true 

deficit. 

7. 	Since the Summer, monetary p c 	which must necessarily 

play the key role in combating n 	ion, has been tightened 

sharply to deal with the emerging infl.; 	.ry pressures, and some 

slowdown in real growth is probably inetable while inflation is 

being brought firmly back onto a downward path. Following two 

years of above average growth, the Chancellor expects growth to be 

somewhat below trend over the coming year. But even so, GDP in 

1989 is forecast to be 21/2  per cent higher in 	than in 1988, 

with the non-oil economy up by 3 per cent, thoug e 	th in the 

course of 1989 is forecast to be rather less tha 	at 2 per 

cent. Business investment is forecast to cont ue growing 

strongly, with a rise of 10 per cent. Inflation asE.ded by 

the RPI is forecast to come down to 51/2  per cent by the e 	the 

year and 41/2  per cent by the middle of 1990. 
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slowdown in domestic demand should lead in due course to 

vement in the current account. But this is unlikely to 

q ickly; continued buoyancy of investment will add to 

imports of capital goods for the time being, and it will take some 

time before the additions to industrial capacity feed through into 

better trade performance. The current account deficit is thus 

forecast to 	e same as in 1988. 

Budget strate  

The medium 	inancial strategy continues to provide the 

framework for the G 	t's macroeconomic policy, and this is 

the tenth occasion 	ich it has been set out in the FSBR. 

Although the precise fo 	which the strategy has been expressed 

has changed as the economy has itself evolved, the essential 

objectives remain the same. The overriding aim is to bring down 

inflation by reducing the growth of money GDP, and ultimately to 

achieve price stability. 

Short term interest rates wi 	eld at whatever level is 

necessary, for as long as necessa 	to get on top of inflation. 

Decisions on interest rates will 	 to be based on a 

comprehensive assessment of mone 	conditions, in which 

particular weight is given to the behavidar of MO and the exchange 

rate. 	The Chancellor is setting a target range of 1-5 per cent 

for the growth of MO in 1989-90; the 12 month growth rate is 

likely to begin the year above this range, but as 	deceleration 

over recent months continues it should fairly 	come back 

within it. 

In its early years of offing., one of thc Gove'if 6 main 

objectives was to bring down the rate of Government 	swing. 

Now the public finances have been completely transformed 	the 

budget in surplus for the last two years. It seems like )6pt 
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sutturn in 1988-89 will be a debt repayment of £14 billion. 

major country enjoys a comparable surplus. 

12. Although the longer term aim of fiscal policy is a balanced 

budget, the Chancellor believes that this should be approached 

gradually. The Chancellor has thus budgeted for a further 

substantial Pft 	of almost £14 billion in 1989-90, before moving 

gradually b 	rds budget balance over the medium term. 

Ca ital markets i7lisation 

13. The Chancellor 

the London sterlin 

for bond and equity is 

roducing a substantial liberalisation of 

tal market. He is abolishing the queue 

ich has been operated by the Bank of 

England since 1946, opening up the market for sterling paper and 

at the same time simplifying its regulatory regime. He is also 

making some consequential changes in the taxation of deep discount 

and other bonds. Taken together a 	these changes should give 

greater flexibility to those 	issue capital in London; and 

wider choice to those who invest 

Taxation and national insurance cont  

The Chancellor is introducing a majc0 reform of employees' 

national insurance contributions, and tax measures which promote 

unleaded petrol and encourage wider share ownership. He is also 

reforming the tax treatment of life assurance an aking changes 

to the tax regime for occupational pensions. 

Employees' national insurance contributions 

 

  

The Chancellor is restructuring employees' Nation. 	aance 

contributions from the beginning of October. Emplo 	ose 

earnings are at or above the Lower Earnings Limit (LEL) of £ 	a 

week will pay 2 per cent (86 pence) on earnings up to the LE , and 

5  
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cent on earnings above the LEL up to the Upper Earnings 

EL) of £325 a week. 

16. 'The Chancellor's reform ends the situation whereby many lower 

paid employees found that a £1 increase in earnings led to an 

additional NIC charge greater than £1. The take-home pay of 

everyone earni £115 a week or more will increase by £3 a week, 

with lesser 

year cost of 

1989-90 will 

employees on belo 

nts going to those below that level. The full 

orm will be £2 3/4 billion, but the cost in 

illion. The greater part of that will go to 

ge earnings. 

