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THE PACKAGE AND THE FISCAL ADJUSTMENT 

I attach a note on this, as requested at 

meeting. 

C J RILEY 
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THE PACKAGE AND THE FISCAL ADJUSTMENT 

recard contains estimates of the claim made by the present 

pa.4 	on the fiscal adjustment. These are lower than the total 

dir 	effect on revenue set out in table 1, especially in 

1990-91. 

Background and definitio  

2. 	The direct effects aim to capture the impact of the measures 

on revenue for a given tax base. In some cases, where they are 

quantitatively significant, a*fce is made for behavioural 

effects. But no allowance is  for second round effects, 

occurring for example as a ca,ejence of changes in incomes, 

prices or other macroeconomic varia es. 

3. The claim on the fiscal adjustment

t 
s into account our best 

estimate of the second round effect6›, as well as the direct 

effects, using simulation results from the Treasury model. The 

calculations assume that: 

the PSBR is held fixed at the val 

forecast by means of variations in the 

income tax; 

the January 

rate of 

money GDP is held on the path in the January f 

adjustments in interest rates. 

St by 

1 
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The January forecast allowed for a cut in income taxes in 

-90 worth E11/2 billion, also taking the form of a reduction in 

ic rate. The call on the fiscal adjustment shown in the 

Sc d gives our estimate of how much of that E11/2 billion would 

hava4g-\be used up to finance the present package, assuming the 

post-Budget paths for the PSDR and money GDP were as in the 

January forecast. The figures suggest that we need to use up only 

about El billion in 1989-90 and £14 billion in 1990-91; the 

at in the absence of other changes to the 

forecast, t 	R would turn out somewhat higher than shown in 

January. 	

(7U 
5. Differences be  Q1  direct effects and the call on the fiscal 
adjustment are oft 	atively small, because they reflect only ^ 
the macroeconomic impàt 	switch between one form of taxation 

or expenditure (the Bud 	measures) and another (the basic rate). 

But they are not always small. The call on the fiscal adjustment 

will tend to be lower than the direct effects insofar as: 

the package has a m 	avourable effect on inflation 

that a cut in the b 	rate, so allowing a more 

favourable split of mone 	P between output and prices; 

the package shifts activity ex enditure or saving into 

more highly taxed areas than 	s a change in the basic 

rate. 

6. 	In practice the first of these sources of difference tends to 

be more important than the second. 	Lower in 	 tends to 

reduce both tax revenue and public expendi  _f  the precise 
effects depend on the source of the reduction in  lei‘  . on and the 

extent to which cash limits are biting on public ex. di re. But 

the consequential increase in output raises revenue, ..-.educes 

expenditure mainly through lower social security pa The 

net effect is to improve the financial position of  tli4(7c 
sector and limit the call on the fiscal adjustment. 

2 
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One final point on methodology which is of particular 

vance to the present package. When indirect taxes are 

we assume that money GDP is held fixed at factor cost 

ra"  :r)an market prices. This reflects the view that the 

GovetIet would usually aim to accommodate any shift in indirect 

taxes on the price level, rather than force an offsetting 

adjustment on tax-exclusive prices and hence nominal incomes. 

This mirrors the assumption underlying the direct effects, adopted 
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Call on fiscal adjustment 
1989-90 	1990-91  

- 590 

+ 540 

920 

280 

50 

1060 

+ 310 

960 

for the f 

Statement, t 

cost. 

time in the ready-reckoners in the 1988 Autumn 

sumers' expenditure is held fixed at factor 

The present packag  

8. The paragraphs  41 	follow describe how the call on the 
fiscal adjustment diffe f em the direct effects on revenue for 

the main measures, or groups of measures, in the package as it 

currently stands. The figures are shown in the table below. 

Measures (lines  
in Scorecard)  

Freeze excise 
duties (1) 

VAT: Non-domestic 
construction etc 
(4) 

Savings package 
(8-10) 

Other measures 

Totals 

Direct Effects 
1989-90 1990-91 

-1225 -1325 

+ 315 + 540 

- 175 -1000 

- 	95 -270 

-1180 -2055 

3 

, yield (+)/cost(-) 
rom an indexed base 
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GDP, the 

settlements 

GDP between ou 

as already noted 

than the direct 

large in the second 

on effects of the lower price level on pay 

improvement in the split of factor cost money 

d prices. This improves the public finances, 

he call on the fiscal adjustment is lower 

ue effect. The difference is particularly 
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Excise duties   

The freezing of excise duties accounts for essentially all the 

nce for the package as a whole. A reduction in excise 

du 	 elative to the revalorisation assumed in the forecast) 

has 	more favourable effect on inflation in the short term than 

does the cut in the basic rate of income tax assumed in the 

forecast. 	Although we assume that the direct effect of the non- 

revalorisation of excise duties is accommodated in lower money 

\ 4-10A  (ii) VAT on non-domest"4 construction etc  

There is almost no difference between the estimated call on 

the fiscal adjustment and the direct revenue effects of the 

proposed extension of VAT cover 	The VAT paid by the public 

sector feeds directly into cen 	vernment revenue and has no 

impact on the price level. The Jad y forecast already allows 

for the estimated impact on public 	ture; neither the direct 

revenue effect given in the Scorecard 	he call on the fiscal 

adjustment net off this extra expenditu 

The increase in VAT paid by the private sector is expected to 

have little immediate impact on the price level. 	There is no 

direct RPI effect; and those in the private -- tor paying the 

extra VAT will be in exempt or partly exempt cat 	 and they 

are not expected to pass the extra cost on directl 

4 
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The savings package 

estimated call on the fiscal adjustment due to the 

ackage is less than the direct revenue effect. A 

subs ntial part of the net reduction in tax accrues to financial 

institutions, and this in itself would lead to lower spending and 

lower tax receipts than a cut in income tax. However we expect 

that announcement of the abolition of stamp duty on share dealings 

will give 	mmediate boost to share prices, raising personal 

sector wealth 	s will raise consumer spending relative to GDP, 

and hence re 	from expenditure taxes. The rise in share 

prices will also c±ase stamp duty and CGT receipts over the 

remainder of calen 	ar 1989. 

(iv) Other measures  

13. 	The net effect of the remaining measures on both revenue and 

the fiscal adjustment are small. 

Conclusion 

14. Our estimates indicate that t 	all on the fiscal adjustment 

due to the package is smaller than\he irect effect on revenue, 

and is not much greater in 1990-91 th 1989-90. The main 

difference from the direct revenue effe arises from the freezing 

of the excise duties. An implication of the figures is that not 

all of the fiscal adjustment in the January forecast needs to be 

used up. 
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Revenue cost of 

1990-91 than 1989-90 

A 	 rc 1989/10.2.02 
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OPTIONS FOR A  vo ‘5:IL 	PACKAGE 

package significantly higher in 

ecard -1200, -2050. 

Call on fiscal adj 	me t more even: -950, -1250. 

Changes to income tax implemented from April. 	So 

additional income tax options would have substantial cost in 

both years. 

Changes to NICs imp1emente4 	om autumn. So affect 

1990-91 much more than 1989-90. 

Changes to CT have slowest build 
	

per cent off is 

-10, -400, building up to -570. 

Following notes rough. Produced at speed. 
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Bi 

411EF 	as well as 
mo 
ti 

Divorce from Prudence 
and Caution? , stance still 

Advertised policy 

Courage of convictions 

Supply side bene 

Consistency 

Permits bigger incr 
in car scales 

Less provocative, and 
therefore less risky 

Cost adjustable 

BUDGETETREORET 
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For 

Follows logic of view 
that fiscal policy = 
balanced budget + tax 
reform 

And policy that should 
reduce tax burden 

NOT TO BE COPIED 

Against 

Raises stakes - "only 
one instrument"/risk of 
blame for inflation, 
current account 

Give with left hand 
(tax), take with right 
(mortgages) 

Gets us off  4R 
readmill 

(51  1fk:.  ks up defence of 1988 C:  vet:  actions speak 4 
OfIllt"  r than words 

Assuming high interest 
rates, looks like 
schizophrenia 

Penny off 

Allowances 

- 2 - 

Most likely to 
crystallise objections 
above 

Candy floss 

Flouts demand for 
Budget for poor 

Complete waste of money 

Said to be what people 	Sink without trace 
want 
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Coup de theatre 
	

Wrong thing to do 

Makes subsequent NIC reform 
cheaper 

Supply side bene 

Reduces NIF surpl 

2% off CT 

Surprise 

Reduces starting rate 

Addresses popular concern 

1% 	tter for most 
peop 	n penny off 
tax, 	e benefit 
confin110 - b9 ow UEL 

Something/ for "Budget for 
poor" school 

Narrows CT - income 
gap, which has widened 

Impossible for 1989-90 

Most of benefit goes 
to people not in band 

Either few in band or 
expensive 

Complicated 

Reverses reduction in 
number of rates 

Chosen to give priority 
to basic rate 

No help to pensioners, 
because don't pay NICs 
(but most don't pay 
income tax either) 

Slightly more expensive 
than penny off 

Slightly odd priority 

1% off NICs absurdly high 
V 

Reduces effective burden  4  Has some of disadvantages 
on shareholding 	 of "tax cuts" without 

Raises slightly cost of 
debt 

populist advantages 

Tighten with left hand 
(interS rates & E), 
loos 	h right (CT) 

3 - 
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More people benefit 

Delete 5, 7, 9, 	Reduces marginal rates 
substitute (say) 
3, 5, 9 	 Confines benefit to low 

paid 

Introduce more 
bands 

Convert LEL into 
allowance; raise 
marginal rate to 
1111% on earnings 
up to £200 pw; 
then revert to 
9% 

uces size of steps... 

Chea 
aboli  '  st 
losers 

y (£3/4bn) to 
s without 

4 - 

King 	3 billion, 
we t '-  'er 4 

Raises 	1 rates 
by 9% ab 

Convert LEL etc; 
keep 5, 7, 9; but 
raise UEL 
(Mervyn King) 

NOT TO BE COPIED 

More people sutter steps 

Tinkering 

Draws attention to steps 
but ducks problem 

...but introduces more 
of them 

Complicated 

More than doubles 
marginal rate for 
those in 5% band 

Substantially raises 
marginal rate for another 
10 million 

Abolishes reduced rate 
bands introduced in 1985 

Convert LEL into 
allowance, and 
steps into 
thresholds; keep 
5, 7, 9 marginal 
rates 

Abolishes steps 

Keeps reduced rate  bA 

Major reform 

Supply side improvement 

Benefits low paid 

Costs £5 billion 
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Abolishes steps 

Costs El4 bn 

Supply side improvement 

Reduces average  LaLes 

Q5 enefit concentrated on 
w paid 

1(!; 

t LEL etc; 
inal rates 

11; leave 

Conver 	L %tc; 
raise 	al 
rates • 8, 10, 
12; keep 9% band 
at top; leave 
UEL 

NOT TO BE COPIED 

£21/2 billion 

Raises marginal rates 
for lot of people by 
3 percentage points 

Reverses '85 reduction 
in marginal rates 

Complicated 

Too clever by half? 

ROBERT CULPIN 
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REVISED BUDGET PACKAGE 

cc 	Chief SecrPtAry 
Financial SecreLaly 
Paymaster General 
Economic Secretary 
Sir Peter Middleton 
Sir Terence Burns 
Mr Anson 
Dame Anne Mueller 
Mr Wicks 
Mr Hardcastle 
Mr Byatt 
Mr Scholar 
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Mr A C S Allan 
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Mr Macpherson 
Miss Simpson 
Miss Wallace 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

I attach a revised Scorecard table, to reflect your 

provisional decisions on National Insurance contributions. 
These are that: 

employee NICs should be 2 per cent of 	lower 
earnings limit (£43 in 1989-90) plus 9 p 	on 
earnings between the lower earnings limit 

upper earnings limit (£325 in 1989-90) 

there should be no change in the upper earni 
limit 
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no change in employer NICs 

 

and no change in NICs for the self employed. 

ine 1 has been revised. 

r71% 2. 	figures are slightly higher than in the Scorecard 

tabl and notes which I circulated yesterday. That is 

because the Government Actuary's costings were for Great 

Britain only. We have added in Northern Ireland, and that 
makes a difference of about 2 per cent. 

P 
<4  

3. 	If you  ! -- ::  to reduce NICs for the self-employed, the 
extra cost .0  4  probably be of the broad order of 

1::14  
£50 million in  1: to  and £100-150 million in 1990-91. 

.1-  .z. 	• 
Ili 

approximately £20-25 million in 1989-90 and £25-30 million 
in 1990-91. 

Presentation 

5. 	With this revised package, th popular perception of 

the Budget is likely to be "£3 off, 	t ' 	on". That is: 

most people will have a NIC cu of £3 

with nothing on beer, cigarettes, etc. 

6. 	There will 	of course be other headl  A  z  il 
measures, such as the boost for unleaded  Ir•- 40( 

scrapping of the earnings rule, and the improve  4  
age allowance. But if past experience is any  gu‘n-
who-gets-what analysis will dominate much of the  
commentary. 	

411) 

2 - 

4. 	In the light o 

board, we are consi 

car scales. Every extra 

ecision to reduce NICs across the 
\options for a larger increase in 

-pier cent (in line 7) would yield 

atching 

the 

the 

he 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPOD  , 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



be worth proportionately less to high 

n low earners. 

The 

earn 

For the 

be an off 

settled). 

heeled with company cars, there will 

increase in car scales (yet to be 

For supply side micro improvements, we have: 

NIC reform 

wider share ownership 

reform of the taxation of pensions 

assurance. 
and 
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The distributional story should be fairly simple. 

The NIC reform will leave the low paid more of 
their own money. 

- 	Those who want to do so will be able to add in the 

7,S cash value of indexing the income tax allowances. 
c/ 

The NIC gains will be cash limited to £3 a head, 

and will be Lhe same for anyone earning more than 
£115 week. 

8. 	We shall, as always, want to present the package as 

part of the Government's continuing programme of reform; and 

this week's decisions give us give us a strong Mais lecture 
theme - an opportunity and a chal 'ge. 

9. 	For counter inflationary mac icy, we have: 

high interest rates/tight 

record Budget surplus/debt rerwment 

no reduction in the tax burden. 

(The lists are not exhaustive.) 
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especially important in making 
't easier for people to work as flexibly as they 

ike - varying their hours and so on in whatever ways suit 

V, without running into the unfortunate traps which exist 

steps. There is an obvious link, if you want to make 

h the ending of the pensioners' earnings rule. 

,v  

11. The main problem - and this is where the challenge 

comes in - is likely to be the risk of conflicting signals. 
Briefly: 

G.ent gives with left hand (tax and NICs), 

10. The NIC change will be 

h right (mortgages) 

 

ta 

 

austereo tary policy/candy floss fiscal policy 

"no risks" 	give-away Budget/fuelling flames 

"prudence an ,ektion", but mortgaging future 
(cost in 1990) 

basic rate "priority when prudent", but nowhere to 
be seen. 

12. None of this looks terribl dl.dpicult; but by raising 
the cost of the Budget to £2 14 	 in 1989-90 and 

11, £43/4 billion in 1990-91, we shall  .4 	ing the stakes on 
ic policy into 

only one instrument. The waters will helpfully muddied 

by the facts that the NIC reforms only take effect in the 

autumn - and, perhaps, that next year's Budget surplus can 

be described at one and the same time as higher than anyone 

envisaged until very recently, the same as 	s year 
excluding privatisation proceeds, and lower than 	year 
in cash. 

4 - 

the argument that you have collapsed 
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ers to questions, where these are not 

already given you some suggestions for 

note of 16 Februa5T. 

parallel on 

obvious. 

Budget themes 
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Briefing 

  

3. I attach a first outline by EB of the main tax brief 

below that, a first list of questions by FP. These are 

ssential reading for the Overview, and are very rich 
\ i progress; but they may be some help to Ministers in 

thin ragabout presentation. 

