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CONFIDENTIAL 

  

FROM: IAN RICH 

DATE: 7 DECEMBER 1988 

  

MR P RETZ 

 

cc PS/Chancellor 
PS/Sir P Middleton 
Sir T Burns 
Sir G Littler 
Mr Scholar 
Miss O'Mara 
Mr Gieve 
Mr Grice 
Ms Ryding 
Mrs Chaplin 

PS/ECONOMIC SECRETARY 

Mr Patterson - DNS 

.NATIONAL SAVINGS RATES 

Miss James' minute of 6 December records the Economic Secretary's 
agreement to an early announcement of increases in Income and Deposit 
Bonds, and Investment Account, interest rates. 

I have discussed this with Mr Patterson. He has confirmed that the 
earliest practicable time for an announcement is Friday morning. I 
understand the EST is content, and I have asked DNS to prepare the usual 
draft Press Notice and briefing accordingly. 

The announcement will follow very shortly on the heels of Thursday's 
announcement of the terms for the Ordinary Account in 1989. I attach a 
draft Private Secretary letter informing No. 10, so that it can be 
despatched this evening together with the draft already provided on the 
Ordinary Account. 

1 

IAN RICH 



DRAFT LETTER TO: 

Paul Gray Esq 
10 Downing Street 
LONDON SW1 

NATIONAL SAVINGS INTEREST RATES 

I am writing to let you know that the Department for National Savings 

will be announcing at 10 a.m. on Friday 9 December increases of 3/4 per 

cent in the interest rates on National Savings Income and Deposit Bonds 

(from 10 3/4 per cent to 11 1/2 per cent) and the National Savings Bank 

Investment Account (from 10 per cent to 10 3/4 per cent). Deposit Bonds 

are no longer on sale, but we need to adjust the rate for existing 

bondholders. 

These changes are a response to the recent increase in bank base rates, 

and anticipate the increase in retail rates we expect the banks and 

building societies to make shortly. The Income and Deposit Bond 

increases will take effect on 22 January, since six weeks' notice of 

change is required in the Regulations. The Investment Account increase 

will take effect on 23 December. 

SMA JAMES 



est.1d/james/Gray8.12 

Co 	ENTIAL1C  'sr51(41-1-6e11(15 14.(4141414)-rr(3tt: 

Z) • 
aa 4161jE_ /144-4,4,1c 

,q 	 \ 

bus 44olpici tut__ zdt*i 

nipz, ckoc.i&) 

-„, 
-e- SACL-411..- MAS  1/k/KA 

Paul Gray Esq 
10 Downing Street 
LONDON 
SW' 

)/T, retAkAAA 

ovt1A,UiVt/t4:4 (;) 
et,t9tA,tek -FP)/ 

.--4-7.1AAJWOVV 
-% December 1988 

tkAl\") 

D 
	c"- 

NATIONAL SAVINGS INTEREST RATES 

I am writing to let you know that the Department for National 
Savings will be announcing at 10.00 a.m. on Friday 9 December 
increases of 3/4 per cent in the interest rates on National 
Savings Income and Deposit Bonds (from 10 3/4 per cent to 11 1/2 
per cent) and the National Savings Bank Investment Account (from 
10 per cent to 10 3/4 per cent). Deposit Bonds are no longer on 
sale, but we need to adjust the rate for existing bondholders. 

These changes are a response to the recent increase in bank base 
rates, and anticipate the increase in retail rates we expect the 
banks and building societies to make shortly. 	The Income and 
Deposit Bond increases will take effect on 22 January, since six 
weeks' notice of change is required in the Regulations. 	The 
Investment Account increase will take effect on 23 December. 

/ 

S M A JAMES 

PRIVATE SECRETARY 
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CAPITAL BOND PROSPECTUS 

It is customary for Treasury Ministers to see the first prospectus 
when new National Savings products are introduced. The attached' 
draft of the Capital Bond prospectus (not copied to all) has been 
prepared by DNS in consultation with the Treasury Solicitor. 

2. 	The terms set out in the prospectus are in accordance with 
those announced on 13 October. The main additional points we 
should like to bring to your attention are: 

Paragraph 4 limits purchases to individuals or trustees etc 
acting on behalf of sole individuals - in other words, 
corporate holdings of any kind are ruled out. 

Paragraph 5 makes all applications subject to acceptance by 

the Director of Savings. This gives him a discretion to 
reject investments he thinks may be suspect - eg the proceeds 
of a crime, or money invested by an individual which in 
practice is a corporate investment. 

No maximum holding limit is to be stipulated. But paragraph 

8 gives the Treasury discretion to introduce one later on, 
and to vary holdings limits. 