Income tax 

The Chancellor is r ising the main personal allowances and 

the starting point for higher rate tax in line with inflation. 

The income tax scale char 	for company cars are being 

increased by a third, bringing 	loser into line with the true 

value of the benefits which compaj cs provide. 

For elderly taxpayers he 	 nding the higher age 

allowance to those aged 75 and over ( 	sent, 80 and over); he 

is reducing the rate at which the age p_owance is withdrawn for 

those earning £11,400; and he is abolishing the pensioners' 

earnings rule, thereby allowing those who choose to work on beyond 

the statutory retirement age to do so without havin their state 

retirement pension reduced. 	The Finance Bill 	1 also include 

the new tax relief for pensioners' health in 	e premiums 

announced in January. 

Excise duties 

 

20. The Chancellor is increasing the duty differential 	en 

leaded and unleaded petrol by almost 4 pence a gallon, 	hich 
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result in a pump-price differential of nearly 10 pence a 

one of the largest in the European Community. He is also 

the duty on 2 and 3 star petrol, making the pump price 

at least as high as 4 star. 	Together, these measures will 

incre 

accelerate the trend from leaded to unleaded petrol. 

He is 

number by ab 

coaches and by 

they pay will c 

putting their 

and articulated 

He is 

lifying Vehicle Excise Duty rates, reducing their 

third. He is also increasing the VED paid by 

rticulated lorries, so that the motoring taxes 

e wear and tear they impose on the roads, 
tt# 	on a more equal footing with private cars 

lorr 	spectively. 

l7'1 making no o e 	anges to excise duty rates this year. 

Capital gains tax 

23. Independent taxation of husba 

April 1990, will give husban 

thresholds. In the light of that, 

the exemption limit at its present 

and wife, being introduced in 

wives their 

hancellor 

000 a year. 

own separate CGT 

is maintaining 

24. The exemption of gifts from CGT 	ecome a simple form of 

tax avoidance. The Chancellor will reOrict the exemption in 

future to gifts of businesses and farms and gifts to the heritage; 

and to gifts between husband and wife. Gifts to 

also continue to be exempt. But the Chancellor 

exemption from CGT for gifts of chattels from £3 

each chattel. 

Inheritance tax 

charities will 

's doubling the 

to £6,000 for 

25. The Chancellor will raise the threshold for inher 

from £110,000 to £118,000, in line with inflation. 

7  
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26 T Chancellor is raising the VAT registration threshold by 

the rximum allowed under EC Law, to £23,600. 

27. The Finance 

Court of Justi 

non-domesti 

non-domestic 

protective cl 

services (but no 

Bill will implement the judgement of the European 

requiring the UK to end the zero rating of 

struction; of supplies of electricity and gas to 

ers, and of water and sewerage to industry; of 

and headgear bought by employers; and news 

apers, which continue to be zero-rated). 

The loss of the'-.-rates derives directly from the 6th EC 

VAT Directive agree by the UK in 1977. Transitional 

provisions will be incl ed in the Finance Bill to assist commerce 

and industry to adjust to the changes. 

Charities 

The Chancellor is taking 	steps to soften the impact 

of the ECJ judgement on charities.<1c particular, he is doubling 

the annual amount which can be giv 	free to charities under 

the payroll giving scheme from F240 	£480 a yeai. 	He is 

extending VAT exemption to cover all advjtising by charities. He 

is also exempting from VAT fund-raising events by charities (and 

certain other fund-raising, including that for political parties 

and trades unions). He is changing the covenant rules so that the 

National Trust and similar charities can off 	mbers free or 

lief. And 

ng to the 

8 

cheap entry to their properties without loss of 
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ation tax 

3O.jeChancellor is increasing the level of profits up to which 

the 25 per cent small companies rate applies from £100,000 to 

£150,000 a year; and increasing the threshold at which the 35 per 

cent main rate applies from £500,000 to £750,000 a year. These 

changes will 

companies wh 

uce the tax burden for more than half the 

Not already pay the small companies rate. 