14. The 	priority 	is still to work up the positive 
presentation of the Budget in the speech. 	This will then 
carry through to the briefing; and we are working in 

ROBERT CULPIN 

5 - 
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Reform employee NICs 

Freeze excise duties 

-985 985 

1225 

-2785 

   

 

nil -1320 

  

-900 

45 

80 

30 	 - 75 

40 	 + 40 

315 

nil 

540 

 

90 

 

110 

neg 	 - 35 

fp.pk/SCCRECARD/Table 1 
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SCORECARD OF 23 FEBRUARY 1989  

TABLE 1: DIRECT EFFECTS OF BUDGET MEASURES  

E million 	 yield (+)/cost (-) 
1989-90 	1990-91 
Changeb fLom 	Changes from 	Changes aum 
a non-indexed 	an indexed 	an indexed 
base 	 base 	 base 

Reduce duty 
unleaded 
increase 

VED: coaches 
lorries 

VAT: non-domestic 
construction etc 

Index IT thresholds 

- 30 

+ 40 

Increase car scales 
by 20 per cent 	+ 90 

CT: raise small 
companies thresholds 	- neg 

Savings  

Abolish stamp duty 
+ 	10 

- 	20 

+ 	10 

0 

5 > 	5 

- 	60 - 	60 

- 105 - 105 

- 	70 - 	35 

-2285 -2010 

on shares from 1/4/90 

Life assurance 

Pensions, PEPs, Share 
Schemes, Unit Trusts 

Other  

Schedule E: Leceipts 
basis 

VAT: bad debts, 
registration, etc 

Miscellaneous starters 

TOTAL 

-  10 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPOD , 

BUDGET SECRET 
BUDGET LIST ONLY  , 

NOT TO BE COPIED 



CELLOR 

V \) 

BUDGET SECRET 
BUDGET  L16,531011MLY   

NOT TO BE COPIED 
OF 34 COPIES 

 

FROM: ROBERT CULPIN 
DATE: 24 February 1989 

Ip.px/rc 1/24.2.U1 

cc 	Chief Secretary 
Financial Secretary 
Paymaster GenerAl 
Economic Secretary 
Sir Peter Middleton 
Sir Terence Burns 
Mr Anson 
Dame Anne Mueller 
Mr Wicks 
Mr Hardcastle 
Mr Byatt 
Mr Scholar 
Mr Riley 
Mr Sedgwick 
Mr A C S Allan 
Mr Gieve 
Mr Gilhooly 
Mr Matthews 
Mr Pickford 
Mr Macpherson 
Miss Simpson 
Miss Wallace 
Mrs Chaplin 
Mr Tyrie 
Mr Call 

• Sir Anthony Battishill) 
Mr Beighton 
Mr Isaac 	 )IR 
Mr Painter 

Unwin 
r Jefferson Smith 
	

)C&E 

 

REVISED BUDGET PACKAGE 

 

I attach a revised Scorecard table, to reflect your 

provisional decisions on National Insurance contributions. 
These are that: 

employee NICs should be 2 per cent of 	lower 
earnings limit (£43 in 1989-90) plus 9 p 	on 
earnings between the lower earnings limit 

upper earnings limit (£325 in 1989-90) 

• there should be 

limit 
no change in the upper earni 
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no change in employer NICs 

and no change in Nies for the self employed. 

me 1 has been revised. 

• 

figures are slightly higher than in the Scorecard 
tabl

c,
e and notes which I circulated yesterday. That is 

because the Government Actuary's costings were for Great 
Britain only. 	We have added in Northern Ireland, and that 
makes a differ ce of about 2 per cent. 

If you 	to reduce NICs for the self-employed, the 
extra cost 	probably be of the broad order of 
£50 million in 1 	and £100-150 million in 1990-91. 

- 

In the light of 	-'\,ecision to reduce Nies across the 
board, we are consi 	options for a larger increase in 
car scales. Every extr 	r cent (in line 7) would yield 

approximately £20-25 million in 1989-90 and £25-30 million 

1990-91. 

Presentation 

With this revised package, th popular perception of 

the Budget is likely to be "£3 off, 	t,hi 	on". That is: 

most people will have a NIC cu > of £3 

with nothing on beer, cigarettes, etc. 

• 

6. 	There will of course be other headl 

measures, such as the boost for unleaded 

scrapping of the earnings rule, and the improvem 

age allowance. But if past experience is any g 

who-gets-what analysis will dominate much of the 

commentary. 

2  -  

atching 

the 

the 

01.1.. "Ott 
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The 	be worth proportionately less to high 

earn 	n low earners. 

The NIC gains will be cash limited to £3 a head, 

and will be the same for anyone earning more than 
£1; 

 

15 week. 

Q 

For supply side micro improvements, we have: 

NIC reform 

wider share ownership 

reform of the taxation of pensions and 
assurance. 
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The distributional story should be fairly simple. 

The NIC reform will leave the low paid more of 

their own money. 

A- 	Those who want to do so will be able to add in the cash value of indexing the income tax allowances. 
c/ 

For the heeled with company cars, there will 

• 
be an offs 
	

increase in car scales (yet to be 

settled).  x- \ 

8. 	We shall, as always, want to present the package as 

part of the Government's continuing programme of reform; and 

this week's decisions give us give us a strong Mais lecture 

theme  -  an opportunity and a chal ge. 

9. 	For counter inflationary mac icy, we have: 

high interest rates/tight 

record Budget surplus/debt repayment 

no reduction in the tax burden. 

• 
(The lists are not exhaustive.) 
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ent gives with left hand (tax and NICs), 

h right (mortgages) 

tary policy/candy floss fiscal policy auster 

"prudence an 	tion", but mortgaging future 
(cost in 1990) 

basic rate "priority when prudent", but nowhere to • J t1)sr ,LNY` 
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The NIC change will be especially important in making 

easier for people to work as flexibly as they 

Ike - varying their hours and so on in whatever ways suit 

without running into the unfortunate traps which exist 

steps. There is an obvious link, if you want to make 

h the ending of the pensioners' earnings rule. 

V\ 

The main problem - and this is where the challenge 

comes in - is likely to hP the risk of conflicting signals. 
Briefly: 

"no risks" 	give-away Budget/fuelling flames 1 

be seen. 

7' 
None of this looks terribl d icult,r'but by raising 

cost of the Budget to £23/4 1llion in 1989-90 and 
billion in 1990-91, we shall— 	ing the stakes on 
argument that you have collapsed 
	

ic policy into 
only one instrument. The waters will 	helpfully muddied 

by the facts that the NIC reforms only take effect in the 

autumn - and, perhaps, that next year's Budget surplus can 

be described at one and the same time as higher than anyone 

• 

envisaged until very recently, the same as 

excluding privatisation proceeds, and lower than 
in cash. 

4 - 

12. 

the 

£43/4 

the 
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Briefing 

  

• I attach a first outline by EB of the main tax brief 

n below that, a first list of questions by FP. These are 

ssential reading for the Overview, and are very much 

i progress; but they may be some help to Ministers in 
about presentation. 

14. The priority is still to work up the positive 
presdlitatiafi—OT—i-he Budget in t e speec 	This will then 
carry through to the briefing; and we are working in 

thin 

5 

parallel on 

obvious. 

Budget themes 

ers to questions, where these are not 

already given you some suggestions for 

note of 16 February.  

ROBERT CULPIN 

I. 
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315 

7-1 4 1 
1411 

Reduce duty 
unleaded 
increase 

VED: coaches 
lorries 

- 30 

+ 40 

- 30 

40 

	

5. 	VAT: non-domestic 
construction etc 	 315 

Index IT thresholds 

Increase car scales by 20 per cent 	+ 90 

	

• 8. 	CT: raise small 
companies thresholds 	- neg 

Savings  

Abolish stamp duty 
on shares fiom 1/4/90 + 10 

Life assurance 	 - 20 

Pensions, PEPs, Share 
Schemes, Unit Trusts 
	

5 

Other 

90 

neg 

Schedule E: receipts 
basis 	 - 60 	 - 60 

VAT: bad debts, 
registration, etc 	- 105 	 -105 

Miscellaneous starters 	- 70 	 - 35 

10 

Reform employee NICs 	- 985 

Freeze excise duties 	nil 

- 985 

-1225 

-2785 

-1320 

- 75 

40 

540 

nil 

110 

35 

- 

45 

10 

80 

270 

fp.pk/SCORECARD/Table  1 
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SCORECARD OF 23 FEBRUARY 1989  

TABLE 1: DIRECT EFFECTS OF BUDGET MEASURES  

E million 	 yield (+)/cost (-) 
1989-90 
	

1990-91 
Changes from 
	

Changes foam 	Changes from 
a non-indexed 
	

an indexed 	an indexed 
base 
	

base 	 base 

TOTAL 2285 -2010 
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Budget measures 

[Reform of struc 

Reform of taxation 
own level of pension, rather 

employees' NICs.) 

ions means individuals' free to determine 
ictated by tax system. 

DGET LIST ONLY 	 A2 
un 	
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OVERALL STRATECY 

, 

(ii) 410A  porate tax system reformed in 1984 and personal taxes in 1988. 
Improv d conpany sector performance - profitability, productivity - clearly 
shows benefits of reforms. 1988 Budget measures mostly not implemented until 
1990. 

Continues policy of tax reform. 	Tax reform integral 	part 	of 
nt's economic strategy. Increasing incentives and improving efficiency 

nomic success. 

This budget particularly concentrates on encouraging wider share 
ownership. Also • 	oduces number of simplifications and deregulation measures. 
Hel? for lower 	rough reform of NICs. 

Set fir 	thin context of prudent and cautious approach. Fiscal 
stance will allow 	lar e re .a ment of national debt. 

(iii) 	Reformed regime for life assurance removes worst distortions of 
previous system while recognizing unique nature of industry. Continues general 
thene of applying lower tax rates to broader base. 

(iv) 	Number of measures to encour9 personal savings and wider share 
ownership, building on reforms introdu 	•revious budgets 

abolition of stamp duty on 
last six budgets; 

PEPs and approved employee shar(> 

new tax relief to encourage devel 
plans; 

Sixth major tax abolished in 

limits increased; 

I kale t of employee share option 

• 

pensions and life assurance reforms will reduce bias towards 
institutional saving. 

(v) 	Measures to encourage businesses, especially smaller usinesses 

profits limit for small companies' CT rate r 
cut-off for marginal relief increased to £750 

£150,000 and 

VAT registration requirements now based on past, 	ected 
future, turnover. Threshold also increased in lin 	PI to 
£23,600 

unincorporated businesses to be allowed to set-off tra 	ses 
against CGT 
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—Li  libbbitjtligit4114-3 1 
compreheAY99:ItY(§TcPaN ic-n): iiitroduced for VAT (building 
on cash accounting for businesses with turnover below £100,000 
introduced in 1987 Budget). 

Unleaded petrol] 

un 
A2 

89  NOT TO BE COPIED 

Budget overall presents prudent and cautious approach. Some reductions 
11 level of taxation needed to offset effects of fiscal drag. So 

( 

<A  most IT allowances and basic rate limit increased in line with RPI no reduction in IT basic rate 
- 	no increase in excise duties 

[- 	lower paid helped through NIC reform] 

But PSDR set at [f billion] will enable further substantial repayment of debt. 

Defensive 

(i) 	Budget 	 contains nothing - tax reform has run out of steam 

(ii) 	Failure t 
year's strategy mista 

axes/ size of PSDR show that accept verdict that last 

"Budget for ri 	year. Why not Budget for poor this? 

WS0 measures only •ne failure of previous attempts. 	Why just 
more of the same - no reasohwhy ould work any better. 

'Savings' package basically non-existent. Will do nothing to encourage 
'ordinary' savings. 

111 	(vi) 	Why not accept logic of NIC reforms and integrate with IT. 

Why no increases in excise dutie 	ynical manipulation of RPI? 

Why overall tax burden still 
down abandoned? 

- Government's policy  to  get  it 

Why more taxpayers next year? 

• 
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Income 	Tax 

(1 	Most personal allowances and basic rate limit increased in line with 
in Age allowance extended to over 75s. 

Basic rate remains unchanged at 25 per cent and higher rate at 40 per (ii) 
cent. 

tual 

(b) 	Capital Gains Tax 

No changes in mortgage interest relief. 

Car scale increased by 20 per cent. Car fuel scales unchanged. 

Tax r 	ill be available on premiums for private health insurance 
paid by or on be 	over-60s. Relief available from 1990-91. 

Earnings r 	pensioners, under which state pension withdrawn for 
every 	earned over E 	a 1ek, abolished. 

Payroll giving 	oubled to £480 a year. 

CGT annual exempt amount unchanged at £5,000 for individuals and £2,500 
for most trusts. 

Gifts relief restricted to certain types of gift. 

(c) 	Inheritance tax  

Threshold indexed to £118,000. 

[(d) 	NICs  

Employees' NICs restructured, build 	n 1985 	reforms. 	Steps 
abolished. 	Replaced by "joining fee" at £43,0,7hile other steps turned into 
thresholds. LEL and UEL remain as announced in November.] 

Positive 

Budget builds on fundamental reforms of personal 
1988. 

Allowances up over x per cent in real terms sinc 
man's allowance maintained at highest level in real terms sinc 
million taxpayers taken out of tax altogether compared to 
regime. 

introduced in 

79. Married 
war. X 
1978-79 

• (iii) 	Number of measures to increase incentives for elderly 	ov 	off 
dependency culture. 
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Why no 

Why no 

Why not mo 

ict IT reliefs to basic rate? 

to MIR : increase limit/ abolish altogether? 

rs, after what said last year? 

20 per cent target for IT abandoned? 
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true value of benefit. 
(iv) 	Further ste company cars into line with 

Reform of NICs substantial help to lower paid. 	Removes very high 
ginal 'tax' rates at limits of bands. 

Increase in payroll giving limit further encouragement to chAritable 

(i) 	Progress on cutting IT burden halted. [First time for seven years no 
reduction in IT beyond indexing allowances.] 

• 
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New tax relief introduced 
employee share trusts (ESOPs). 

oyers' payments into qualifying 

Positive 

Major reform to encourage saving intr 
taxation. Removed great disincentive for marri 

last year with independent 
en to save. 
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BUDGET AND SAVINGS 

ctual 
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pr 
sch es 
regime 

(ii) 

Pensions tax regime reformed. Tax privileges for occupational pensions 
"capped" at income level of £60,000, but employers will be free to 
ensions up to any level. Also some changes to personal pension 
rly retirement provisions of occupational pension schemes and AVCs 

Tax regime for life assurance also reformed 

pensions and general annuity businesses to be ring-fenced; 

rel 	for expenses of acquiring new life assurance business to be 
ver seven years; 

rat 
poli 

Life A 

(iii) 	Stamp Duty on 

charged on income and capital gains attributable to 
rs reduced to 25 per cent; 

ra 	Policy Duty abolished. 

bolished from [1 January 1990]. 

Annual limits o 	approved employee share schemes increased to 
£2,000 or 10 per cent of pa 	limit of £6,000. 	Monthly limits for 1980 
SAYE scheme increased from £lld 0 150. 

Annual limit on investment in Personal Equity Plans increased from 
£3,000 to £4,800 - doubling original 1986 limit. 	Of this, up to £2,400 
(formerly £750) may be invested in unit and investment trusts. A number of 
other restrictions also abolished. 

Measures encourage wide range of difierent savings methods, but 
especially share ownership. Also remove bias towards institutional saving that 
has accumulated over past 30 years. 

Pensions proposals build on Government's earlier 
pensions' choice and encourage private provision. Remove a 
effectively limited pensions paid. Put relief for pensions 
others eg MIR. Also reduce incentive to save through pensi 
investing directly in equities. 

Life assurance proposals 

moves to widen 
that tax rules 
ame basis as 

rather than 

remove distortive effect on savers by limiting 'up-f 
on initial costs that used to be available to life ass 
policy holders but not to investors directly in shares; 

remove distortions that old system produced in incidence o 
between one Life Office and another. 

lief 
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ESOPs 

Defensive 

Package re 

Does not St 
Reform pamphlet. 

s nothing for personal savings 

15  ell to judgement against criteria laid down in Tax 
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Widening tax base also enables tax rates to be reduced. So existing 35 per cent 
d 30 per cent rates will both, from 1 April 1990, be reduced to 25 per cent. 

Stamp Duty abolition will remove major cost for those investing 
tly in equities. Will also eliminate aspect of Lax system which puts 
h financial services sector at disadvantage compared with some of its 

ors. 

(vi 	forms to PEPs will make them simpler to administer and more 
attr c 	to first time investors; should lead to considerable increase in PEP 
take- 	and substantial widening and deepening in share ownership. 

Changes to employee share schemes limits will give substantial further 
boost to existing share schemes. 

Measures encourag rh < t expense of poor? Why not encourage 'direct' 
saving eg in bank and build g 	ety deposits? 

Why not go for expenditure tax? 

III 	(v) 	Stamp Duty reform benefits only city fat cats/institutions. All 
benefit will be capitalised before reform takes effect. 	And why keep for 
houses? 	Illogical to tax (through Stamp Duty) and relieve (through MIR) same 
transaction? 

(vi) 	How can pensions package possi 
be radical if not preceded by a Gr 
promise? 

a simplification? And how can it 
er - or have you reneged on that 

(vii) 	Why just 'tinkering with existing 	• should try more radical 
options eg on PEPs. 

• 
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UDGET AND BUSINESS 

Main Corporation Tax rate maintained at 15 per cent. Small companies' 
ILained at 2b per cent. 

all companies' profits limit raised to £150,000 and limit for 
ief raised to £750,000. 

(ii 
margin 

VAT changes to comply with ECJ judgment (announced 6 February). VAT 
will be charged on non-domestic construction (from 	); water and sewerage 
services supplied to business (from 	); fuel and power supplied to businesses 
(from 	); news services (but not newspapers) (from 	); and certain items of 
protective clothi 

VAT bastv elief introduced from 1 August 1989 for all debts over 18 
months old that h 	written off in traders' accounts. 

VAT regist 	on 4ules simplified so that now refer to past, rather 
than expected futur 	er. Registration threshold raised to £23,600. VAT 
default surcharge limit 	d from 30 per cent to 20 per cent. 

Close company ap 	ent rules basically abolished. 

Package of modificaVio 	Profit Related Pay regime introduced. 

ITV levy. 

III (ix) 	Suspension of Control of Borrowing  Order from midnight on Budget Day. 