The interest rates shown in the tables in paragraphs 9 and 12  
are purely illustrative at this stage. We shall be putting a 
separate submission to you shortly recommending actual rates. 
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These are all points for your information. 

There is however one point of difference on tax treatment 

(paragraph 2) between the Treasury and DNS on which we should be 

grateful for your decision. 

We should like to add to this paragraph a sentPnce explaining 

that investors will receive an annual statement of value, showing 

the amount of interest added. ,This we see as a natural corollary 

to the statement in the existing draft that interest must be 

included in tax returns for the year in which it is capitalised. 

We feel strongly that without such an explanation, the prospectus 

would be incomplete and open to criticism, since it would beg the 

question of how taxpayers would obtain information to help them 

complete their returns. We should also prefer to set the tax' 

treatment paragraph in a separate section after the existing 

paragraph 8. 

DNS argue against these suggestions. In their view, 

reference to annual statement of value and interest added is not 

appropriate for the prospectus, because such statements would not 

fully cover the complexity of the tax arrangements (assessment 

methods will vary over the 5 years' period). Their preference is 

to cover the point in the explanatory literature; they will do 

this in any event as follows: 

"After the first anniversary of purchase we will send you 

annual statements of value. These will show the amount of 

interest added to the value of your bond". 

DNS also prefer to leave the tax treatment paragraph in its 

present position, on the grounds that it is an integral part of 

the description of the product. 

We are not persuaded, and retain a strong preference for 

including in the prospectus a reference to annual statements of 

value. 
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• 	7. 	When we have your views, DNS will finalise the text of the 
prospectus so that it can be printed immediately after you have 

taken the decision on interest rates (on which we plan to send you 

a separate submission for the weekend). 

ta, 

IAN RICH 
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NATIONAL SAVINGS CAPITAL BONDS - SERIES A 

PROSPECTUS 

DESCRIPTION, TAX TREATMENT AND DEFINITIONS 

National Savings Capital Bonds Series A ('Bonds') are a Government security 
issued by the Treasury under the NationAl Loans Act 1968. They earn interest at 
fixed rates for five years from purchase and after this period no further 
interest will be earned. 	Bonds are registered on the National Savings Stock 
Register and are subject to the Statutory Regulations relating to the National 
Savings Stock Register for the time being in force, so far as these are 
applicable. The principal of, and interest on, Bonds are a charge on the 
National Loans Fund. 

Interest on a Bond will be capitalised on each anniversary of the date of ' 
purchase without deduction of Income Tax, but interest is subject to Income Tax 
and must be included in any return of income made to the Inland Revenue in 
respect of the year in which it is capitalised. 

In this prospectus "anniversary date" means an anniversary of the purchase 
date; "Anniversary Value" means the value of a Bond on .an anniversary date; 
maturity date" means the fifth anniversary date; and "redemption" means 
repayment on or after the maturity date. 

WHO MAY PURCHASE AND HOLD BONDS 

Bonds may be purchased and held by any individual who is not under a legal 
disability other than by reason of his age, or by two such individuals jointly. 
Bonds may also be purchased and held by not more than two trustees, either 
corporate or individual, where the beneficiary of the trust is a sole individual; 
or may be purchased by a receiver on behalf of and in the name of a mentally 
disordered person. 

PURCHASING 

Subject to a minimum purchase of £100, to any maximum holding limit (see 
paragraph 8) and to the acceptance of the application by the Director of Savings 
following its receipt at the Capital Bond Office a purchase may be made for any 
amount which is a multiple of £100. The date of purchase will be taken for all 
purposes to be the date payment is received, with a completed application form, 
at the Canital Bond Office, or, if earlier, at a post office transacting National 
Saving r,anv business, or at such other place as the Director of Savings may 
specify. 

An investment certificate, bearing the date of purchase, will be issued in 
respect of each purchase. 

MINIMUM AND MAXIMUM HOLDING LIMITS 

No person may hold, either solely or jointly with another person, less than 
£100 in any one Bond. 

RESTRICTED 
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The Treasury may introduce a maximum holding limit and change this or the 
minimum holding or minimum purchase limits from time to time, upon giving notice, 
but such a change will not affect any right enjoyed by a Bondholder immediately 
before the change to retain any Bond he already holds. If the Treasury introduce 
a maximum_holding limit they may, in the same notice, make such provision in 
relation to the treatment of capitalised interest, inherited bonds, bonds held by 
trustees and other consequential matters as they think fit. 