31. He is 

companies - unquo 

which comprises the 

simplifying the tax regime for close 

panies controlled by up to five people, 

helming majority of small companies. 

Measures to encourage dphare ownership 

The Chancellor is introducing a number of specific tax 

measures to encourage further widening of share ownership. 

He is increasing from £3,0 	£4,800 the annual amount 

which can be invested in a Persbaquity Plan, and allowing up 

to half that amount to be held in u6t  trusts or investment trusts 

investing mainly in UK equities. He 0 	owing new share issues, 

including privatisation issues, to be 	into a PEP. The rules 

governing PEPs will also be made simpler,nd more flexible. 

He is increasing the value of shares which can be given to an 

employee via an Employee Share Scheme, and simplif ing the rules. 

He is also removing obstacles to Employee Sha 	nership Plans 

which, like the share schemes, provide means 

acquire shares in the companies employing them. 

35. The Chancellor will also make various impro 

simplifications to the rules applying to Profit Related 

loyees to 

and 
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to adjust to the new regime. 

Unit trusts 
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comp 

ogether these measures will further stimulate wider share 

and the greater identification of employees with the 

for which they work. 

Life assurance 

37. Followi 

industry an 

changes to the 

from 1 January 

are to be separat 

the tax regime 

process of consultation with the Life Assurance 

rs, the Chancellor has decided to introduce 

egime governing Life Assurance taking effect 

. The profits and expenses of pension business 

those for life assurance, and defects in 

to this industry will be remedied. In 

future, the expenses 

against profits over s 	years, but this broadening 

base will be accompanied by a reduction in the rates of 

on policyholders' income and gains from 35 per cent 

cent respectively to 25 per cent, the basic rate of income tax. 

He will also abolish Life Assuran 	olicy Duty, the special stamp 

duty paid on Life Assurance 	cies. The Chancellor will 

38. The Chancellor will reduce 	from 	1 January 	1990 
	

the 

Corporation Tax rate payable on certain unit trusts to 25 per 

lling new policies will be spread 

of the tax 

tax paid 

and 30 per 

cent, the basic rate of income tax. He will als 

between offshore umbrella funds, to align th 

that of UK-based trusts. These measures will p 

trusts involved in a better competitive position 

as the EC market is liberalised. 

tax switches 

eatment with 

UK unit 

business 

[-
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39. 	Chancellor will make an important deregulatory change to 

occupational pensions, allowing employers to pay pensions beyond 

the Inland Revenue limits without, as at present, loss of tax 

relief for the entire pension scheme; but at the same time he 

will place a 1.1 t on the maximum size of tax-privileged pensions 
#_ ), and tax fr 	p sums, based on a salary of £60,000 a year 

4I1Ns 

indexed to inf 

schemes and 

members will not 

tax-free contribut 

personal pensions, 

occupational pensions. 

These changes will apply to new pension 

bers of existing pension schemes: existing 

cted. The Chancellor is increasing the 

hich people aged over 35 can make to buy 

to the same earnings cap as for 

Car number plates 

40. The Chancellor will include i. the Finance Bill provision for 

the sale to the public of 'chert 	car registration numbers. 

Tax administration 

  

The Chancellor will also incl (e)in the Finance Bill 

provisions for fairer and more effect4ve enforcement on Inland 

Revenue taxes; and to restore criminal sanctions against Revenue 

or Customs officials who reveal information about the private 

affairs of taxpayers. 

Summary 

The Budget continues the economic policies whic 	broughL 

about the transformation of UK economic performance o 	last 

decade. It introduces a major reform of, and redu 	in, 

employees' national insurance contributions. At the sa 

11 
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ancellor has budgeted for a substantial Public Sector Debt 

t in the year ahead. 
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The Chancellor was g 
others on the draft 

version. I should b 
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ful for the further comments from you and 
ulated on Friday. I attach the final 

1 if you could arrange for it to be 

Chancellor has sat down. 
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1989 BUDGET: SUMMARY OF MAIN POINTS 

measures to help the elderly, includin 

pensioners' earnings rule and improv 

allowances; 

tion of the 

in age 

chex.ps/aa/59 

background to this year's Budget is one in which the United 

om has enjoyed two years of exceptionally strong growth. With 

vestmeni-, rapid productivity growth and a major improvement 

in 	tability, the UK is very well placed to build on the 

achi vements of recent years. But the rapid expansion in the last 

two years has produced some build-up of inflationary pressures, 

and monetary policy has been tightened sharply since last summer 

to deal with 
	

t. This year's Budget therefore adopts a continued 

prudent anccjt  ious approach to financial policy, and the 
Chancellor 1 	-ting for a further massive repayment of public 
sector debt. 	is is combined with further reforms and 

reductions in 	 and national insurance contributions to 
improve the supp 	 of the economy and continue the 

transformation of Brt., 	economic performance. 