Positive 

CT  regime  unchanged. Gives sta 	ty or companies. 	Main CT rates 
among lowest in world. Benefits of 1988r rm evident from greatly improved 
profitability and performance of company se 

Small companies' limits unchanged slier- 
them. Will help [ 	] smaller businesses. 

Time now ready to change 

Bad 	debt 	relief 	proposals 	will  Olp  many 	businesses both 
administratively and financially. Build on reforms of VAT introduced in 1987 
(cash accounting and annual accounting for smaller businesses). 

VAT registration reforms introduce major simplification. Registration 
threshold raised by maximum permitted by EC. 

Changes in close company apportionment rules remov 
legislation. 	Contribute to Government's general approa 
system. 

Changes to PRP will encourage more firms to join sch 
workers more direct sense of identification with firms that 
promote greater degree of pay flexibility. 

ages of tax 
mplfying tax 

at give 
em and 

Ili 	(vii) 	Suspension of COBO important deregulatory measure which free and underlines Government's confidence in future of London as financia ce 
Sweeps away last vestige of post-war apparatus for direction of capi 
state. 
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Why keep tinkering with it? 
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Tax burden on companies increasing. 

VAT on sewerage and water/ fuel and power creating trouble for major 
ations. 

(ii 	y have you waited for so long to allow bad debt relief? 

Increases in small companies' CT limits no more than indexAtinn that 
should have taken place anyway. Why not reduce rates? 

VAT deregulation package boon for cowboys and fiddlers. 

Why impo new levy on ITV just when facing competition from cable and 
satellite. 

(vii) 	PRP is 

• 

• 
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(v) 	Number (IP  

‘°\(vi) 	Car Tax d for vehicles purchased for leasing to disabled. 

measures to help charities. 

Number of further VAT reliefs introduced for charities. 

Defensive 

What possible justification, 
alcohol and tobacco duties at least in lin 	h inflation? 	What happened to 
"presumption" of indexation? 

• 
health risks, for not increasing 

What has happened to idea of shifting irect to indirect tax? 

BUDGET SECRET - BUDGET LIST ONLY 	 A2 

SPENDING TAXES 

actual 

) 	Tax on unleaded petrol reduced by 3.3p a gallon. Tax on 2-star and 3- 
leaded petrol increased by 5p a gallon. Other road fuel duties (4-star 
and DERV) unchanged. 

V.\ 
( 	 o changes in alcoholic drinks or tobacco products duties. 

(iii 	for cars unchanged. Number of rates reduced from over 70 to 5. 
VED o 	uses and coaches and certain heavy rigid lorries increased to cover road 
track costs. 

(iv) 	VAT rate unchanged. Coverage changed in line with ECJ judgment (see 
above). 

Positive 

Reduced duty 	<2,  eaded petrol adds to 10p gallon differential 
introduced over last two 	. UK now highest differential in EC except for 
Denmark. 	Considerable 	 ntal benefits from motorists switching to 
unleaded fuel. 

- 

VED structure simplified and rationalised. Also further step towards 
making all classes of vehicles cover their road track costs. 

Why pick on poorer motorists driving ol. r cars by increasing price of 
2-star petrol. 

Why increase VED on buses? They (a) reduce congestion and (b) burn 
diesel, so less polluting. 

• 

(v) 	Pledges on further extension of VAT base? 
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6  111. 	outturn, but a lot bigger than you thought right for 1988- Missed opportunity. PSBR in 1989-90 may  be smaller than 0:  .14.:9 

ur 1988 Budget. If tax cuts in 1988 did not harm economy, 
policy  looking  after inflation, 

.\ * 
so cautious now? 

NOT TO BE COPIED 

shows second thoughts about 1988 strategy? 

Co\ 
2. What is 

budget aim. 

PSDR? Tast year you announced a balanced 

have you c stance on balanced Budgets? 

• 
V-^—j 

 IIf 

are you implicitlyCepting that privatisation 

tj°  ifd( C  

not be in the arithmetic when you decide the fiscal 

stance? 

are you aiming National Debt down? 

proceeds, land sales, etc are family  silver and should 

In last two years, Government has< 

standing on their own two feet, not rel ying 

personal savings rates have collapsed, we 

matter because companies and the State are savin 

up the difference. Are you being consistent? 

Budget does nothing  much overall to encourage personal 

savings. It gives away  £[21/2] billions in NICs, which w  eoP) 
and trade deficits, and thus higher interest rates? 

straight into consumption. Won't

us 	

this simply  encourage inf'-x N 

lot about people 

State. Now that 

d it doesn't 

and making 

• 
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eillic  
Why doesn't Budge 

reases? 

BUDGET SECRET 
LY 

for the tax burden overall as 

0 
for the tax burden of family on 

ion of GDP? 

erage earnings, half 

average earnings, etc? 	 0 

NOT TO BE COPIED 

essive pay 

doesn't Budget do something for the regions? Isn't it a 

the South-East? 

7. Is there any justification for freezing excise duties, other 

than fiscal fine tuning of the RPI? If inflation's out of 

control, why not reduce VAT instead - would have benefited 

everyone, not jus inkers and smokers. 

I P8.  Tast year you 

giving them £3 more a 

dget for high earners. But now you're 

Y? 

ity" was to get basic rate  tiV 9. Tast year the "number o 

down to 20 per cent. Why haveiven up on this? 

• 
10. What does the Budget do 

for the balance between direct and indirp9t taxation? 

for widening the tax base? 

• 2 
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Whatever happened to the "Budget for Savings"? 

happened to the "level playing field"? 

QUESTIONS - SA 

NOT TO BE COPIED BUDGET SECRET 
T LIST ONLY 

3. Why does this piecemeal collection of measures include 

measures which increase the emphasis on institutional 
savings? 

runs through the thinking? 

5. Why no reform of 

1988 credit boom; 

rates are abolished? 

f owner-occupied housing? Root of 

favoured further once domestic 

• 6. Why no bold, imaginative move, eg turning PEPs into general 

ration of tax-privileged savings? 

Why didn't you restrict reliefs to thkziè rate? 

Why no help for small man? Life 	e pensions 

attacked; nothing for "real" savings such ass>  Post Office, 
Bank and Building Society deposits? 

' 

If you want to encourage share ownership, why not give 

 '' 

 

for brokers' fees? 

Why no front-end relief for PEPs? Why not Barclayshare? 
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ept Life Assurance (See Section IV); and Pensions (see Section 

(a) 

Inc 

why 	 't any this year? 

raised by as much as basic rate 

where is the consis 	i reducing higher rates to 

ts a sign of a successful economy - is that 

(b) (if basic rate 

allowance) 

(c) Car benefit scales 

everyone resigned to large inc 

nettle and get this out of way for 

so why  not grasp 
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What happened to the "number one priority" of getting 

rate down to 20 per cent? 

• single 40% rate, and then making greater and greater 

proportion of middle managers pay it? 

which is long-term objective - make eve ryone pay tax on 
full value? What about "tools of the trade"? 

if principle is that there are to be few or no net 

losers, why don't you apply elsewhere in the tax 

What's so special about company cars? 

• 4 
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move to putting tax system on a current year basis. 

Will you apply this elsewhere, eg to self-employed? 

last year's higher rate changes paid for 
themselves? 

EXCISE DUTIES 

(A) Alcohol and 

what is 

which will res 
best estimate of number of deaths 

failure to index duties? 

shifts tax burden a &am  indirect taxes. Consistency 
with broad aims? 

• 	

- 

 why not tax drinks according to alcoholic strength? 

(b) Leaded/unleaded 

how will you stop oil companies poeting  some of the 

differential favouring unleaded? 

why are you giving oil companies an ,incentive to do 

something that they are doing anyway? 

if you've really serious about lead, why weren't you 

tougher on company cars? - Less use of them woul 

cut lead, and also reduced congestion in cities. 

• 	5 
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VED 
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you've frozen VED on cars and petrol duties (except 

2 and 3 star). You've hammered buses. And you've 

not hammered company cars. Why this bias against 

public Lewisport?  -  means more cars on road, more 

congestion, more road accidents, more pollution; 

and higher fares. 

NOT TO BE COPIED 

why not abolish VED, raise fuel duties?  -  would 

cure evasion overnight. 

lp for UK commercial operators, who pay 

hig 	oring taxes in EC? 

VALUE ADDED TAX 

(a) ECJ judgement on non-d sticonstruction, etc . 

just proves EC can force us to change our zero 

rates. What's next  -  VAT on food and children's 

shoes? 
• 

changes will damage inne 	development? Why not 

a longer transition period?0 

new rules far too complicatO 	1 lead to 

mistakes and administrative burd 

0 
delay on fuel and power just another sop to 

privatisation? 

• 

VAT on water, fuel and power creates probl 

privatisation of water, electricity industrie 
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VAT pledge 
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will you pledge now that there will be no more 

extensions to the VAT base? If not, what's next - 

newspapers? 

\k\ 
(c) Deration package 

a boon for cowboys and fiddlers? (Compare pursuit 

of social security fraud). 

STAMP DUTY ON 

why no 	stamp duty now? 

reckless 	 a year ahead. 	Given 
trackrecord 	 asting, how do you know this 

will be prudent‘ir 1 April 1990? 

• 
CORPORATION TAX 

surely, won't do much for wider share ownership? 

just a boost to city firms and large existing 

shareholders? 

high interest rates damaging 	 . Overall 

tax burden on UK compani 	 high by 

international standards. Why no cute in Cr rates? 

what is your long-term aim for main CT rate, which 

is well out of line with basic rate income tax? 

basically all you've done for small c 

make up for the indexing which should have 

done in your past Budgets. Why not a substanti 

real increase and indexed for the future? 

• 	7 
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justify that? Is the answ 

principle is dead and NI 

tax on employment? 

t the contributory 

ust being used as a 

Another £3 a week for the well  o0 
raise the UEL? Why not raise it 

limit? 

y didn't you 

basic rate 

• 

BUDGET SECRET 	NOT TO BE COPIED 
pre-tr  a_ily.purriE31.ligrrit;_10  help Euro 
Tunnel. I thought you said that project wouldn't 

be given special tax help? 

just an expensive way of putting right mistakes of 

1985? 

still leaves cliffface at TEL What's the point of 

spe 	g £[21/2] billion and not solving that? 

xplain the logic of the different 

rates for employers and employees? 

changes, 	on top of previous ones, not 
consistent 	tributary principle. Why not 
face up to 	t \  and abandon the contributory 
fiction? 

these changes don't and won't eliminate existing 

surplus on NIF, nor stop it growing. How can you 

why have you done nothing for the self-employed? 

why have you done nothing for employers? 

compliance cost for employers? 

8 
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subsidy to private sector. When will you 

relief to whole population? 

urance rather than hospital fees? 

CHARITABLE GIVIW 

0 
May please a few enthusiasts, t what evidence of 

• 
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unemployment still About 2 million. Why encourage 

old to block jobs needed by the young? Budget for 

the South-East? 

wouldn't it be better to spend the money on poor 

pensioners? What's happened to targeting? 

PRIVATE MEDICAL INSURAh10E 

Why no reliefs 	o e-off gifts? 

Why not extend payroll giving to self-employed? 

any real demand for this from c 

Do you really expect companies to try to implement 

ESOPs with such a complex set of bureaucratic 

rules? 

Don't you agree that if you really want to 

ESOPs this half-hearted set of measures won 

it? 
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If you are doing this, why do you need ESOPs as 

well? 

You announced one panic moasure before the Budget. 

Now more. How big a flop is PEP? 

Is there any evidence that PEP has saved a single 

job 	increased any employee's identification 

employer? 

good, why are so many companies giving 

've tried it? 

PEPS 

Thought 	this 	Government 	was 	against 

institutionalised savings ? Why have a big boost to 

unit trusts? 
• 

t cats reorder their 

ief. Isn't limit 

people you say 

Raising the limit just 

portfolios to pick up the 

already high enough for o 

you've trying to attract? 

RELCCATION EXPENSES 

Doesn't this just hamper labour mobility? 

• 
Why tax this - isn't it part of getting 

not remuneration? 

10 
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If tax harmonisation is irrelevant to 1992, why are 

you panicking over unit trusts? 

Why have unit trusts suddenly become the 

Government's preferred savings medium? Why give 

them this advantage as well as preferential PEPs 

treatment? 

NOT TO BE COPIED 

DEEP DISCCUNTIED 

Why  4., 
vari\  r  
bonds 

abolishing COBO? Does variable/non 

inction make any sense? Some variable 

'tal component  -  why tax that as 

dex linked bonds let-out really income? 
 1141-7.w.44 

solve this  0  

• 

CLOSE COMPANIES 

Why such vindictive action (penal rate) on close 

companies? Is aim to 

close property companies 

em off? What about 

CAPITAL GAINS MX 

If capital gains to be taxed at  incqme  tax rates, 

why not integrate them fully? 

Why can't CGT losses be charged against income?  - 

You've conceded that unincorporated bus ines 

offset income losses against capital gains, 

not the reverse? 

Why didn't you permit wider CGT rollover relief? 

CGT inhibits reinvestment. 

11 
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Why didn't you extend rItirement relief to 

landlords? 

Abolishing gifts relief is contrary to policy of 

encouraging lifetime giving? 

t starting rate far too high for modest 

hy not align with basic rate of income 

40 

esta 

tax? 

Why not 10 ss relief? 

INHERITANCE TAX 

Why not abolish IHT completely? The wealthy and 

we1 	ised don't pay this voluntary tax. 

How does IHT buen compare real terms with Lrf 

in 1975? • 	
Why not increase threshold in line with house 

prices? 

111V LEVY 

es being 

exposed to satellite/cable competWon? Isn't it 

fighting yesterday's tax battles? 

Why make this change when 

• 12 
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all these burdens at the same time? 

Doesn't 	the 

distributing through 

discriminate against companies 

ts? 

BUDGET SECRET 
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In past Budgets you've had a go at Lloyd's; at general 

rs trading, reserves etc; now you are having a go at Life 

e and threatening more in 1990. 
Xs\ 

why this assault on the insurance industry? 

Burden of Budget measures comes on top of £700m cost of FSA 

(£200m on red tape, £500m on new commissions). 

Is taxation of accrued gaC4ifbr pensions business first step 

towards taxing accrued gains of Life Funds? • 
be retrospective to 1 January 1990? 

What is planned for 1990? What coDttation? Will changes 

You clearly put options A and B in the cods 	ye document 

as a smokescreen. Meant no meaningful consul 	on what you 

really intended to do. Will you consult pplpte:r1.  on the 1990 

changes? 

Is option A dead? Is option B? 

Industry want Revenue to be much quicker in refunding 

deducted at source on exempt pension business. Will the Revenu 

cooperate? • 	13 
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What will this do to commissions and premium levels? 

will this do to cost of endowment mortgages? 

14 
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11 dLLack on lump sum in two years. When's the next 
ste 

7. If it right to freeze MIR, why is i 
new pensions limit? (and vice versa). 

NOT TO BE COPIED 

Why didn't you issue a Green Paper before doing this? 

3. What's the point of changes which affect so few, don't really 

bite until next century? 

Why didn't 	 further to promote personal pensions, 

downgrade occupatio (70es? 

Do you plan to issue 	Paper on pensions? If not, do 

you pledge no further chan•t:  • 

411 	6. Why did you index the limit? Why indexed to prices, not 

earnings? 

to freeze the 

How will public services deal with these chan s? 

Why do those in Final Salary schemes only get affected when 

they change jobs, whereas those in Personal Pensions get af 

immediately? 

Compounds mistakes of 1987. Changes will affect lab° 

mobility more and more as time goes by? What happened to "freein 

up the labour market"? • 	15 
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Abolish Inheritance Tax?  -  which is voluntary for 

Limit 
tax? 

Abolish s 

interest relief to the basic rate of 

house sales? 

the well-off and well-advised? 

Limit reliefs to basic rates? 

Raise mortgage interest relief? 

Index mortgage interest relief limit? (you're 

indexing the new pensions limit) 

gage interest relief? 

• 

• 

Increase stamp duty on house sales? 

Introduce a lower rate of income tax at the bottom 

end? 

Abolish Car Tax when you co40 	rd to? 

Do more to encourage investmaa* 

Do something effective on savxws? eg tax free 

savings ration? 

Do something for war widows? 

Do more than you have for the elderly? [The 

been a very heavy postbag on help for the old. 

Give tax relief for creches at work? For chil 

care for working parents more generally? 

16 
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face up to sovereign immunity problem, and deal 

with Kuwaiti abuses? 

stand up to the Greek shipowners on residence? 

What makes them, other foreigners so special? 

do more in this Budgct instead of stacking up so 

much for the 1990 Budget? 

17 
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trfr  
BUDGET CAPITAL MARKETS PACKAGE 

This submission rounds up the outstanding issues on the various 

capital market deregulatory measures in this year's budget. 

	

2. 	The following changes have already been agreed 

The abolition of the bond and equity queues 

rationalisation of the tax treatment of corporate and 

other bonds (starters 262 and 453) 

Deregulation of the sterling commercial paper regime 

	

3. 	Following extended consultation with the Bank we now propose: 

Creating a unified regime for sterling issues up to 

5 years, by bringing the short-term corporate bond regime 

into line with that for sterling commercial paper. 