AMOUNT DUE ON REPAYMENT 

A Bond will grow in value up to its maturity date as follows: 
1.• 

PURCHASE 
PRICE 

/1. Eigof 
.-1-'13urchase 	= 

Price 

1st 
Anniversary 
Value 

1st 
Anniversary 
Value 

4 \ 112q of 
i74:\lst 

Anniversary 
Value 

2nd 
= Anniversary 

Value 

' 

2nd 
Anniversary 
Value 

pgof 
-4„2nd 

Anniversary 
Value 

3rd 
= Anniversary 

Value 

3rd 
Anniversary 
Value 

1\ 	Eiqof 
1-4', 3rd 

Anniversary 
Value 

4th 
= Anniversary 

Value 

4th 
Anniversary 
Value 

I\ Mof 
.-I' 	4th 

Anniversary 
Value 

5TH 
= ANNIVERSARY 

VALUE 

This is equal to a compound rate over the 5 year period ofjpa where no part of 

the Bond is repaid before maturity. 

10. 	Subject to paragraph 13 interest will begin to be earned on the date of 

purchase. No interest will be earned on and from the maturity date, or the date 
of repayment if earlier. 

• 
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Date of repayment 

After 1st anniversary 
but before 2nd 

Interest 
earned from last 
anniversary date 
to date of repayment 

After 2nd anniversary 
but before 3rd 

_ 
L27L4 Pa  

After 3rd anniversary 
but before 4th 	 DiT" 

After 4th anniversary 

but before 5th 	 L_47.77pa 
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The value of a Bond repaid on an anniversary date will be the Anniversary 
Value for that date. Where part of a Bond is repaid on an anniversary date the 

Anniversary Value for that date will be reduced by the amount repaid. 

The value of a Bond repaid between anniversary dates will be its most recent 
Anniversary Value, together with interest on that amount shown in the table at 
the end of this paragraph. Where part of a Bond is repaid between anniversary 
dates the most recent Anniversary Value will be reduced by the amount repaid; 
interest on the amount repaid will be earned at the rate set out in the following 
table and capitalised into the Anniversary Value on the next anniversary date 
(or, if the balance of the Bond is repaid before the next anniversary date, added 

to that repayment). 

Interest under this paragraph will be earned for each day at 1/365 of the 
relevant rate (and 1/366 of the relevant rate for each day in a leap year). 

No interest will be earned on a Bond or part of a Bond repaid before the 

first anniversary date. 

The amount due on repayment will be rounded to the nearest penny and payment 
will be made by crossed warrant sent by post. For the purpose of determining the 
amount payable in respect of a Bond the date of repayment will be deemed to be 

the date on the warrant. 

REDEMPTION OF BONDS 

Bonds will be repayable on the maturity date upon application in writing by 

RESTRICTED 



RESTRICTED 

the holder to the Capital Bond Office accompanied by the investment certificate. 
The Director of Savings will write to the holder before the maturity date to 
remind him of the need to apply for redemption. The Director of Savings will 
write to the last address notified by the holder to the Capital Bond Office. 

If the holder is a child who is under the age of seven years the Director of 
Savings will write to the parent or guardian designated on the purchase 
application form. 

REPAYMENT BEFORE THE MATURITY DATE 

A holder may obtain repayment of a Bond before the maturity date on giving 
three calendar months' notice but no prior notice is required if application is 
made on the death of a sole bondholder. Any application for repayment of a Bond 
must be made in writing to the Capital Bond Office and be accompanied by the 
investment certificate. The period of notice will start on the date the 
application is received at the Capital Bond Office. 

Application may be made in accordance with paragraph 17 for repayment of 
part of the capital value of a Bond, including capitalised interest, but the 
amount to be repaid must not be less than £100 or such other figure as the 
Treasury may determine from time to time upon giving notice. The balance of the 
Bond remaining after repayment, excluding interest which has not been 
capitalised, must be not less than the minimum holding limit which was in force 
at the date of application. Where part of a Bond has been repaid a replacement 
investment certificate, retaining the purchase date of the original Bond, will be 

issued. 

MINORS UNDER SEVEN 

Where a Bond is held by a child under the age of seven years the Director of 
Savings will normally repay a Bond which has reached its maturity date only to 
the parent or guardian designated at the time of purchase. However, the Director 
of Savings may, if he thinks fit, redeem the Bond on the application of any 
person who satisfies him that he is a proper person to receive payment. 
Repayment before the maturity date of a bond held by a child under the age of 
seven years will only be made with the consent of the Director of Savings. 

TRANSFERS 

Bonds will not be transferable except with the consent of the Director of 
Savings. The Director of Savings will, for example, normally give consent to a 
transfer which arises from the death of a holder but not to any proposed transfer 
which is by way of sale or for any consideration. 