2. 	The main points ar 

a public sector debt repayment of £14 billion in 

1989-90, the same as t 	outturn for 1988-89, with 

gradual movement back 	ds a balanced budget over the 

medium term; 

a major reform of emp 

contributions, with rprinct 

employees; 

national insurance 

of E3 a week for mubL 

no change in income tax rates, tax thresholds increased 

in line with inflation; 

a reduction in the duty on unleaded petrol, d 	,00 to 
produce a pump price differential of getting • 

10p a gallon (over 2p a litre) with 4 star leaded 
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no change in the main excise duties; 

new tax incentives for share ownership, including major 

improvements to Personal Equity Plans; 

reform of the taxation of life assurance companies and 

some changes to the tax regime for occupational and 

personal pensions. 

een 

Economic b 

3. 	The 1980s 

the British ec 

cent, compared wit 

the same time we h 

growth averaging in ex 

faster in the 1980s 

major improvements in the performance of 

Since 1983 inflation has averaged 5 per 

15 per cent between 1974 and 1979. 	At 

an unprecedented seven years of steady 

es 

	

	3 per cent a year. Output has grown 

han in all other main European countries, 

whereas the UK was at the bottom of the league in each of the 

previous two decades. 

In 1988 total output gr 	some 41/2  per cent, faster than 

forecast a year ago. This is th 	time for a generation that 

there have been two successive y s of growth above 4 per cent. 

Manufacturing output has grown parti 

cent in 1988 following 51/2  per cen 

rapidly, by over 7 per 

1987. Unemployment has 

fallen by over half a million in the pas>year, more than in any 

other major country. 	We now have more people in work than ever 

before. 

Over the past seven years investment has 

twice as fast as consumption, and total business 

a higher proportion of national income than eve 

investment has grown particularly strongly over 

years. Over the 1980s as a whole, investment has g 

than in any other of the main European economies. Ther 

a dramatic and sustained improvement in productivity growt 

ment is 

re. 

ast 

more than 

aster 

een 

now 

And 

two 
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in manufacturing has exceeded that of all other major nations 

uring the '80s. 

'-‘.14.1 	• 
ec.n.., 

ith consumers' expenditure also extremely buoyant, domestic 

robably grew by almost 7 per cent in 1988, faster than the 

capacity to supply. This has led to an increase in 

inflationary pressures and a widening in the current account 

deficit. The RPI has grown by 71/2  per cent over the past year, 

though the underlying inflation rate (excluding mortgage interest 

payments) cur - 'tly stands at 51/2  per cent; published figures put 

the curren 	unt deficit at around £141/2  billion in 1988, but 
with a very 1 	sitive balancing item in the external accounts 

this may well o jte the true deficit. 

is thus forecast to be the same as in 1988. 

wit 

7. Since the S 

play the key role 

sharply to deal 

monetary policy, which must necessarily 

ating inflation, has been tightened 

merging inflationary pressures. Some 

slowdown in real growth Is probably inevitable while inflation is 

being brought firmly back onto a downward path. Following two 

years of above average growth, the Chancellor expects growth to be 

somewhat below trend over the oming year: it is forecast at 

about 2 per cent from now until eginning of 1990. 	But even 

so, GDP in 1989 as a whole is 	rst to be 21/2  per cent higher 

than in 1988, with the non-oil ecor1 	up by 3 per cent. Business 

investment is forecast to continue 

of 8 per cent. Inflation as recorded 

g strongly, with a rise 

e RPI is forecast to 

come down to 51/2  per cent by the end of tioe year and 41/2  per cent by 

the middle of 1990. 