	

4. 	This submission also deals with: 

)t.‘3 LA, 1$ ■.0.-1 	 111,4 

4414e4I ,.AMJ{4) lux p4-4- hi s fv141, 
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• 	
- 	

The future of the Bank's lead management guidelines 

Whether we should give the Stock Exchange advance 

warning of the abolition of the queue, in case they wish to 

set up an alternative voluntary arrangement. 

Commercial Paper and Corporate Bonds 

The definition of deposit taking in the Banking Act would 

normally catch issues of short-term debt instruments. Banking Act 

Exemption regulations have therefore been pnt in place to allow 

companies to issue sterling commercial paper (up to 1 year) and 

short-term corporate bonds (1-5 years), subject to a number of 

conditions. 	Issues of sterling commercial paper may, at present, 

only be made by companies listed on the UK stock exchange with net 

assets of at least £50 million, and the paper must have a minimum 

denomination of at least £500,000. The requirements for corporate 

bonds are similar, except that the minimum denomination is 

£100,000, and a prospectus has to accompany each issue. 

In the Autumn you decided that the sterling commercial paper 

regime should be substantially relaxed. The main changes are to 

allow other types of issuer; private companies, companies listed 

on non-UK stock exchanges, sovereign and parastatal bodies. The 

minimum net asset requirement is to be reduced to £25 million. 

The Bank have spent some time considering what consequential 

changes should be made to the corporate bond regime. They have 

concluded, and we agree with them, that the two regimes should be 

brought into line. 	This would involve establishing a single 

minimum denomination of £100,000, and removal of the prospectus 

requirement for corporate bond issues. The changes already agreed 

on commercial paper would apply also to corporate bonds. 

We agree with the Bank that the minimum denomination should 

be £100,000 rather than £500,000. The threshold for "wholesale" 

money market transactions under Section 43 of the Financial 
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411 Services 	Act is £100,000. 	Standardising our definition of 

wholesale at this lower level may also help in negotiations on the 

EC withholding tax, since it gives more credibility to the 

argument that an exemption threshold should be introduced at that 

level or thereabouts. 

The prospectus requirement for corporate bonds exists for 

investor protection reasons. 	But the purpose of the minimum 

denomination is to ensure that this is a professional market, 

whose participants can look after themselves. ThG conditions Lite 

Bank will be imposing nn private companies and non-UK listed 

companies are designed to ensure that adequate disclosure takes 

place, without requiring a prospectus for each issue. We 

understand that DTI, who also impose requirements in this area 

(see below under timing) will not be imposing a prospectus 

requirement, and it is they who have prime responsibility for 

investor protection. Removing the prospectus requirements, and 

relying on ongoing disclosure requirements, will make it quicker 

and cheaper for companies to make such issues. 

Timing 

These changes can be announced in the Budget but it will not 

be possible to introduce them immediately - the Bank still have 

some work to do on the disclosure requirements that need to be 

imposed on private companies and non-UK listed companies. If this 

were the only constraint, we would expect to be able to implement 

the changes by July at the latest. 	But the position 	is 

complicated by the fact that issues of commercial paper and 

corporate bonds are also regulated under DTI 	legislation; 

currently the Companies Act, but this is to be replaced by 

regulations under Part V of the Financial Services Act. 

This causes timing problems. The Companies Act imposes a 

prospectus requirement on corporate bond issues, which can only be 

lifted by primary legislation. It will be possible to lift the 

prospectus requirement in the regulations under Part V of the 

Financial Services Act, and DTI have indicated that they would be 
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III willing to do this. 	The problem is that DTI do not intend 
implementing part V until the end of this year at the earliest. 

Thus, even if we make the appropriate Banking Act exemption 

regulations, prospectuses will still be needed for issues of over 

1 year. 

12. Against this background, there are two basic options: 

Press DTI to implement Part V earlier, and introduce all 

the changes at the same time. 

Announce all the changes in the Budget, implement the 

changes 	on commercial paper immediately, and those on 

Corporate Bonds when Part V comes into effect. 

We think it is worth trying to persuade Lord Young to 

accelerate the timetable for Part V, but DTI lawyers are hard 

pressed, and a reasonable time will be needed for consultation 

(the regulations under Part V establish a whole new regulatory 

regime for unlisted issues of securities). So it is unlikely that 

the timetable can be accelerated enough for it to be reasonable 

for you to delay making changes to the Banking Act exemptions. 

The Bank at an earlier stage argued for announcing only the 

Commercial Paper changes, in case a fuller announcement caused 

issuers to anticipate the other changes. But we see little force 

in this argument - an issuer anticipating the introduction of Part 

V will simply be breaking the law. Our strong view with which the 

Bank are content is that you should announce all the changes in 

the Budget - they form a coherent deregulatory package, of which 

the main feature is the integration of the two regimes. We could 

0  lay the relevant Banking Act exemption regulations as soon as they 
are ready, but make clear that issues will still be subject to the 

Companies Act requirements including the need to 	issue a 

prospectus. 	This will put some useful pressure on the DTI to put 

part V of the Financial Services Act in place soon. 
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III Lead Management Guidelines 

15. In view of the abolition of COBO we need to consider what 

changes, if any, to the Bank's lead management guidelines should 

be made. There are two questions; whether we can retain the 

yuidelines, and whether we wish to do so. 

The Current Guidelines 

16. The main elements of the current guidelines are: 

All capital market issues in sterling should be managed 

and organised in the UK, by a UK-based firm with the capacity 

in the UK to act as an issuing house. 

Foreign-owned firms with such a capacity may lead manage 

such issues in the UK if there are reciprocal opportunities 

in their domestic capital markets for equivalent UK-owned 

firms. (This is a relatively restricted reciprocity test, in 

that the Bank will look only at the opportunities for lead 

management in the home country, rather than at wider 

questions of access). 

As the Bank's market notice explains, the lead management 

guidelines are there to, "promote the orderly development of the 

sterling capital market". But recently our main interest has been 

in the use of the reciprocity requirement as a bargaining tool 

with Japan. 

Can we retain the Guidelines?   

Our legal advice is that the guidelines are based exclusively 

on the Bank's customary authority, and thus, strictly speaking, 

the abolition of COBO should not affect them. The Bank argued, 

before the decision on COBO was taken, that its abolition would 

undermine their customary authority. But you made clear in your 

letter to the Governor of 12 September 1988 that you saw no reason 

why this should be so. 
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We had thought that the Bank now shared this view, but 

Mr George has now told Mr Scholar that, after considerable 

reflection within the Bank, they consider themselves unable to 

continue operating the reciprocity test - though not the other 

aspects of the guidelines - without some form of statutory 

backing. Their argument is that if they were challenged in court 

on reciprocity they would not succeed; and that if someone 

challenged them effectively in Parliament - as Lord Bruce-Gardyne 

nearly did in the BZW/Nomura and Daiwa case - the weakness of 

their position would be evident. 

This has caused us to consider the matter again with our 

legal advisors. The conclusion is that we could not, as the Bank 

propose, rely on COBO or on anything based on it to reinforce the 

Bank's customary authority: a reciprocity test is well outside the 

vires of the underlying legislation. 

If you do wish to retain the guidelines, it will therefore be 

necessary to secure the Bank's agreement to continue their current 

practice. But before doing this you will wish to consider whether 

the guidelines are still needed. 

Should the Guidelines be retained? 

There are two 	arguments in favour of retaining the 

guidelines; to ensure that the sterling market remains in London, 

and to use the reciprocity test as a bargaining tool with the 

Japanese. 

Although we share the Bank's desire to see the sterling 

market remain in London their proposed method of ensuring this is 

rather at odds with our deregulatory approach to financial markets 

and is in any event ultimately outside the UK's control. Removing 

the guidelines might, in the short-term, cause some sterling 

business to move outside London, but it is not clear why we should 

wish to impose this sort of artificial restriction in this area 

alone. 	The basic strength of the London market means that the 

overwhelming majority of sterling business will continue to be 

• 
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ill done here. 	London has, after all, managed to attract a large 

proportion of Euro-market business purely because we have fewer 

restrictions than other countries. 

The bank may well find information more difficult to 

recollect without the guidelines, but this is scarcely a reason 

for retaining such restrictions, and the same argument applies to 

the abolition of COBO itself. 

That leaves the reciprocity argument. 	This is a tricky 

question. 	The Japanese clearly care about their exclusion from 

lead management. 	And they might  see the lifting of this 

restriction as a sign of weakness. 	On the other hand, our 

shopping list for access to Japanese financial markets is much 

reduced. Mr Wicks is reviewing our strategy in financial 

relations with Japan. It is difficult to make sensible judgements 

about the value of the lead management card until we have reached 

a view on general strategy. 

That said, the abandonment of discriminatory regulations 

against foreign-owned firms, and against firms wishing to make 

sterling issues outside London, would provide a useful argument in 

community debates about EMU and reciprocity. It is indeed just 

possible that retaining the guidelines will draw attention to them 

in a way that leads others in the Community to question their 

compatibility with EC obligations, though in fact few are in the 

position to throw stones. We could point to it as an example of 

the kind of practical steps we are pressing all member states to 

take to bring about the integration of financial markets; and it 

would marginally strengthen our position in arguing against the 

reciprocity provisions in the Banking and Investment Services 

Directive. 

Assessment 

Our feeling is that the lead management guidelines have 

probably outlived their usefulness. Their main current value is 

in negotiations with Japan, and we have doubts whether this is 

strong enough to justify maintaining the guidelines. But it would 

not make sense to take a decision on this until completion of the 

review of our general strategy with Japan. 
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28. Against this background, and given the Bank's reluctance to 

maintain the guidelines on their current basis (but, we suspect, 

their desire to maintain the guidelines on some basis!) we would 

suggest the following way forward: 

You should write to the Governor saying that we are 

reviewing the utility of the lead management guidelines, but 

that you do not wish to reach a conclusion until you have 

completed a review of our general strategy on financial 

relations with Japan. 

That you would therefore like to maintain the current 

guidelines pending completion of this review. 

That, though you appreciate the Bank's desire to give 

the guidelines some form of statutory backing, our legal 

advice is that it would be ultra vires to use COBO for this 

purpose. 

What this approach would mean in practice is that the Bank's 

market notice announcing the changes would simply say that the 

Bank's lead management guidelines are unchanged. 

Abolition of COBO and the Stock Exchange 

You have decided that the Bank should cease to operate the 

queue immediately the Budget announcement is made. It is possible 

that the private sector may wish to introduce voluntary 

arrangements to avoid issues clashing. The Stock Exchange would 

be the natural body to take on this role. They would only be able 

to give a considered reaction on Budget day if we forewarned them. 

This would mean that the Exchange would be able to announce any 

voluntary arrangement immediately. 	They would also be able to 

forewarn us of any problems with immediate abolition that we have 

not so far identified. 

• 
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III Conclusion 
31. Do you agree with the following recommendations: 

That you should announce a unified regime for sterling 

issues up to 5 years in the Budget. 

That appropriate Banking Act exemption regulations 

should be laid as soon as possible thereafter. 

That you should write to Lord Young outlining the 

VI  
capital markets package for the Budget, and asking him to 

accelerate the timetable for implementing Part V of the 

Financial Services Act. 

That you should write to the Governor asking him to 

retain the Bank's lead management guideline, pending the 

review of our strategy on financial relations with Japan. 

W e confidentially forewarn the Quotations 

140 
department at the Stock 

abolish the queue? 

Exchange that you have decided to 



chex.rm/jmt1/65 	BUDGET CONFIDENTIAL 

• FROM: J M G TAYLOR 
DATE: 24 February 1989 

MR NEILSON cc Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Wicks 
Mr Monck 
Mr Culpin 
Mr Scholar 
Mr Odling-Smee 
Mr Peretz 
Mr Ilett 
Mr Pine 
Miss O'Mara 
Mr Kroll 
Mr Sharples 

BUDGET CAPITAL MARKETS PACKAGE 

The Chancellor was very grateful indeed for your note of 

24 February. He thinks it is a most useful package. 

2. 	On the points for decision: 

he agrees that he should announce a unified regime for 

sterling issues up to five years in the Budget; 

he agreed that appropriate Banking Act exemption 

regulations 	should be laid as soon as possible 

thereafter; 

he agrees that he should write to Lord Young outlining 

the capital markets package for the Budget, and asking 

him to accelerate the timetable for implementing Part V 

of the Financial Services Act. 



ii • 
On the suggestion that he should write to the Governor asking 

him to retain the Bank's lead management guideline, the Chancellor 

has commented that he needs to retain the flavour of his last 

note - viz an assurance that if the Bank use their customary 

authority in this area, they can count on his full support (this 

is in addition to the points suggested in your paragraph 28). 

We also need to give urgent consideration to how much of this 

should appear in the Budget speech, and he would be grateful if 

Mr Scholar could let him have a draft passage as soon as possible. 

This should be enlivened by the historical origins of COBO,and 

rhetorical flourishes about its demise. 

if JMG TAYLOR 
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Further to my earlier note, the Chancellor would prefer not to 

forewarn the Stock Exchange about the decision to abolish the 

queue. 

J M G TAYLOR 
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BUDGET CAPITAL MARKETS PACKAGE 

As agreed, I attach a draft letter for you to send to Lord Young 

outlining the Budget capital markets package, and asking him to 

accelerate the timetable for implementing part V of the Financial 

Services Act. 

2. 	In fact the latest intelligence from DTI on the timetable for 

part V is worse than we had thought - implementation by Spring 

1990 at the earliest. We have therefore included in the draft the 

alternative proposal that DTI should achieve the same effect by 

amending the existing Companies Act regime in this year's 

Companies Bill. (The Companies Act regime is eventually to be 

replaced by regulations under Part V of the Financial Services 

Act). This could come into effect on Royal Assent, which, we 

understand, is unlikely to be before the Autumn. 

M J NEILSON 
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DRAFT LETTER TO 

Rt Hon Lord Young of Graffham 
Secretary of State for Trade and Industr 

BUDGET CAPITAL MARKETS PACKAGE 

1:Jebet44 ' 
When we met 71Artephoy I mentioned that I would be announcing 

a major capital mark(=!ts deregulatory package in my Budyet 

statement. This letter sets out the measures which I will be 

announcing. 

The corner stone of the package is the effective abolition of 

the Control of Borrowing Order 1958 ("COBO"). This is the 

last remaining vestige of the panoply of post-war controls on 

borrowing. Its main function in recent years has been to 

underpin the Bank's new issues queue for bonds and equities, 

which I judge an outdated and unjustifiable state intrusion 

in the markets. But it also exercises control over local 

authority borrowing, a control which I wish to retain until 

new measures are put in place in the Local Government and 

Housing bill. This means that I shall be issuing a general 

consent under COBO, effectively abolishing all parts of COBO 

other than that affecting local authorities. When the new 

controls on local authorities are in place I will revoke COBO 

itself, and its parent legislation, the Borrowing (Controls 

and Guarantees) Act 1946, will be repealed. 

I also intend making major changes to the regulatory regime 

for sterling issues of under 5 years. At present there are 



• 	two separate Banking Act regimes, one for sterling commercial 
paper (of less than 1 year maturity) and one for short term 

corporate bonds (1 to 5 years maturity). I propose unifying 

the two regimes and extending substantially the categories of 

institutions that can issue sterling paper. 

The main changes required to unify the regime will be to 

establish a common minimum denomination of £100,000, and to 

remove the requirement that corporate bond issues should be 

accompanied by a prospectus. At the moment, the Companies 

Act imposes a requirement on companies to issue a prospectus 

if they issue paper with a maturity of more than one year. 

However, the Companies Act regime is to be replaced in due 

course by regulations under part (V) of the Financial 

Services Act. I understand that your current intention is 

that the regulations should lift the prospectus requirement 

from issues made to professional investors, and that you are 

likely to accept that a minimum denomination of £100,000 

effectively directs issues towards such investors. 

I would like to unify the two regimes as soon as possible, I 

hope you can support this objective. First, however, it will 

be necessary either to table a very short amendment to this 

year's Companies Bill to alter the existing regime, or to lay 

regulations under part (V) of the Financial Services Act to 

replace the existing regime. It would be desirable to 

implement the Budget proposal before the Summer Recess. If 

you are not able to lay the Financial Services Act 

regulations by that time I hope you can agree to amend the 

Companies Bill. 



In the meantime I intend implementing the other changes 

affecting the sterling commercial paper regime by extending 

the categories of 	issuer and reducing the minimum 

denomination to £100,000. 	I shall be laying regulations 

under the Banking Act to achieve this as soon as possible 

after the Budget. 

Tax changes 

One result of the effective abolition of COBO is that foreign 

sovereigns and parastatals will be able to issue deep 

discount bonds in the UK for the first time. I shall 

therefore be taking this opportunity to rationalise the 

regime for taxing deep discount bond issues. I inten-,  to 

extend the 1984 regime for non-variable deep discount issues 

to apply to all eligible borrowers, and to introduce a new 

regime for variable deep discount bonds. This will simplify 

the tax treatment of these instruments and create a level 

playing field between different borrowers. 

I suggest that our officials meet as soon as possible to 

discuss these issues, so that we can make clear, at Budget 

time, which legislative route will be used. Following that 

meeting, I would be grateful for your views by 8 March on how 

best to achieve rapid unification of the commercial paper and 

corporate bond regimes. 