NOTICE 

The Treasury will give any notice required under paragraphs 8 and 18 in the 
London, Edinburgh and Belfast Gazettes, or in any manner which they think fit. 

RESTRICTED 
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If notice is given otherwise than in the Gazettes, it will as soon as reasonably 
possible thereafter be recorded in them. 

CAPITAL BOND OFFICE 
NATIONAL SAVINGS 
GLASGOW G58 1SB 

[date] 

[The following note is for use on the purchase application form - "Please note: 
Your application to purchase National Savings Capital Bonds is subject tá 
acceptance by the Director of Savings following its receipt at the Capital Bond 

Office. 	Bonds can be withdrawn from sale without notice. Your purchase 
application can only be accepted if the series of Bonds you want is on sale when 
your application is received at a post office, of if you apply direct by post, at , 
the Capital Bond Office"] 

RESTRICTED 
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FROM: S MA JAMES 
DATE: 
	

15 December 1988 

MR PATTERSON - DNS cc: 	PS/Chancellor 
Mr Scholar 
Mr Peretz 
Mr Gieve 
Miss O'Mara 
Mr Grice 
Mr Rich 
Miss Anderson 
Mrs Chaplin 

Mr Wilson - DNS 
Mrs Cullum - DNS 

PS/IR 

CAPITAL BOND PUBLICITY 

The Economic Secretary was most grateful for the opportunity to see 

some of the publicity material and in particular the television 

advertisement you are planning to use for Capital Bond in January. 

It was agreed that detailed information in the leaflets for 

Capital Bond should be kept to a minimum in line with the leaflets 

for existing DNS products. We should however need a full Q&A 

briefing package for use by DNS, IDT and the Revenue which would 

cover tax questions on capital bond in particular. We would not 

simply refer these queries to the Revenue. The briefing on how to 

declare taxable interest would stress that this was exactly the 

same procedure as for existing DNS products. 

The general feeling of the meeting was that, barring any 

unforeseen developments, the press would have been short of 

financial news over the Christmas - New Year period and capital 

bond should therefore attract attention. On balance, the Economic 

Secretary thought that it would be best for him not to agree to 

interviews during the week capital bond goes on sale as this migh 
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lead to awkward questions about interest rates and Budget measures 

to encourage personal saving. Mr Scholar thought the best 

spokesman would be someone who would be seen as an impartial 

outsider. The Economic Secretary would be grateful for Mr  Gieve's  
advice (and for any views from Mr Patterson)  on how we might 
identify and brief such a person. 

4. 	Mr Peretz said he would shortly be putting up advice on the 

capital bond interest rate in order to take a final decision on 
this before Christmas. 

S NA JAMES 

PRIVATE SECRETARY 
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cc Chancellor 
Sir P Middleton 
Sir T Burns 
Sir G Littler 
Mr Scholar 
Mr Odling-Smee 
Miss O'Mara 
Mr Gieve 
Mr Grice 
Mrs M Davies 
Mr Rich 
Mrs Ryding 
Mrs Chaplin 

Mr Patterson - DNS 

CAPITAL BOND : INTEREST RATE 

My note of 12 December on national savings interest rates 

suggested (paragraphs 10-14), provisionally, a rate for the 
capital bond equivalent to 111/2% compound interest, if held for 5 
years. We need to take a final decision by Wednesday nexL week so 

that DNS can get the rate into the advertising material they are 
preparing. 	The decision however, is not totally straightforward, 

and we thought you might like a few days in which to consider it. 
5 year gilt yields have remained at around 103/4% and that points to 
sticking at 111/2%. But we think we should also consider the case 
for 12%. 

Cost of Funding arguments  

2. 	It is right to take the cost of a 5 year gilt as the starting 

point for comparison. The attached chart shows the movement in 
5 year yields in recent weeks. 	There is no doubt the Bank of 
England could issue a new 5 year gilt now, if we wanted them to, 

at a yield close to current market yields. Because the interest 

is taxable in both cases, and indeed payable gross of tax for 

gilts held on the national savings stock register, the comparison 

between the two yields is fairly straightforward. As it happens, 
the yield today on a 5 year gilt 

of course be higher or lower when 

3 January. 	All we can do is 

movements in market rates between 

be made, next week. 

is a shade under 103/4%. It might 

the decision is announced on 

to take account of any further 

now and when the decision has to 
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There are two adjustments to be made to get a direct 

comparison between the gilt rate and the capital bond rate. 