8. 	The slowdown in domestic demand should lead ip,due course to 

an improvement in the current account. But 	s unlikely to 

occur quickly; continued buoyancy of investme 	I add to 

imports of capital goods for the time being, and it 

time before the additions to industrial capacity fee 

better trade performance. The current account defic - year 

141(\  
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10. Short t 

necessary, for 

Decisions on 

comprehensive ass 

particular weight is 

rate. The Chancellor 

for the growth of 

likely to begin the year 

terest rates will be held at whatever level is 

as necessary, to get on top of inflation. 

rates will continue to be based on a 

of monetary conditions, in which 

to the behaviour of MO and the exchange 

ing a target range of 1-5 per cent 

MO in 1989-90; the 12 month growth rate is 

above this range, but as the deceleration 
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Budget strategy 

The medium term financial strategy continues to provide the 

work for the Government's macroeconomic policy, and this is 

Al 

th occasion on which it has beEn set out 

the precise form in which the strategy has 

in the FSBR. 

been expressed 

has hanged as the economy has itself evolved, the essential 

objectives remain the same. The overriding aim is to bring down 

inflation by reducing the growth of money GDP, and ultimately to 

achieve price ability. 

over recent months continues it should fairly soon come back 

within it. 

11. In its early years of office on of the Government's main 

objectives was to bring down tI1rate of Government borrowing. 

Now the public finances have been co 1 	y transformed, with the 

It OCCM3 likely Liu:a. 

the outturn in 1988-89 will be a debt repayment of £14 billion. 

No other major country enjoys a comparable surplus. 

budget in surplus for the last t wo 

12. Although the longer term aim of fiscal polic 

budget, the Chancellor believes that this shou 

gradually. The Chancellor has thus budgete 

substantial PSDR of almost £14 billion in 1989-90, 

gradually back towards budget balance over the mediu 

is a balanced 

approached 

further 

moving 
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Capital markets liberalisation 

The Chancellor is introducing a substantial liberalisation of 

ondon sterling capital market. He is abolishing the queue 

nd and equity issues which has been operated by the Bank of 

En 	ince 1946, opening up the market for sterling paper and 

at 	he same time simplifying its regulatory regime. He is also 

making some consequential changes in the taxation of deep discount 

and other bonds. 	Taken together all these changes should give 

greater flexi 	ity to those who issue capital in London; 	and 
wider choicK.t ose who invest here. 

Taxation and 
	

insurance contributions 

14. The Chancell 	introducing a major reform of employees' 
national insurance c 	s tions, and tax measures which promote 

unleaded petrol and c 	.ge wider share ownership. He is also 
cv reforming the tax treatment of life assurance and making changes 

to the tax regime for occupational pensions. 

Employees' national insurance contrCbutions 

The Chancellor is restructur 	ployees' National insurance 

contributions from the beginning 	October. 	Employees whose 

earnings are at or above the Lower .(13 	gs Limit (LEL) of £43 a 

week will pay 2 per cent (86 pence) on :B;ings up to the LEL, and 

9 per cent on earnings above the LE>up to the Upper Earnings 

Limit (UEL) of £325 a week. 

with lesser amounts going to those below that leve 

year cost of the reform will be £2 3/4 billion, but lb,. t In 

paid employees found that a £1 increase in 	ngs led to an 

employees on below average earnings. 

everyone earning £115 a week or more will increa 

additional NIC charge greater than £1. The 	 pay of 

1989-90 will be £1 billion. The greater part of that wisilk 

The Chancellor's reform ends the situation wh eby many lower 

dill  . 	

3 a week, 

t.<4,% 

161%),   

0(1‘ to 

full 
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Income tax 

The Chancellor is raising the main personal allowances and 

tarting point for higher rate tax in line with inflation. 

s increasing the income tax scale charges for company 

cars by a third, bringing them closer into line with the true 

value of the benefits which company cars provide. 

For elde 	taxpayers he is extending the higher age 
allowance t4j. 	aged 75 and over (at present, 80 and over); he 
is reducing t 	at which the age allowance is withdrawn for 

those earning00"14)111,400; and he is abolishing the pensioners' 

earnings rule, t- 40441lowing those who choose to work on beyond 
the 	statutory re 	, t age to do so without having their state 

retirement pension r 	The Finance Bill will also include 

the new tax relief 	ensioners' health insurance premiums 

announced in January. 