• 

N LAWSON 
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MEETING WITH MR MOORE ON BUDGET MEASURES 

You are meeting Mr Moore tomorrow to tell him about your 

decisions on NICs and Pensions. Details are set out below. 

NICS 

All measures to be introduced from beginning of October: 

Class 1 employees: NICs will be payable at 2 per cent 

on earnings up to the LEL (£43 a 

week in 1989-90) and 9 per cent on 

earnings above LEL, up to the UEL 

(£325 a week in 1989-90). 

SS 
	elf employed , 	 Clas 2 rate from £4.25 a 

wee to95 	ek 

Class 3 voluntary: 
	 Reduce Class 3 rate from £4.15 a 

week to £2.85 a week. 
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• 	 1989-90 	1990-91 

Cost: 	Class 1 employees 	- 985 

(£ million) Class 2 	 - 35 

Class 3 	 - neg 

-1020   

2 5c10 

- 	5  

    

Pensions   

New regime for occupational schemes: 

employers will be able to set up "top up" schemes for 

their employees, with no limits on benefits, but without 

special tax reliefs; 

a limit will be placed on pensions paid from tax 

approved schemes, based on earnings of £60,000 a year. 

This is consistent with a privileged pension of up to 

£40,000 a year or maximum tax free lump sum of up to 

£90,000. The limit will be indexed to prices; 

the rules for tax approved pensions, particularly 

affecting those who take early retirement, will be 

simplified and improved. (Not introducing new facility 

for early retirement and so not inconsistent with DSS 

plans for retirement age). 

these changes will apply to schemes set up on or after 

Budget day and to new members joining existing schemes 

on or after that date. 

- 	New simplified rules will be introduced for monitoring 

additional voluntary contributions. Any surplus 

contributions made will be returned to employees, 

subject to a special tax charge. 

- 2 - 
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Annual contribution limits for personal pension schemes 

will be increased as a percentage of earnings, subject 

to an overall cash limit based on the £60,000 earnings 

limit for occupational schemes. Also indexed. 

Propose to make it easier for individuals to manage own 

investments within personal pension schemes. N.B. will 

not affect element of personal pensions, financed by 

contracted out rebate where DSS rules will still apply. 

Mat r62.1 -' 
N I MACPHERSON 
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CHANCELLOR'S MORNING MEETING 	 21ST MEETING 

NOTE FOR THE RECORD 

Present: Chancellor 
Chief Secretary 
Financial Secretary 
Paymaster General 
Mrs Chaplin 

1. THE BUDGET PACKAGE  

The Chancellor said he was concerned at the second-year cost of the 

current Budget package, and he would be happier with it reduced to 

£31/2 billion. He therefore proposed that the announcement of the 

abolition of stamp duty should be postponed until next year. That 

would cause the Inland Revenue difficulties as they would have to 

set up temporary systems capable of collecting stamp duty after 

dematerialisation. As some consolation, the Schedule E receipts 

basis package could be reinstated. The VAT deregulatory package 

should also be removed and the NICs package for the self-employed, 

which the latest figures had shown to be extremely generous. 

The Financial Secretary suggested a return to the original NICs 

package which increased the marginal rate, but the Chancellor said 

he was against increasing marginal rates. 

The Chief Secretary thought that removing the self-employed from 

the NICs package would attract some flak, but that it was 

containable. The VAT deregulatory package was a good package and 

it was a pity to lose it. He raised the possibility of increasing 

duty on tobacco as the health lobby is strong, although he 

recognised the adverse impact on the RPI. The Chancellor said it 

was not only the RPI impact, but that it would look odd to raise 

excise duties in all areas except on alcohol. In 1987 the freezing 

of excise duties had not, in the event, been controversial. 
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0 The Financial Secretary suggested that it would be possible to 
remove the NICs package altogether. The Chancellor said this would 

be going back to the Dorneywood Budget, which had not been 
attractive. 

The Paymaster General said there would need to be care taken with 

the presentation of leaving the self-employed out of the NICs 

change. The Chancellor said that John Moore was reviewing the 

whole area of NICs and the self-employed, although this would not 

be publicly announced yet. 

Judith Chaplin said that the presentation of excluding the self-

employed would be easier if it was clearly a NICs reform for those 

on lower earnings. This would be so if the UEL was raised. There 

would be savings, even if the increase in car scales had to be 

reduced somewhat. The Chief Secretary said he liked the fact that 

the E3 gain was through the whole income scale, as it made a more 
attractive Budget package. 

3 C.- 

JUDITH CHAPLIN 
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MEETING WITH MR MOORE ON BUDGET MEASURES 

The Chancellor was grateful for your note of I March. 

J M G TAYLOR 
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BUDGET PACKAGE: UPDATED COSTINGS 

DSS have just told us that they have revised their estimate of the 

cost of abolishing the pensioners' earnings rule.  They now put 

this at roughly £375 million in 1990-91, instead of £255 million. 

In 1989-90, the cost will be around £190 million, rather than 

£125 million. 

2. 	The reason for the increase is that, on checking the position 

with their Newcastle office yesterday, DSS have discovered that 

the number of people who have opted to defer their pension is 

substantially larger than they had thought. 



As far as NICs are concerned, there is one consequential 

change to the decisions you have already made. 	This concerned 

married women optants. We will be letting you have a submission 

on this and other, minor consequentialS later today. But the 

likely options for this group would cost around £10-20 million in 

1989-90, rising to £30-50 million in 1990-91. 

In total, therefore, the NICs changes would cost £1030-£1040 

million in 1989-90 and £3030-£3050 million in 1990-91. 

iNfZ 4  

J P MrINTvRE 
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THE BUDGET PACKAGE 

    

I was sorry to miss the meeting you called this morning on the Package. 

I was in transit at 9.00a.m., when people were notified, and didn't 

hear about the meeting until after it had started.  tv 04,41 	441 

Of 9 0) 

I am not sure that the difference between £3.5 billion 

and £4.9 billion for year 2 would, in the event, be 

crucial to the markets. But there's merit in prudence. 

If we judge that it is crucial, (if the current 

turbulence continues for a few days it might become so,) 

then I very much agree that stamp duty is a prime target 

for removal. 	Our decision on this has been driven by 

the Revenue's problems with administering a post 

dematerialisation regime. The other argument in favour 

of abolition, that we would have to do it anyway 

because of stock market competitiveness, is going to 

become crucial only in the early 1990s. 

What is more, I think giving El billion this year to the 

City would take a bit of explaining. It would be 

surmountable but would look a little odd. 

I do not think we should drop the NICs package. 	There 

was a lot of pressure for something like this (or on 

thresholds) among your colleagues, both backbench and 

ministerial. 	The package we have got, although 

2. 	I have a few points: 
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expensive, is pretty attractive. A basic rate cut would 

sit oddly with 13 per cent interest rates. Curiously, 

the more expensive NIC package does not. 

I agree with the Chief Secretary that we should not 

raise the UEL. 	To do that would look a bit too much 

like an admission that we were wrong on top rates last 

year. 

However, I am a little worried about the complete 

absence of anything for small businesses. With both the 

VAT package and self-employed NICs package removed we 

are left only with the increase in the small business 

corporation tax ceiling, which is "up market" stuff. 

I think that nothing at all for the self-employed/small 

businesses would give backbenchers a grouse. On NICs, 

many of them will look back to the 1985 package which 

was "balanced" with the fifty per cent tax relief. The 

feeling is also widespread that very small businesses, 

unlike larger ones, have been quite badly hit by higher 

interest rates. So all in all, I would be tempted to 

keep either the class 2 cut or the VAT package, despite 

the cost. 

A G TYRIE 

2 
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DATE: 3 March 1989 

BUDGET PACKAGE: UPDATED COSTINGS 

The Chancellor was grateful for your minute of 2 March. 	The 

increased estimate of the cost of abolishing the pensioners' 

earnings rule is a great nuisance. Are we sure it is right? 

2. 	He also feels that we will not be able to afford to accept 

the options for married woman optants at all. 

AC S ALLAN 
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When we met yesterday I mentioned that I would be announcing a 
major capital markets deregulatory package in my Budget statement. 
This letter sets out the measures which I will be announcing. 

The cornerstone of the package is the effective abolition of the 
Control of Borrowing Order 1958 ("COBO"). This is the last 
remaining vestige of the panoply of post-War controls on 
borrowing. Its main function in recent years has been to underpin 
the Bank's new issues queue for bonds and equities, which I judge 
an outdated and unjustifiable state intrusion in the markets. 
But it also exercises control over local authority borrowing, a 
control which I wish to retain until new measures are put in place 
in the Local Government and Housing bill. This means that I shall 
be issuing a general consent under COBO, effectively abolishing 
all parts of COBO other than that affecting local authorities. 
When the new controls on local authorities are in place I will 
revoke COBO itself, and its parent legislation, the Borrowing 
(Controls and Guarantees) Act 1946, will be repealed. 

I also intend making major changes to the regulatory regime for 
sterling issues of under 5 years. At present there are two 
separate Banking Act regimes, one for sterling commercial paper 
(of less than 1 year maturity) and one for short term corporate 
bonds (1 to 5 years maturity). I propose unifying the two regimes 
and extending substantially the categories of institutions that 
can issue sterling paper. 
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The main changes required to unify the regime will be to establish 
a common minimum denomination of £100,000, and tc remove the 
requirement that corporate bond issues should be accomranied by a 
prospectus. At the moment, the Companies Act imposes c 
requirement on companies to issue a prospectus if they issue paper 
with a maturity of more than one year. However, the Companies Act 
regime is to be replaced in due course by regulaticns under part 
(V) of the Financial Services Act. I understand that your current 
intention is that the regulations should lift the prospectus 
requirement from issues made to professional investors, and that 
you are likely to accept that a minimum denominaticn of £100,000 
effectively directs issues towards such investors. 

I would like to unify the two regimes as soon as possible, I hope 
you can support this objective. First, however, it will be 
necessary either to table a very short amendment to this year's 
Companies Bill to alter the existing regime, or to lay regulations 
under part (V) of the Financial Services Act to replace the 
existing regime. It would be desirable to implement the Budget 
proposal before the Summer Recess. If you are not able to lay the 
Financial Services Act regulations by that time I hope you can 
agree to amend the Companies Bill. 

In the meantime I intend implementing the other chances affecting 
the sterling commercial paper regime by extending the categories 
of issuer and reducing the minimum denomination to £100,000. 
shall be laying regulations under the Banking Act tc achieve this 
as soon as possible after the Budget. 

Tax changes 

One result of the effective abolition of COBO is that foreign 
sovereigns and parastatals will be able to issue deep discount 
bonds in the UK for the first time. I shall therefore be taking 
this opportunity to rationalise the regime for taxing deep 
discount bond issues. I intend to extend the 1984 regime for 
non-variable deep discount issues to apply to all eligible 
borrowers, and to introduce a new regime for variable deep 
discount bonds. This will simplify the tax treatment of these 
instruments and create a level playing field between different 
borrowers. 

I suggest that our officials meet as soon as possible to discuss 
these issues, so that we can make clear, at Budget time, which 
legislative route will be used. Following that meeting, I would 
be grateful for your views by 8 March on how best to achieve rapid 
unification of the commercial paper and corporate bond regimes. 

I 
1. 

NIGEL LAWS 
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The Chancellor has now taken the final decisions on the remaining 

points in my minute of 3 March. 

(i) CGT relief against trading losses for unincorporated 

businesses will not  be included this year; 

removal of the extra statutory concession on additional 

housing costs on relocation will be dropped  for this 

year; in these circumstances putting the ESC on removals 

expenses onto a statutory footing will also be dropped;  

both these starters are to be reconsidered next year; 

sale of number plates is to be included; 

the figuring for the ITV levy is being finalised with the 

Home Office. 

ALLAN 
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BUDGET PACKAGE 

In the light of further discussi 	,,Ahe Chancellor has decided on 

the following amendments to the Bu et package: 

stamp duty will not be aboli 	n this year's Budget; 

the VAT deregulation package (registration rules, bad 

debt relief, default surcharge is to be dropped from this 

year's Budget; 

there will be no change to Class II NI 

the move to a receipts basis for Sch 	will be 

reinstated in the package. 
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the relief for additional housing costs; 
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1 other decisions stand and are confirmed, except on the 

is elow, where some doubts about their inclusion/exclusion 

reirtfn or where the figuring is unclear, and where final decisions 

will be taken on Monday: 

(i) CGT 	lief against trading losses for unincorporated 

bu 	es; 

2 
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CAPITAL MARKETS PACKAGE: PRESS RELEASE 

I attach a final version of the Treasury press release on the 

capital markets deregulation package, together with the related 

Inland Revenue press release on deep-discount bonds, for your 

approval. Also attached, for information, is the Bank's draft 

market notice. 

2. 	A number of points are worth noting: 

Following the Chancellor's letter to Lord Young of 

3 March, we have met with DTI officials and concluded that 

the best way to deal with the problem of their legislation is 

to make an amendment in this year's Companies Bill. This 

means that the unified regime can be put in place when the 

Companies Bill receives Royal Assent, probably in late 

October or early November. This will be quicker than relying 

on re gulations under part V of the Financial Services Act. 

The draft press release has been amended to explain this. 

Are you content with this? 

The Bank have made quicker progress than expected in 

clearing up the loose ends, and the Treasury Solicitor has 

made good progress on drafting the Banking Act exemption 

regulations. This means that we now hope to lay the 

regulations on Budget day. 



• 
On the Bank's market notice, there is still one major 

outstanding point - whether the reciprocity test for lead 

management should be retained, on which we await a response 

from the Governor to the Chancellor's letter. There is also 

some minor tidying up to do on the market notice. 

evatil 

M J NEILSON 
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DRAFT PRESS RELEASE  

Capital Markets Deregulation 

In his Budget speech today the Chancellor announced a major new 

package of measures further to deregulate the sterling capital 

market: 

Abolition of the new issues queue for bonds and 

equities; 	from today it will no longer be necessary for 

issuers (other than local authorities) to obtain the Bank of 

England's consent to the timing of sterling issues. 

An extension of the categories of institution that can 

issue sterling paper of less than 5 years, to include 

unlisted companies, companies listed on some non-UK Stock 

Exchanges 	banks, 	building 	societies, 	international 

organisations, and foreign public sector bodies. 

The unification of the separate regulatory regimes for 

short-term corporate bonds of up to 5 years and sterling 

commercial paper. 

A simplification of the tax regime for sterling 

corporate bonds. In future all sterling corporate bonds, 

other than convertibles, will be exempt from capital gains 

tax. 

Extension of the tax regime for ordinary deep discount 

bond issues by companies to cover all other eligible 

borrowers, including the UK and overseas Governments, and a 

new tax regime for variable deep discount bonds. This will 

simplify the tax treatment of these instruments, and create a 

level playing field between different borrowers. Existing UK 

Government stocks will not be affected. 

Abolition of the Control of Borrowing Order 1958 and 

repeal of its parent legislation, the Borrowing (Control and 

Guarantees) Act 1946. 



Taken together these changes constitute 	a 	major 

liberalisation of London's capital markets, giving issuers 

greater flexibility, giving investors wider choice, and 

simplifying tax treatment. 

Notes for Editors 

The new issues queue 

New issues in sterling for £3 million or more currently 

require timing consent from the Bank of England before the 

issue is made. This requirement, which is imposed by the 

Control of Borrowing Order 1958, allows the Bank to operate 

the queue. The Treasury is today issuing a General Consent 

under COBO which removes the requirement to seek timing 

consent for all borrowers except local authorities. 

This consent will also have the effect of removing 

restrictions on the issue of deep discount bonds by foreign 

public sector borrowers. The tax changes referred to above 

will provide a coherent regime for such issues. 

COBO will remain in force, solely for local authorities, 

until new controls on their borrowing are put in place in 

April next year by the Local Government and Housing Bill. 

The Order will then be revoked, and its parent legislation, 

the Borrowing (Control and Guarantees) Act 1946, repealed. 

Commercial paper and corporate bonds  

At present, issues of sterling commercial paper (less than 1 

year maturity) and short-term corporate bonds (1-5 years 

maturity), are subject to different conditions for exemption 

from the restrictions on deposit-taking in the Banking Act. 

The Chancellor proposes creating a unified regime. Before 

this can be achieved, changes to the Companies Act are 

required, since this legislation also imposes prospectus and 



other requirements on issues of securities of this type. The 

Government proposSes to make these changes in this year's 

Companies Bill. The proposed unification of the regime is 

therefore intended to take place when this year's Companies 

bill receives Royal Assent. 

• 

It is, however, possible to make a number of changes to the 

sterling commercial paper regime now, and new Banking Act 

Exemption regulations are being tabled today. The main 

changes will be to extend the categories of eligible issuer, 

and to reduce the minimum denomination to £100,000. A 

further Banking Act Exemption regulation, unifying the two 

regimes, by extending the SCP regime to cover sterling paper 

of up to 5 years in maturity, will be laid to coincide with 

Royal Assent to the Companies the bill. Banks and building 

societies, which have, until now, been restricted to the 

issue of certificates of deposit in the under 5 years 

maturity range, will now be able to issue sterling commercial 

paper. 