Excise duties 

The Chancellor is increasi 	tax differential between 

leaded and unleaded petrol by alst pence a gallon. This will 

mean the tax differential in the U ill be larger than that of 

any other EC country except Denm 	It should result in a 

pump-price differential nf nearly 10 pçfta yallon. He is also 

increasing the duty on 2 and 3 star pet91, making the pump price 

at least as high as 4 star. 	Together, these measures will 

accelerate the trend from leaded to unleaded petrol. 

21. He is simplifying the main Vehicle Ex 

reducing their number by about one third. He is 

the VED paid by buses and coaches so that the d 

cover the wear and tear they impose on the roads, 

the duty on the heaviest non-articulated lorries, 

Duty rates, 

increasing 

pay will 

reasing 

their 

taxation on a more equal footing with articulated lorrie 
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22. He is making no other changes to excise duty rates this year. 

 

"tal gains tax 

dependent taxation 

 

 

of husband and wife, being introduced in 

Ap 11 	90, will give husbands and WiVC3 theil 

thresholds. In the light of that, the Chancellor 

the exemption limit at its present £5,000 a year. 

own separate CGT 

is maintaining 

of gifts from CGT has become a simple form of 

e Chancellor will restrict the exemption in 

f businesses, farms and gifts to the heritage; 

usband and wife. Gifts to charities will 

exempt. But the Chancellor is doubling the 

*fts of chattels from £3,000 to £6,000 for 

Inheritance tax 

25. The Chancellor will raise the threshold for inheritance tax 

from £110,000 to £118,000, in line ith inflation. 

24. The exemtion 

tax avoidan 

future to g 

and to gifts be 

also continue 

exemption from CGT 

each chattel. 

Value added tax 

  

The Chancellor is raising the V 	stration threshold by 

the maximum allowed under EC Law, to £!P0. 

The Finance Bill will implement the judgement of the European 

Court of Justice requiring the UK to end the zero rating of 

non-domestic construction; of supplies of electr ity and gas to 
non-domestic consumers, and of water and seweragt  a.  industry; of 

protective clothing and headgear bought by emp1oy-44Sy d of news 

services (but not newspapers, which continue to beN- 	ated). 

th EC 

VAT Directive agreed to by the UK in 1977. T 	t nal 

provisions will be included in the Finance Bill to assist ,1(7e 

and industry to adjust to the changes. 

The loss of these zero-rates derives directly fro 
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The Chancellor is taking special steps to soften the impact 

ECJ judgement on charities. He is extending VAT 

ze.- ;Jng to cover all advertising by charities as well as 

ster using equipment used by charities. 	He is also exempting 

from VAT fund-raising events by charities (and certain other 

including that for political parties and trades 

be given t 

year. He is also changing the covenant rules 

and similar charities can offer members 

their properties without loss of tax 

mpting from special car tax vehicles 

e disabled. 

Corporation tax 

The Chancellor is increasing 

the 25 per cent small companies 

£150,000 a year; and increasing 

cent main rate applies from £500,0 

changes will reduce the tax bur 

companies which do not already pay the 

He is greatly simplifying the tax regime for close 

companies - unquoted companies controlled by up to five people, 

which comprises the overwhelming majority of small companies. 

Measures to encourage wider share ownership 

so that the Nat 

free or cheap 

relief. And he 

purchased for leasin 

fund-raising, 

unions). 	In 

1SW  from £240 to 

dition, he is doubling the annual amount which can 

to charities under the payroll giving scheme 

Trust 

to 

level of profits up to which 

applies from £100,000 to 

reshold at which the 35 per 

to £750,000 a year. 	These 

more than half the 

1 companies rate. 

32. The Chancellor is introducing a number of 

measures to encourage further widening of share owners 

ic tax 

33. He is increasing from £3,000 to £4,800 the annua 

which can be invested in a Personal Equity Plan, and allow' 
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to half that amount to be held in unit trusts or investment trusts 

nvesting mainly in UK equities. He is allowing new share issues, 

uding privatisation issues, to be added into a PEP. The rules 

fling PEPs will also be made simpler and more flexible. 

s increasing the value of shares which can be given to an 

empl yee via an Employee Share Scheme, and simplifying the rules. 