Details of the new arrangements are set out in a Press 

release and Market Notice published today by the Bank of 

England. Details of the tax changes on deep discount bonds 

and non-qualifying corporate bonds are set out in Inland 

Revenue Press Releases "Deep discount securities: new tax 

rules" and "Capital Gains: miscellaneous proposals" issued 

today. 

HM Treasury 

14 March 1989 
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DEEP DISCOUNTED SECURITIES : NEW TAX ;mum 
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The Chancellor proposes in his Budget to introduce new eulesl,for the 
tax treatment of investors in securities issued at a deep discount. 
These will provide a certain and consistent basis of taxation of such 
ecu 	 ensure 	a 	scoun 	which take the place of 
interest are properly taxed as income, he rules will cover the 
wider range of institutiene which Will be "la 4- ^ 41""a  such 
5effiwit4cast .Pollol,ing the abolitien of the queue by a w w...N4g41 ,..,44.0p.ant 
under the Control of Borrowing Order 1958. 

The Budget proposals cover three types of securities:- 

I. NOR-VARIABLE DEEP DISCOUNTED SECURITIES 

Where securities are issued by companies with a discount of more 
than half a point a year, or more than 15 points overall, the 
discount accruing during the period of ownership by an investor is 
taxed under existing law as income in the year of disposal ons 
redemption. Any difference between the acquisition cost and tho 
disposal or redemption proceeds which is greater or less than tho 
accrued income is normally taxed as a capital gain or loss (except is 
circumstances where the security is exempt from capital gains tax). 

These existing rules are being extended to cover simile] 
securities issued by the non-corporate sector (including Governmefl .  
and other public body issuers) whether in the United Kingdom ol 
overseas. 

II. VARIABLE DEEP rascouRTED SECURITIES 

Where securities are issued with variable features (for exampl 

where the date of redemption can vary 
) it is not possible to calculate in advance the precise amoun 

of accruing discount. For such securities, issued by eithe 
corporate or non-corporate borrowers, where it is possible for th 
accrued discoUpt to exceed half a point per year or 15 point 
overall, the whole of the difference between acquisition cost an 
disposal or redemption proceeds will be taxed as income (subject t 

III. below). Liability to capital gains tax will not arise. 



GILTS 

The proposals at I. and I. do not apply to existing issues of 
gilts or further trenches of existing issues. These will continue to 
be taxed in accordance with existing rules. Gilts issued at a deep 
discount on or after Budget Day (except for further trenches of 
existing issues) will be taxed in accordance with the new rules. 

FURTHER MARCHES or SECURITIES OTHER THAN GILTS 

Further trenches of other securities will normally be treated in 
the same way as the parent stock. Where, however, the parent stock 
was not issued at a deep discount the whole of an issue may sometimes 
be treated as deeply discounted. 	This will occur where the 
cumulative nominal value of all the trenches issued at a deep 
discount exceeds one half of the total nominal value of all issues 
under the same prospectus. 

XIX. INDEX LINKED BONDS 

The new rules for variable deep discounted securities will not 
apply to index linked bonds which meet the following conditions- 

The amount payable on redemption, in the case of 
a sterling iseue, depends on movements in the United KingdoM 
retail price index or, in the ease of a non-sterling   on 
the consumer prices index for that country. 

The securities pay interest on the indexed 
principal, annually or at more frequent intervals, at not less 
than a reasonable commercial rate of interest for securities 
with similar characteristics. 

The movement in the amount of the principal 
precisely follows the movement during the life of the security 
of the relevant index, whether up or down, and without 
restriction, subject to a maximum lagging of 8 months. 

The securities are issued for a period of 5 or 
more years and involve no formal or informal agreement for 
redemption at any earlier date. 

Index linked bends not meeting these conditions will be taxed like 
other variable deep discount securities (see paragraph 3. above). 

The/neiir ru/ies apply io-all d_ispoS-als,on or aftkB dg 

NOM FOR EDITORS 

1. 	Deep discount securities are bonds issued on terms such that the 
amount payable on redemption is significantly higher than the amount 
invested. Part of the return, which on normal bonds is taken as 
income (and taxed as such), is taken in the form of an increased sum 
payable on redemption. There is therefore normally a lower rate of 
interest as such payable on the bonds. The existing law provides 
that on corporate deep discount bonds with no variable features, the 
discount as it accrues over the life of the bond is taxed as income 
when the bond is disposed of. For other bonds, the discount may, in 
some circumstances, be taxable as a capital gain. 



Following the abolition of the new issues queue announced by the 
Chancellor in his Sudget, a wider range of institutions will be able 
to issue deep discount bonds on the sterling market. The new rules 
will ensure that the discount in these cases, and some others not 
covered by the existing legialation (including variable deep discount 
securities), is also taxed as income. The differences between the 
re 111168 for non-variable and variable securities arise because it is 
not possible to calculate what part of a gain on a variable security 
represents accrued di 	count.  If 	the 	changes were 	not made *arra 
would be a risk that /á considerable volume of-TiZai wmW464ms—LugaMmL 
with a discount rather than a normal coupon, thus distorting the 
capital markets and costing the Exchequer revenue. 

None of the changes affect the position of existing gilts. 

ofit U i< 4A) 

fain gouiits4hiri 
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STERLING ISSUES 

Draft Press Notice 

1 	In his Budget speech today, the Chancellor of the Exchequer 

announced that a General Consent is being issued under the Control 

of Borrowing Order 1958. With immediate effect, new issues in 

sterling, other than those by local authorities, no longer require 

timing consent from the Bank of England. 

2 	The Bank has in parallel been reviewing the present 

arrangements for the issue of different types of sterling 

instruments and has decided to make a number of changes with a 

view to simplifying and liberalising the overall framework for 

short-dated issues. Regulations are being laid today to give 

effect to these new arrangements, which are set out in the 

attached notice. 

3 	Most of the changes are expected to take effect on [4 April]. 

However, the proposal to increase the maximum maturity of sterling 

commercial paper from one year to five years can only be effected 

when Part V of the Financial Services Act 1986 is brought fully 

into force; until then, the maximum maturity will remain at one 

year. 

4 	The Bank has also been reviewing the short-term paper regime 

for deposit-taking institutions: after consultation with the 

market, the Bank hopes to be in a position to promulgate a new 

notice on [4 April]. 
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STERLING ISSUES 

Notice issued by the Bank of England, 14 March 1989 

1 	This notice sets out the arrangements which will apply to the 

issue of: 

Sterling commercial paper, with effect from [4 April]; and 

(ii) 	Capital market issues in sterling, with immediate effect. 

It replaces the sterling commercial paper notice of 29 April 1986 

and the capital market issues notice of 27 July 1987. 

The separate framework for the issue of short-term corporate bonds 

(notice of 19 March 1985) remains in force until Part V of the 

Financial Services Act 1986 is fully implemented, when it will be 

brought into line with the arrangements for sterling commercial 

paper described below. (A revised consultative notice governing 

certificates of deposit and other short-term paper issues by 

deposit-taking institutions, to replace that of 26 November 1986, 

will also be issued today.) 

2 The main effects of these new arrangements will be: 

(i) 	to widen the range of potential issuers of sterling 

commercial paper and to reduce the minimum denomination to 

£100,000 by amending the terms of the exemption from the 

Banking Act 1987; 

11 
	to remove the restrictions which have to date prevented 

banks and building societies from issuing paper of any 

title other than CDs in maturities up to 5 years; 

(iii) to remove the minimum maturity of 5 years currently set for 

sterling bond and FRN issues provided that they meet the 

requirements of the Companies Act 1985 or the Financial 
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• 	Services Act 1986, and do not contravene the 
Banking Act 1987; 

to abolish the requirement to obtain timing consent for new 

capital market issues in sterling, except for those by 

local authorities; and 

to bring the issuing 

bonds into line with 

and to merge the two 

permissible maturity 

years when Part V of 

fully implemented. 

requirements for short term corporate 

those for sterling commercial paper 

markets by extending the maximum 

of sterling commercial paper to 5 

the Financial Services Act 1986 is 

STERLING COMMERCIAL PAPER 

3 	Regulations revising the existing exemption from the Banking 

Act 1987 are being laid today. When they come into effect, 

sterling commercial paper will be made available to a broader 

group of industrial and commercial companies than hitherto. 

Banks, building societies, [insurance companies] and certain 

overseas public sector bodies will also be able to make such 

issues. The minimum denomination for all issues will be reduced 

to £100,000. All sterling commercial paper paper must be issued 

and payable in the United Kingdom. 

Banks, building societies, [insurance companies] and certain 
international organisations  

4 	There is no longer any objection to issues of sterling 

commercial paper by institutions authorised under the 

Banking Act 1987, building societies incorporated under the 

Building Societies Act 1986, [insurance companies authorised under 

the Insurance Companies Act 1982], or international organisations 

which are exempted from the Banking Act 1987 and of which the 

United Kingdom is a member, provided that their issues meet the 

conditions set out in paragraph 6 below. 

5 	An order is being laid today which is expected to take effect 

on [4 April], enabling issues of sterling commercial paper to 
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4111 be made without contravening the deposit taking provisions of the 
Banking Act 1987 by the following: 

(a) Companies  

Companies, both United Kingdom and overseas, which: 

have net assets as defined in Section 264(2) of the 

Companies Act 1985 of at least £25 mn [(previously £50 mn)]; 

and 

have shares or debt listed on the International Stock 

Exchange; 

or 

have shares or debt listed on a stock exchange or on the 

official exchange in a country whose name appears on the 

"SEAQ International List" published by the International 

Stock Exchange (ISE), dated [ 	 ]; and have 

provided in good faith to the ISE the information in 

English set out in the Schedule attached to the 

Regulations, which is equivalent to that required by the 

ISE for a euro-currency security debt listing*. 

p_ 

are unlisted, incorporated in the United Kingdom, and have 

provided in good faith to the ISE the information as set 

out in the Schedule attached to the Regulations, which is 

equivalent to that required by the ISE for a euro-currency 

security debt listing*. 

The ISE will levy an appropriate fee for undertaking this 
service. 
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411 (b) Overseas public sector bodies  

Overseas national and regional governments, and overseas 

government-owned or government-guaranteed bodies, whose debt is 

listed on a stock exchange or official exchange as described under 

(a)(ii) or (iii) above. 

(c) Other  

Issuers not falling into any of these groups may issue sterling 

commercial paper if it is guaranteed either by a company meeting 

the net assets requirement under (a)(i) and falling within the 

category under (a)(ii) above; or by an institution authorised 

under the Banking Act 1987. 

6 	The conditions attaching to issues of sterling commercial 

paper will be as follows: 	. 

(a) Description 

The sterling commercial paper must: 

	

( 1 ) 	if issued by an institution authorised under, or 

exempted from, the Banking Act 1987, carry a 

statement to that effect, giving the name of the 

issuer; or 

	

11 
	if issued by any other institution, carry a 

statement that the named issuer is not authorised 

under, or exempted from, the Banking Act 1987; and 

that the paper is sterling commercial paper issued 

in accordance with regulations made under Section 4 

of the Banking Act 1987. 

If any issue of sterling commercial paper is guaranteed, it must 

carry a statement to that effect, giving the name of the guarantor 

and stating whether or not the guarantor is an institution 

authorised under the Banking Act 1987. 
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411 (b) Disclosure 

Issuers or guarantors of sterling commercial paper which fall 

within paragraph 5(a) above must make a representation to the 

purchaser, in a statement reproduced on the securities, to the 

effect that the issuer or guarantor: 

	

(i) 	is in compliance with the relevant listing/disclosure 

obligations specified in paragraph 5(a) above; and 

	

11 
	 since the information was last provided in compliance with 

these obligations, having made all reasonable enquiries, 

has not become aware of any change in its circumstances 

which could reasonably be regarded as significantly and 

adversely affecting its ability to meet its obligations on 

the paper as they fall due. 

Maturity 

Sterling commercial paper must have a maturity of not less than 

7 days, and not more than one year. The maximum maturity will be 

extended to 5 years when Part V of the Financial Services Act 1986 

is fully implemented. 

Minimum amount  

Sterling commercial paper must be issued and transferable in 

minimum amounts of £100,000. 

Monitoring 

Issuers must notify the Bank of England: 

	

(a) 
	at the commencement or extension of any sterling 

commercial paper programme, of the total amount of paper 

they propose to issue under the programme, details of its 

maturity and as full as possible a description of the 

intended uses of the funds raised; and 
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• (b) within one week after the end of each calendar month, of 

the amount of sterling commercial paper outstanding as at 

that end-calendar month and of the amounts of paper issued 

and redeemed since the previous report. In each case a 

distinction should be made between paper issued or 

guaranteed by an institution authorised under the Banking 

Act 1987; or issued by a building society incorporated 

under the Building Societies Act 1986; or [issued by an 

insurance company authorised under the Insurance Companies 

Act 1982]; and paper not so issued or guaranteed. 

This information should be submitted in writing to the Bank of 

England, Threadneedle Street, London EC2R 8AH, addressed to the 

Head of the Financial Statistics Division (marked for the 

attention of Group 5/4). 

Management of sterling commercial paper issues  

7 	Where an issuer engages an intermediary to manage the issue, 

the intermediary , must be a firm with the capacity to act in that 
role in the UK. It must be either fully authorised under the 

Financial Services Act 1986 or exempted from it by virtue of 

Section 43 of that Act. Intermediaries not meeting these 

conditions are invited to discuss with the Bank the terms on which 

they might manage issues of sterling commercial paper in the UK. 

8 	Enquiries on the above paragraphs and on related matters 

should be addressed to the Wholesale Markets Supervision Division 

of the Bank (Telephones 01 601 5176 or 5178); or to the Head of 

the Division (01 601 4019). 

CAPITAL MARKET ISSUES IN STERLING 

9 	The following changes are being made, with immediate effect, 

to the Bank's guidelines for capital market issues in sterling: 

(i) 	A General Consent is being issued today by the Treasury 

under The Control of Borrowing Order 1958. New issues in 

sterling, except those by local authorities, will no 

longer require timing consent from the Bank. 
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III (ii) 	There is no longer any objection to issues of sterling 

bonds or FRNs with a maturity of less than 5 years, 

provided that they observe relevant legal requirements, 

including the provisions of the Banking Act 1987 and Part 

ITT of the Companies Act 1985 OL Pcut IV of the Financial 

Services Act 1986. Issues may carry call or put options 

operative at any time during their life. 

(iii) 	There is no longer any objection to foreign public sector 

borrowers making issues of deep discount (including zero 

coupon) and index-linked stocks. The tax arrangements 

applying to such issues were announced by [the Inland 

Revenue on 14 March 1989]. It remains the position that 

approval will not be given for issues of this type by UK 

local authorities. 

10 	In order to promote the continued orderly development of the 

sterling capital market, the Bank will continue to require all 

capital market issues in sterling to be managed in the UK, under 

the lead management of a UK-based firm which has satisfied the 

Bank that it has the capacity in the UK to act as an issuing house. 

11 These guidelines apply to all capital market issues in 

sterling (both debt and equities, including securities carrying a 

sterling option or a sterling-related element). 

12 The Bank will also require to be notified of the main details 

of any new issue in sterling for an amount in excess of [E10] mn 

at the time it is made. Notification should be made to the Senior 

Manager (Sterling Capital Markets) in the Bank's Gilt-Edged 

Division (telephone numbers: 01-601 4766 and 01-601 4835), which 

stands ready to respond to any questions on these capital market 

guidelines and to give guidance on other matters which may arise 

in relation to capital market issues in sterling. 

FOREIGN CURRENCY INSTRUMENTS 

13 Instruments denominated in foreign currency and issued in the 

UK are not subject [to market regulation] by the Bank of England 

to issuing guidelines. 
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41, Issuers of such instruments must satisfy themselves that they do 

not contravene the Banking Act 1987 and that they meet all 

relevant requirements of the appropriate overseas authorities. 

Bank of England 
14 March 1989 
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BUDGET CAPITAL MARKETS PACKAGE 

Thank you for your letter of 3 March, following up our 
conversation last Thursday. 

I am very pleased that you propose to do away, effectively, 
with the Control of Borrowing Order (COBO) and to rationalise 
the taxation of deep-discounted bonds. 

I also welcome your proposal to unify the sterling commercial 
paper and short-term corporate bonds regimes. I am content 
with the proposition that a minimum denomination, for both, of 
£100,000 should be sufficient to ensure that offerings are 
effectively directed towards professional investors. 

In practice the swiftest enabling legislation I can offer is a 
Companies Bill amendment extending the present one-year limit 
in section 195 of the Financial Services Act to five. I fear 
that this is highly unlikely to become law before the Summer 
Recess; the final stages of the Companies Bill will almost 
certainly not be completed until the "spillover" session in 
the autumn. But I see no reason why colleagues should object 
to the relevant provision coming into effect immediately upon 
Royal Assent rather than after the normal two months delay; 
and this would offer you a shorter route than the Financial 
Services Act Part V regulations. These are equivalent, in 
substance, to a considerable Bill and will require extensive 
consultation. They will not be in force until well into next 
year. 

Our officials have now had a meeting. 
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PS/IR 

CAPITAL MARKETS PACKAGE : PRESS RELEASE 

The Economic Secretary has seen your minute of 8 March to the 

Financial Secretary. The presentation of COBO has been allocated 

to the Economic Secretary. He has approved both the Treasury and 

Revenue press releases (with one small drafting amendment : 'SCP' 

in the Treasury press notice to be written in full). The final 

version of the Revenue press release differed slightly from that 

• • • 

	

	attached to your minute. I attach a copy (changes sidelined) for 

information. 

A^v  

S M A JAMES 

PRIVATE SECRETARY 
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14 March 198: 

DEEP DISCOUNTED SECURITIES : NEW TAX RULES 

The Chancellor proposes in his Budget to introduce new rules (which 
will apply to disposals on or after Budget Day) for the tax treatment 
of investors in securities issued at a deep discount. These will 
provide a certain and consistent basis of taxation of such securitiel., 
and will ensure that discounts and premiums which take the place of 
interest are properly taxed as income. The rules will cover thc 
wider range of institutions which will be able to issue such 
Securities following the issue of a general consent under the Control 
of Borrowing Order 1958. 

1  None of these changes, including those on indexed bonds, affect this 
tax treatment of existing gilts. 

DETAILS 

The Budget proposals cover three types of securities:- 

I. NON-VAR/ABLE DEEP DISCOUNTED SECURITIES 

Where securities are issUed by companies with A discount of moro 
than half a percentage point a year, or more than 15 points overall, 
the discount accruing during the period of ownership by an investor 
15 taxed under existing law as income in the year of disposal or 
redemption. 	Any difference between the acquisition cost and the 
disposal or redemption proceeds which is greater or less than the 
accrued income is normally taxed as a capital gain or loss (except in 
-circumstances where the security is exempt from capital gains tax). 

These existing rules are being extended to cover similar 
securities issued by the non-corporate sector (including Government 
and other public body issuers) whether in the United Kingdom or 
overseas. 

CL 

ivS A44M 



II. VARIABLE DEEP DISCOUNTED SECURITIES 

1!
. Where securities are issued with variable features (for example 
here the data of redemption can vary or the coupon is at a flostinci 

rate) it is not possible to calculate in advance the precise amount 
of accruing discount. 	For such securities, issued by either 
corporate or non-corporate borrowers, where it is possible for tho 
accrued discount to exceed half a percentage point per year or 15 
points overall, the whole of the difference between acquisition cost 
and disposal or redemption proceeds will be taxed as income (subject 
to III. below). Liability to capital gains tax will not arise. 

GILTS 

4. 	The proposals at I. and II. do not apply to existing issues of 
gilts or further tranches of existing issues. These will "continue to  -
be taxed in accordance with existing rules. Gilts issued at a deep 
discount on or after Budget Day (except for further trenches Of 
'pre-Budget issues) will be taxed in accordance with the new rules. 

FURTHER TRANCHES OF SECURITIES 

S. 	further tranches of securities will normally be treated in tho 
same way as the parent stock. Where, however, the parent stock was 
not issued at a deep discount the whole of an issue may sometimes be 
treated as deeply discounted. This will occur one the cumulative 
nominal value of all the tranches issued at a deep discount exceed 
one half of the total nominal value of all the securities then in 
issue under the same prospectus. These rules will not apply to 
gilts where the original issue took place before 14 March 1989, but 
will apply in respect of trenches of gilts where the original issue 
took place on or after 14 March 1988. 

III. INDEX LINKED BONDS 

G. 	The new rules for variable deep discounted securities will not 
apply to index linked bonds which meet the following conditions:- 

The amount payable on redemption, in the case of a sterlin7 
issue, depends on movements in the United Kingdom retail price 
index or, in the cast of a non-sterling issue, on the ConSumer 
prices index for that country. 

The securities pay interest on the indexed principal, 
annually or at more frequent intervals, at not less than !A 

reasonable commercial rate of interest for securities wit% 
similar characteristics. 

The movement in the amount of the principal precisely 
follows the movement during the life of the security of the 
relevant index, whether up or down, and without restriction, 
subject to a maximum lagging of 8 months. 

a. 	The securities are issued for a period of 5 or more years 
and involve no formal or informal agreement for redemption at 

I any earlier date Other than for legitimate force majeur .  

reasons. 

Index linked bonds not meeting these conditions will be taxed like 
other variable deep discount securities (see paragraph 3. above). 



III NOTES FOR ED/TORS 

Deep discount securities are bonds issued on-terms such that thill 
amount payable on redemption is significantly higher than the amount 
invested. Part of the return, which on normal bonds is taken adl 

income (and taxed as such), is taken in the form of an increased sum 
payable on redemption. There is therefore normally a lower rate 0..V 
Interest as such payable on the bonds. The existing law providei: 
that on corporate deep discount bonds with no variable features, the 
discount as it accrues over the life of the bond is taxed as income 
when the bond is disposed of. For other bonds, the discount may, it.J 
some circumstances, be taxable as a capital gain. 

2. 	Following the abolition of the new issues queue announced by the 
Chancellor in his Budget, a wider range of instituti .ons will be able 
to issue deep discount bonds on the sterling market. The new rulel, 
will ensure that the discount in these cases, and some others not 
covered by the existing legislation (including variable deep discount 
securities), is also taxed as income. The differences between the 
regimes for non-variable and variable securities arise because it 1.43 ,  
not possible before redemption to calculate what part of a gain on 
variable security represents accrued discount. If the changes wer,. 
not made there would be a risk that both UK and foreign institution.!, 
would issue a considerable volume of bonds with a discount rathe:v 
than a normal coupon, thus distorting the capital markets and costinq 
the Exchequer revenue. 



abolition of stamp duty on 
last six budgets; 

PEPs and approved employee share0 

new tax relief to encourage develo 
plans; 

limits increased; 

of employee share option 

profits limit for small companies' CT rate ra 
cut-off for marginal relief increased to £750 

£150,000 and 

VAT registration requirements now based on past, 
future, turnover. Threshold also increased in lin 
£23,600 

unincorporated businesses to be allowed to set-off tra 
against CGT 
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OVERALL STRA  RGY 

Continues policy of tax reform. 	Tax reform integral 	part 	of 
t's economic strategy. Increasing incentives and improving efficiency 
nomic success. 

.-porate tax system reformed in 1984 and personal taxes in 1988. 
Improh company sector performance - profitability, productivity - clearly 
shows benefits of reforms. 1988 Budget measures mostly not implemented until 
1990. 

This budget particularly concentrates on encouraging wider share 
ownership. Also 	oduces number of simplifications and deregulation measures. 
Help for lower r  a 	rough reform of NICs. 

Set fir 	hin context of prudent and cautious approach. Fiscal 
stance will allow 	lar e re .a ment of national debt. 

Budget measures 

[Reform of struc 	employees' NICs.] 
<\ 

Reform of taxation 	'ons means individuals' free to determine 
own level of pension, rather  t4a  ctfctated by tax system. 

Reformed regime for life assurance removes worst distortions of 
previous system while recognizing unique nature of industry. Continues general 
theme of applying lower tax rates to broader base. 

Number of measures to encour 	personal savings and wider share 
ownership, building on reforms introduc 	revious budgets 

Sixth major tax abolished in 

(v ) 

pensions and life assurance reforms will reduce bias towards 
institutional saving. 

Measures to encourage businesses, especially smaller 	sinesses 
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Why no increases in excise dutie 

Why overall tax burden still 
down abandoned? 

ynical manipulation of RPI? 

- Government's policy to get it 

Why more taxpayers next year? 
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€621239-feltlarefgaLL, compreh 	 • 	 • troduced for VAT (building 
on cash accounting for businesses with turnover below £100,000 
introduced in 1987 Budget). 

Unleaded petrol] 

Budget overall presents prudent  and cautious approach.  Some rPriurtinns 
10900e(  11 level of taxation needed to offset effects of fiscal drag. So 

most IT allowances and basic rate limit increased in line with RPI 
no reduction in IT basic rate 
no increase in excise duties 
lower paid helped through NIC reform] [- 

But PSDR set at [i billion] will enable further substantial repayment of debt. 

Defensive 

Budget b 	 contains nothing - tax reform has run out of steam 

Failure t 	put-  axes/ size of PSDR show that accept verdict that last 
year's strategy mista  ' n.V 

(iii) 	"Budget for ri year. Why not Budget for poor this? 

WS0 measures only 	ne failure of previous attempts. 	Why just 
more of the same - no reason,)why 	ould work any better. 

'Savings' package basically non-existent. Will do nothing to encourage 
'ordinary' savings. 

Why not accept logic of NIC reforms and integrate with IT. 
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(vi) 	Earnings r 
every £ earned over £ 

(vii) 	Payroll giving 

(b) 	Capital Gains Tax 

pensioners, under which state pension withdrawn for 
k, abolished. 

oubled to £480 a year. 
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ERSONAL TAXES [AND NICS] 

St personal allowances and basic rate limit increased in line with 
Age allowance extended to over 75s. 

 
cent. 

Basic rate remains unchanged at 25 per cent and higher rate at 40 per 

No changes in mortgage interest relief. 

89 
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 Car scale 

Tax r 
paid by or on beh  

ncreased by 20 per cent. Car fuel scales unchanged. 

ill be available on premiums for private health insurance 
ver-60s. Relief available from 1990-91. 

(viii) 	CGT annual exempt amount unchanged at £5,000 for individuals and £2,500 
for most trusts. 

Gifts relief restricted to certain types of gift. 

(c) 	Inheritance tax  

Threshold indexed to £118,000. 

[(d) 	NICs 

Employees' NICs restructured, bunch 	n 1985 	reforms. 	Steps 
abolished. 	Replaced by "joining fee" at £43,chile other steps turned into 
thresholds. LEL and UEL remain as announced in November.] 

Positive 

(i) 	Budget builds on fundamental reforms of personal 	introduced in 
1988. 

Allowances up over x per cent in real terms sinc 
man's allowance maintained at highest level in real terms since 
million taxpayers taken out of tax altogether compared to 
regime. 

Number of measures to increase incentives for elderly 
dependency culture. 

. Married 
war. X 
1978-79 

off 
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44 	Reform of NICs substantial help to lower paid. Removes very high inal 'tax' rates at limits of bands. 
_ 

Increase in payroll giving limit further encouragement to charitable 

Progress on cutting IT burden halted. [First time for seven years no 
reduction in IT beyond indexing allowances.] 

20 per cent target for IT abandoned? 

Why no 	ict IT reliefs to basic rate? 

Why no c 	 MIR : increase limit/ abolish altogether? 

Why not mo 'rs, after what said last year? 

(iv) 	Further ste 
true value of benefit. 

company cars into line with 
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loyers' payments into qualifying 
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BUDGET AND SAVINGS 

ctual 

   

Pensions tax regime reformed. Tax privileges for occupational pensions 
"capped" at income level of £60,000, but employers will be free to 
ensions up to any level. 	Also some changes to personal pension 

es, 	rly retirement provisions of occupational pension schemes and AVCs 

(ii) 	Tax regime for life assurance also reformed 

pensions and general annuity businesses to be ring-fenced; 

rel' 	for expenses of acquiring new life assurance business to be 
over seven years; 

pr 
sch 
regime 

ra 
poll 

Life A 

(iii) 	Stamp Duty on 

charged on income and capital gains attributable to 
rs reduced to 25 per cent; 

Policy Duty abolished. 

bolished from [1 January 1990]. 

(iv) 	Annual limits o 
£2,000 or 10 per cent of papup 
SAYE scheme increased from £1 

approved employee share schemes increased to 
limit of £6,000. Monthly limits for 1980 
150. 

(v) 	Annual limit on investment in Personal Equity Plans increased from 
£3,000 to £4,800 - doubling original 1986 limit. 	Of this, up to £2,400 
(formerly £750) may be invested in unit and investment trusts. A number of 
other restrictions also abolished. 

(vi) 	New tax relief introduced 
employee share trusts (ESOPs). 

Positive 

Major reform to encourage saving intr 	last year with independent 
taxation. Removed great disincentive for marri 	en to save. 

Measures encourage wide range of difCierent savings methods, but 
especially share ownership. Also remove bias towards institutional saving that 
has accumulated over past 30 years. 

Pensions proposals build on Government's earlier 
pensions' choice and encourage private provision. Remove a 
effectively limited pensions paid. Put relief for pension 
others eg MIR. Also reduce incentive to save through pens 
investing directly in equities. 

Life assurance proposals 

moves to widen 
that tax rules 
ame basis as 
s rather than 

remove distortive effect on savers by limiting 'up-f 
on initial costs that used to be available to life ass 
policy holders but not to investors directly in shares; 

remove distortions that old system produced in incidence o 
between one Life Office and another. 

lief 
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(viii) 	ESOPs 

Defensive 

(i) 	Package re 

ell to judgement against criteria laid down in Tax 
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Widening tax base also enables tax rates to be reduced. So existing 35 per cent 
d 30 per cent rates will both, from 1 April 1990, be reduced to 25 per cent. 

Stamp Duty abolition will remove major cost for those investing 
ly in equities. Will also eliminate aspect of tax system which puts 
h financial services sector at disadvantage compared with some of its 

OIS. 

(vi 	forms to PEPs  will make them simpler to administer and more 
attr. ct. 	to first time investors; should lead to considerable increase in PEP 
take-u and substantial widening and deepening in share ownership. 

(vii) 	Changes to employee share schemes limits will give substantial further 
boost to existing share schemes. 

nothing for personal savings 

(ii) 	Does not 
Reform pamphlet. 

Measures encourag 	t expense of poor? Why not encourage 'direct' 
saving eg in bank and build 	ety deposits? 

Why not go for expenditure tax? 

Stamp Duty reform benefits only city fat cats/institutions. All 
benefit will be capitalised before reform takes effect. 	And why keep for 
houses? 	Illogical to tax (through Stamp Duty) and relieve (through MIR) same 
transaction? 

(vi) 	How can pensions package possi 
be radical if not preceded by a Gr 
promise? 

a simplification? And how can it 
ae r - or have you reneged on that 

(vii) 	Why just 'tinkering' with existing 
options eg on PEPs. 

should try more radical 
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UDGET AND BUSINESS 

Main Corporation Tax rate maintained at 35 per cent. Small companies' 
tamed at 25 per cent. 

(ii 
margin 

all companies' profits limit raised to £150,000 and limit for 
ief raised to £750,000. 

VAT changes to comply with ECJ judgment (announced 6 February). VAT 
will be charged on non-domestic construction (from 	); water and sewerage 
services supplied to business (from 	); fuel and power supplied to businesses 
(from 	); news services (but not newspapers) (from 	); and certain items of 
protective clothin 

VAT ba 	elief introduced from 1 August 1989 for all debts over 18 
months old that h 	written off in traders' accounts. 

(v) 	VAT regist 
than expected futur 
default surcharge limi 

ules simplified so that now refer to past, rather 
er. Registration threshold raised to £23,600. VAT 
d from 30 per cent to 20 per cent. 

Close company ap 	o4 ,ent  rules basically abolished. 

Package of modifica't>i 	t4  Profit Related Pay regime introduced. 

ITV levy. 

Suspension of Control of Borrowing Order from midnight on Budget Day. 

Positive 

CT regime unchanged. Gives sta 
among lowest in world. Benefits of 19 
profitability and performance of company se 

Small companies' limits unchanged 
them. Will help [ 	] smaller businesses. 

y for companies. 	Main CT rates 
m evident from greatly improved 

irit>e 	Time now ready to change 

Bad 	debt 	relief 	proposals 	will 	lp many 	businesses both 
administratively and financially. Build on reforms of VAT introduced in 1987 
(cash accounting and annual accounting for smaller businesses). 

VAT registration reforms introduce major simplification. Registration 
threshold raised by maximum permitted by EC. 

Changes in close company apportionment rules remov 
legislation. 	Contribute to Government's general approa 
system. 

Changes to PRP will encourage more firms to join sch 
workers more direct sense of identification with firms that 
promote greater degree of pay flexibility. 

ages of tax 
mplfying tax 

at give 
hem and 

(vii) 	Suspension of COBO important deregulatory measure which fre 
and underlines Government's confidence in future of London as financia 
Sweeps away last vestige of post-war apparatus for direction of capi 
state. 
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fens ive 

Tax burden on companies increasing. 

VAT on sewerage and water/ fuel and power creating trouble for major 
ations. 

(ii 	y have you waited for so long to allow bad debt relief? 

Increases in small companies CT limits no more than indexation that 
should have taken place anyway. Why not reduce rates? 

VAT deregulation package boon for cowboys and fiddlers. 

 Why im,:olims:ew levy on ITV just when facing competition from cable and 
satellite.  

PRP is 511111(7t\Why keep tinkering with it? 

r) v 
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eaded petrol adds to 10p gallon differential 
UK now highest differential in EC except for 
ntal benefits from motorists switching to 
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ctual 

Tax on unleaded petrol reduced by 3.3p a gallon. Tax on 2-star and 3- 
leaded petrol increased by 5p a gallon. Other road fuel duties (4-star 
, and DERV) unchanged. 

o changes in alcoholic drinks or tobacco products duties. 

(iii 	VE for cars unchanged. Number of rates reduced from over 70 to 5. 
VED on uses and coaches and certain heavy rigid lorries increased to cover road 
track costs. 