He is also removing obstacles to Employee Share Ownership Plans 

which, like the share schemes, provide means for employees to 

acquire sharesn the companies employing them. 

34. 

35. The Cha 

simplification 

will also make various improvements and 

r) e rules applying to Profit Related Pay. 
Together the 	sures will further stimulate wider share 

ownership and the g 	dentification of employees with the 

companies for which thy 

Life assurance 

Following a process of cons tation with the Life Assurance 

industry and others, the Chan 	has decided to introduce 

changes to the tax regime gove 	ife Assurance taking effect 

from 1 January 1990. The expenses 	pension business are to be 

separated from those for life ai9t ,e and allowed against 

pension profits only, and defects in t 	2 Jax rcgime speuial to 

this industry will be remedied. In kture, tax relief for the 

expenses of selling new life assurance policies will be spread 

over seven years, but this will be accompanied by a reduction in 

the rates of tax paid on policyholders' income and gains from 

35 per cent and 30 per cent respectively to 25 

rate of income tax. He will also abolish Life 

Duty, the special stamp duty paid on Life Assuranc 

Chancellor will phase-in the new treatment of the 

nt, the basic 

nce Policy 

ies. The 

ses of 

selling new policies to allow individual companies t 	adjust 

to the new regime. 
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Unit trusts 

The Chancellor will reduce from 	1 January 1990 the 

ration Tax rate payable on certain unit trusts to 25 per 

he basic rate of income tax. 

offshore umbrella funds, 

He will also tax switches 

to align their treatment with be 

that'ot UK-based trusts. These measures will put the UK unit 

trusts involved in a better competitive position to win business 

as the EC market is liberalised. 

Pensions 

 

39. The ChanceAUl  

occupational p 

the Inland Revenue 

relief for the en 

will place a limit on 

and tax free lump 

I make an important deregulatory change to 

allowing employers to pay pensions beyond 

without, as at present, loss of tax 

ension scheme; but at the same time he 

ximum size of tax-privileged pensions 

based on a salary of £60,000 a year 

indexed 

schemes 

members 

to inflation. These changes will apply to new pension 

and new members of existing pension schemes: existing 

will not be affected. The hancellor is increasing the 

aged over 35 can make to buy 

ame earnings cap as for 

tax-free contributions which 

personal pensions, subject to 

occupational pensions. 

Car number plates 

40. The Chancellor will include in the Finance Bill provision for 

the sale to the public of "cherished" car registration numbers. 

Tax administration 

41. The Chancellor will also include in the 

provisions for fairer and more effective enforce 

Revenue taxes; and to restore criminal sanctions agai 

or Customs officials who reveal information about t 

affairs of taxpayers. 

ce 	Bill 

Inland 

venue 

vate 
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uumia 

The Budget continues the economic policies which have brought 

the transformation of UK economic performance over the last 

It introduces a major reform of, and reduction in, 

national insurance contributions. At the same time, 

the Chancellor has budgeted for a substantial Public Sector Debt 

Repayment in the year ahead. 

em 
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[N.L.] 

chex.ps/jmt2/86 SECRET (ORIEL)  
Sir P midaleton 
Mr Wicks 
Mr Odling-Smee 
Mr Peretz 
Miss O'Mara 

Treasury Chambers, Parliament Street, SW1P 3AG 
01-270 3000 

PRIME MINISTER 

FUTURE OF HONG KONG AND SHANGHAI BANKING CORPORATION 

I very much welcome the initiative Geoffrey Howe proposes in his 

minute to you of 3 February. As you know, I have always believed 

that the current position of the HSBC will not be sustainable as 

1997 approaches. 	I am sure it is right, as proposed, to use the 

present breathing space to try to find a solution. 

I do not think we should lay down, in advance, any absolute 

preconditions for an acceptable solution. We should take stock 

once we know what the options are. 	But I am content for the 

initial talks to take place on the basis described in the last 

sentence of paragraph 2 of the draft telegram attached to 

Geoffrey Howe's minute. 

I am copying this minute to Geoffrey Howe, the Governor of the 

Bank of England, and Sir Robin Butler. 

6 February 1989 