VAT rate unchanged. Coverage changed in line with ECJ judgment (see 
above). 

Number 	measures to help charities. 

Car Tax 	d for vehicles purchased for leasing to disabled. 

Positive 

(i) 	Reduced duty 
introduced over last two 
Denmark. 	Considerable 
unleaded fuel. 

VED structure simplified and rationalised. Also further step towards 
making all classes of vehicles cover their road track costs. 

Number of further VAT reliefs introduced for charities. 

Defensive 

What possible justification, 
alcohol and tobacco duties at least in lin 	th inflation? 	What happened to 
"presumption" of indexation? 

What has happened to idea of shifting irect to indirect tax? 

Why pick on poorer motorists driving older cars by increasing price of 
2-star petrol. 

Why increase VED on buses? They (a) reduce congestion and (b) burn 
diesel, so less polluting. 

health risks, for not increasing 

(v) 	Pledges on further extension of VAT base? 
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PS/CHANCELLOR 

FROM M NEILSON 
DATE 22 MARCH 1989 

cc 	PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
PS/Economic Secretary 
PS/Sir P Middleton 
Mr Scholar 
Mr Culpin 
Mr Odling Smee 
Mr Ilett 
Mr Woodfield o/a 
Mr Barkcr 
Mr Kuczys I/R 
Mr Walker I/R 

 

 

BUDGET: PEP MANAGERS' REACTIONS 

You asked for a brief report on PEP managers' reactions to the 

Budget package. 

Our informal contact:very much reinforce what has been said in 

the press. PEP managers are very pleased with what has been done, 

particularly on raising the unit/investment trust limit and the 

simplifications. But a number have expressed disappointment that 

there is no element of up front relief in the package. 

Clearly, plan managers have a vested interest in being 

positive about the changes; if they express doubt in public, it 

will undermine their own marketing campaigns. 

But most clearly think the Budget package gives them something 

they can market successfully. Lloyds will be putting in a major 

marketing effort, and will continue to run their market leading 

managed PEP. The Bradford and Bingly and Barclays are happy with 

the changes. Fidelity and Framlington, who withdrew from the PEP 

market last year, have announced that they intend returning to the 

market ,Inland Revenue have had enquiries from a number of other 

potential PEP managers, and from a number of unit and investment 

trust managers. 	Paul Bateman, chief executive of Save and 

Prosper, privately expressed doubt whether the package will in 

fact be enough to get PEPs going properly, but said that he would 



be making very positive noises in public, and that Save and 

Prosper would be putting a considerable marketing effort into 

PEPs, emphasising in particular the opportunity to invest £7,800 

this year. 

5. 	The clear message is therefore that there will be a 

substantial marketing drive on PEPs following the Budget changes, 

concentrating on the £7,800 that can be invested this year, and on 

unit (and probably investment) trust only PEPs. We do not yet 

have the details of precisely what new PEP pro' ,  cts the main plan 

managers will be marketing, but will be collecting this 

immediately after Easter, and will put up a further note then. It 

does look likely however that a number of PEP-linked mortgage 

products will be appearing soon. 

M NEILSON 



LIST OF QUES 

The list is in tions. 

General ons 

V 

II 	Savings (Geopera 
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III Other Budget tax measures. (Covers everything which 

will be in Table 1.1 and Chapter 4 of the FSBR - but 

not the more detailed material in the Annex to Chapter 

4; nor non-tax meas such as Keith and taxpayer 
confidentiality). 

IV 	Life Assurance 

V 	Pensions 

VI 	Why didn't you? - Items not in the Budget. 
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PSDR? Last year you announced a balanced 

have you chagsd 

are you aiming 

stance on balanced Budgets? 

National Debt down? 

d making 

personal 

fp.ac/gilhooly/215 
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Missed opportunity. PSBR in 1989-90 may be smaller than 

9 outturn, but a lot bigger than you thought right for 1988- 

ur 1988 Budget. If tax cuts in 1988 did not harm economy, 

policy looking after inflation, 

so cautious now? 

shows second thoughts About 1988 strategy? 

2. What is 

budget aim. 

are you implicitl 	a cepting that privatisation 

proceeds, land sales, etc are family silver and should 

not be in the arithmetic when you decide the fiscal 

stance? 

In last two years, Government has 

standing on their own two feet, not relying 

personal savings rates have collapsed, we 

matter because companies and the State are savin 

up the difference. Are you being consistent? 

Budget does nothing much overall to encourage 

savings. It gives away E[21/2] billions in NICs, which 

straight into consumption. Won't this simply encourage 

and trade deficits, and thus higher interest rates? 

1 
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State. Now that 

d it doesn't 
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• Why doesn't Budg 

reases? 
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essive pay 

doesn't Budget do something for the regions? Isn't it a 

r the South-East? 

Is there any justification for freezing excise duties, other 

than fiscal fine tuning of the RPI? If inflation's out of 

control, why not reduce VAT instead - would have benefited 
everyone, not jus 	inkers and smokers. 

Last year you 	 dget for high earners. But now you're 

giving them £3 more  sat,z9,Tk  Why? 

Last year the "number 	rity" was to get basic rate 

down to 20 per cent. Why have&u  given up on this? 

What does the Budget do 

for the tax burden overall as 	ion of GDP? 

<> 
for the tax burden of family onerage earnings, half 

average earnings, etc? 

for the balance between direct and indirwt taxation? 

for widening the tax base? 

2 
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: e... n II: QUESTIONS - SA 

Whatever happened to the "Budget for Savings"? 

runs through the thinking? 

5. Why no reform of 

1988 credit boom; 

rates are Abolished? 

of owner-occupied housing? Root of 

favoured further once domestic 

2%-i-Z 	ver happened to the "level playing field"? 
'111\\e  

3. Why does this piecemeal collection of measures include 

measures which increase the emphasis on institutional 
savings? 

Why no bold, imaginative move, eg turning PEPs into general 

ration of tax-privileged savings? 

Why didn't you restrict reliefs to tiN5 	rate? 

Why no help for small man? Life A4uae,  pensions 

attacked; nothing for "real" savings such aR> Post Office, 
Bank and Building Society deposits? 

it, 
If you want to encourage share ownership, why not give 	

f 

 
for brokers' fees? 

10. Why no front-end relief for PEPs? Why not Barclayshare? 
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Income 

why 
Ls a sign of a successful economy - is that 

t any this year? 

(c) Car benefit scales 

0 
everyone resigned to large increas 

nettle and get this out of way for 

NOT TO BE COPIED BUDGET SECRET 
igpi;t_pga  LIST ONLY </)1! 	III: QUESTIONS - 

ept Life Assurance (See Section TV); and Pensions (see Section 

1 , 11(10: 

(a) BasIte 

What happened to the "number one priority" of getting 

rate down to 20 per cent? 

(b) (if basic rate 1 
allowance) 

raised by as much as basic rate 

where is the consistene in reducing higher rates to 

single 40% rate, and then making greater and greater 

proportion of middle managers pay it? 

which is long-term objective - make evex7pne pay tax on 

full value? What about "tools of the trade"? 

if principle is that there are to be few or no net 

losers, why don't you apply elsewhere in the tax 

What's so special about company cars? 
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EXCISE DUTIES  

(A) Alcohol and 

what is 

which will re 

shifts tax burden 

with broad aims? 

best estimate of number of deaths 

failure to index duties? 

indirect taxes. Consistency 

why not tax drinks according to alcoholic strength? 

(b) Leaded/unleaded 

how will you stop oil companies 

differential favouring unleaded? 

ting some of the 

I BUDGET SECRET I  NOT TO BE COPIED 
) schedule E receirlq  %IP

GET LIST ONLY   

move to putting tax system on a current year basis. 

Will you apply this elsewhere, eg to self-employed? 

- <-2Hkre last year's higher rate changes paid for 
themselves? 

why are you giving oil companies an4ncentive to do 

something that they are doing anyway? 

if you've really serious about lead, why weren't you 

tougher on company cars? - Less use of them wo 

cut lead, and also reduced congestion in cities. 
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VALUE ADDED TAX 

(a) ECJ judgement on non-d sti"construction, etc. 

BUDGET SECRET I 
BUDGET LIST ONLY  

you've frozen VED on cars and petrol duties (except 

2 and 3 star). You've hammered buses. And you've 

not  hammered company cars. Why this bias against 

public transport? - means more cars on road, more 

congestion, more road accidents, more pollution; 

<77\  and higher fares. 

why not abolish VED, raise fuel duties? - would 

cure evasion overnight. 

lp for UK commercial operators, who pay 

hig 	ring taxes in EC? 

just proves EC can  force us to change our zero 

rates. What's next - VAT on food and children's 

shoes? 

changes will damage inne 
	

development? Why not 

a longer transition period?  c) 

NOT TO BE COPIED 

new rules far too complicat6d 

mistakes and administrative burd 

1 lead to 

delay on fuel and power just another sop to 

privatisation? 

VAT on water, fuel and power creates probl 

privatisation of water, electricity industrie 
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STAMP DITI'Y CN 

h stamp duty now? 

BUDGET SECRET 
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will you pledge now that there will be no more 

extensions to the VAT base? If not, what's next 

newspapers? 

a boon for cowboys and fiddlers? (Compare pursuit 

of social security fraud). 

reckless 	unce a year ahead. 	Given 

trackrecord 	*ecasting, how do you know this 

will be prudent< l 1 April 1990 9  

surely, won't do much for wider share ownership? 

just a boost to city firms and large existing 

shareholders? 

CORPORATION MX 

high interest rates damaging 40 111; 1!:s7,1 

tax burden on UK compani 

international standards. Why no cu 

es. Overall 

high by 

CT rates? 

what is your long-term aim for main CT rate, which 

is well out of line with basic rate income tax? 

basically all you've done for small cs 

make upup for the indexing which should have 

done in your past Budgets. Why not a substant 

real  increase and indexed for the future? 

7 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



 

NOT TO BE COPOD 

• 
BUDGET SECRET 

BUDGET LIST ONLY 

 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 	NOT TO BE COPIED 
pre-tradiifitAlarEAT iU Ta ONO'  to help Euro 
Tunnel. I thought you said that project wouldn't 

be given special tax help? 

)\\ 

<74\-  just an expensive way of putting right mistakes of 
1985? 

still leaves cliffface at "'FE'', What's the point of 

spe 	g £[21/2] billion and not solving that? 

xplain the logic of the different 

rates for employers and employees? 

changes,  • 	on top of previous ones, not 
consistent 	tributory principle. Why not 

face up to 	and abandon the contributory 

fiction? 

these changes don't and won't eliminate existing 

surplus on NIF, nor stop it growing. How can you 

justify that? Is the 	 t the contributory 
principle is dead and NI 	ust being used as a 
tax on employment? 

Another £3 a week for the well 

raise the UEL? Why not raise it 

limit? 

y didn't you 

basic rate 

why have you done nothing for the self-employed? 

why have you done nothing for employers? 

compliance cost for employers? 
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unemployment still about 2 million. Why encourage 

old to block jobs needed by the young? Budget for 

the South-East? 

wouldn't it be better to spend the money on poor 

<7\  pensioners? What's happened to targeting? 

PRIVATE MEDICAL INSURANCE 

subsidy to private sector. When will you 

relief to whole population? 

Why re14!3e 	urance rather than hospital fees? 

CHARITA13LE GIVING 

Why no relief.06-off gifts? 

Why not extend payroll giving to self-employed? 

0 
May please a few enthusiasts 

any real demand for this from c 

t what evidence of 

Do you really expect companies to try to implement 

ESOPs with such a complex set of bureaucratic 

rules? 

41k\ 
Don't you agree that if you really want to 

ESOPs this half-hearted set of measures won 

it? 
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Is there any evidence that PRP has saved a single 

jobp 	increased any employee's identification 

employer? 

If P 

it up 

PPlaq 

good, why are so many coopanies giving 

've tried it? 

BUDGET SECRET _1 NOT TO BE COPIED 
BUDGET LIST ONLY 

If you are doing this, why do you need ESOPs as 

You announced one panic measure before the Budget. 

New more. Hew big a flop is PRP? 

Thought 	this 	Government 	was 	against 

institutionalised savings ? Why have a big boost to 

unit trusts? 

Raising the limit just 

portfolios to pick up the 

already high enough for o 

you've trying to attract? 

t cats reorder their 

ief. Isn't limit 

people you say 

RELOCATION EXPENSES 

Doesn't this just hamper labour mobility? 

Why tax this - isn't it part of getting 

not remuneration? 
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If tax harmonisation is irrelevant to 1992, why are 
you panicking over unit trusts? 

Why have unit LrusLb buddenly become the 

Government's preferred savings medium? Why give 

them this advantage as well as preferential PEPs 

treatment? 

DEEP DISCOUNTED BCINDS 

_ Wbu abolishing COBO? Does variable/non 

s ''  -* van_ !,,- N--.. iitinction make any sense? Some variable 
bonds  1416  2F.:w'tal component - why tax that as 

14) 

 

income?  vsz: 	dex linked bonds let-out really 

CLOSE COMPANIES 

Why such vindictive action (penal rate) on close 

companies? Is aim to 15.k 4.hem off? What about 

close property companies 

CAPITAL GAINS MX 

If capital gains to be taxed at inc99e tax rates, 

why not integrate than fully? 

Why can't CGT losses be charged against income? - 

You 'ye conceded that unincorporated busines 

offset income losses against capital gains, 

not the reverse? 

Why didn't you permit wider CGT rollover relief? 

CGT inhibits reinvestment. 

1 1 
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Why didn't you extend retirement relief to 

landlords? 

Abolishing gifts relief is contrary to policy of 

encouraging lifetime giving? 

Why not abolish IHT completely? The wealthy and 
wel dvised don't pay this voluntary tax. 

40 

esta 

tax? 

t starting rate far too high for modest 

'1why  not align with basic rate of income 

Why not 100 	ss relief? 

How does BUT lird.riompare in real terms with 

in 1975? 

Why not increase threshold in line with house 

prices? 

ITV LEVY 

Why make this change when I  IP ko.  es  being 
exposed to satellite/cable compet4ion? Isn't it 

fighting yesterday's tax battles? 
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se all these burdens at the same time? 

Doesn't 	the 

distributing through 

discriminate against companies 

ts? 

BUDGET SECRET 	NOT TO BE COPIED 
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In past Budgets you've had a go at Lloyd's; at general 

rs' trading, reserves etc; now you are having a go at Life 

e and threatening more in 1990. 
V\ 

why this assault on the insurance industry? 

Burden of Budget measures comes on top of £700m cost of FSA 

(E200m on red tape, £500m on new commissions). 

Is taxation of accrued gaI fr pensions business first step 

towards taxing accrued gains of Life Funds? 

What is planned for 1990? What cons' tation? Will changes 

K1be retrospective to 1 January 1990? 	'() 
0 

You clearly put options A and B in the coOs  1 -  've document 

as a smokescreen. Meant no meaningful cons 	on what you 

really intended to do. Will you consult pr). : 	on the 1990 

changes? 

Is option A dead? Is option B? 

Industry want Revenue to be much quicker in refunding 

deducted at source on exempt pension business. Will the Revenu 

cooperate? 
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What will this do to commissions and premium levels? 

will this do to cost ot endowment mortgages? 
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5. Do you plan to issue 

you pledge no further chang 
Paper on pensions? If not, do 

If it's right to freeze MIR, why is 1 

new pensions limit? (and vice versa). 

to freeze the 

BUDGET SECRET I  NOT TO BE COPIED 
QuEsnaNs  _ pENsTrim  wag  ET LIST ONLY   

Why didn't you issue a Green Paper before doing this? 

d attack on lump sum in two years. When's the next 

What's the point of changes which affect so few, don't really 
bite until next century? 

Why didn't 	 further to promote personal pensions, 
downgrade occupatio 	 s? 

Why did you index the limit? Why indexed to prices, not 
earnings? 

Hew will public services deal with these changes? 

Why do those in Final Salary schemes only get affected when 

they change jobs, whereas those in Personal Pensions get a 

inrediately? 

Compounds mistakes of 1987. Changes will affect lab° 

mobility more and more as time goes by? What happened to "freein 

up the labour market"? 
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g the new pensions limit) 

rtgage interest relief? 

Limit 

tax? 

Abolish 

interest relief to the basic rate of 

n house sales? 

Introduce a lower rate of income tax at the bottom 

end? 

Abolish Car Tax when you co rd to? 

Do more to encourage investme 

Do more than you have for the elderly? [The 

been a very heavy postbag on help for the old. 

Give tax relief for creches at work? For chil 

care for working parents more generally? 
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Abolish Inheritance Tax? - which is voluntary for 

the well-off and well-advised? 

Limit reliefs to basic rates? 

Raise mortgage interest relief? 

Index mortgage interest relief limit? (you're 

Increase stamp duty on house sales? 

Do something effective on savings? eg tax free 

savings ration? 

Do something for war widows? 
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face up to sovereign immunity problem, and deal 

with Kuwaiti abuses? 

Ov\ 

do more in this Budget instead of stacking up so 

much for the 1990 Budget? 
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stand up to the Greek shipowners on residence? 

What makes them, other toreigners so special? 
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