Administrative costs probably add around 4% to the relative cost 

of the capital bond. To offset that, there will be a saving from 

the minority of holders who cash their bonds in early. Because of 

the rake (see table in paragraph 17) an investor will receive a 

much lower rate of interest if he cashes the bond in before the 

full 5 years are up. Experience with savings certificates 

suggests this factor means that the average rate paid will be at 
most 1/2% below the 5 year maximum rate, though of course it could 
in practice turn out to be more. 

These factors point to a 5 year maximum rate of around 11%. 

But there are other factors to be taken into account as well. 

i) 	There are policy reasons for selling capital bonds 

rather than gilts. We are hoping the new instrument 

will help promote the savings habit, and increase the 

total of firmly held personal sector savings. Given the 

general economic background, there is a particular 

argument at present for seeking to produce a burst of 

personal savings. Looked at a different way the capital 

bond is intrinsically less liquid than a gilt, because 

it is not marketable, and therefore better "quality" 
funding. 

11 There are also quality of funding arguments for wishing 

to shift the stock of national savings away from the 

more liquid products such as Investment Account, and GER 

money, and into the less liquid capital bond. For this 

reason we pay slightly under the market on the former 

and should, arguably, be prepared to pay over the market 
for the latter. 

iii) The tax treatment of the bond has pluses and minuses for 

the holder, and for the Exchequer. Payment gross of tax 

is an unambiguous benefit to the non-taxpaying investor; 

and on balance it is a benefit to the taxpaying 

investor, since in practice tax assessments lag a year 
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behind the year in which interest is credited. The same 

points are true for gilts held on the NSSR. 	The 
difference is that a gilt provides a stream of income 

from which to pay tax (though the quoted yields assume 

complete reinvestment of interest), while holders of 

capital bonds will have to meet their tax liabilities in 

years 1 to 4 from other income. These factors do not 

affect the calculation of relative cost to the Exchequer 

of the two instruments. But the tax complication is 

nevertheless something to be taken into account in 

setting the interest rate, particularly at the launch 

and until the product and its tax treatment become more 

familiar. 

iv) There is a more general case for giving a particularly 

generous rate on the product initially, to help 

establish it. 	Like the initial advertising spending, 

this can be regarded as part of the launching cost for 

the new savings product. 

6. 	Taking account of these factors, or at least (i), (ii) and 

(iv), would justify a higher rate than 11%. Given the maLketing 

attractions of a relatively round number, we should probably 
consider this as a choice between 111/2% and 12%. Are the factors 
listed in paragraph 5 worth 1/2%)or 1%? 

Marketing Factors  

We also need to consider what rate is needed to sell the new 

product. DNS think that either 111/2% or 12% would make it a viable 

product, so long as they can get across the message of the 

guaranteed income. They would obviously prefer 12%, providing it 

did not provoke an embarrassing a flood of money, and would want 

to give it a higher profile in their advertising than if the rate 

is set at 111/2%. But they are content with 111/2%. 

We need to remember that the average journalist writing about 

personal savings, and average investor, is quite likely to compare 

the rate with the going rates on building society and bank 

deposits - and be less interested in the sophistications of the 
yield curve. 	They will see the income guarantee as a plus; but 

the locking up of savings for 5 years as a distinct minus. 
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There has not yet been a general adjustment of retail 

interest rates to 13% base rates, and we now beliPvP it to be 

likely (though this is not certain) that a general rise in retail 

deposit rates and mortgage rates will be delayed until after 

Christmas - probably taking effect from 1 February. 	Average 
building society instant access accounts thus remain at present at 

8.4% net (11.2% gross). 	90 day deposits for larger amounts, 

however, are in many cases already over 9.0% net (12% gross) and 

Abbey National have just announced a 10% net (13.3% gross) rate 
for deposits of over £25,000. 	It is also worth noting that 
although not widely marketed, guaranteed returns of over 12% gross 

are available on fixed term (up to 5 years) insurance company 

bonds, though in this case early withdrawals are not permitted. 

By these standards, 111/2 % gross (worth 8.6% to a basic rate 

taxpayer) is probably sufficient - but risks appearing somewhat 

ungenerous as and when the building societies move. We must also 

take account of the risk of continued comment, however 

ill-informed, about alleged tax complications. We are preparing 

separately detailed Q and A briefing on the tax position, to get 

the message across that there are considerable tax benefits, and 

that the tax complications and drawbacks (such as they are) are 

not as great as has been suggested, and are in any event not new 
or unique to the capital bond. 	But we would certainly need to 
say, also, that the tax position had been fully taken into account 
in setting the interest rate. 

12% gross (worth 9% to a basic rate taxpayer) on the other 

hand, is a rate that would look competitive with building society 
rates even after a general rise. 	In the meantime it would risk 
looking rather over-generous. 

If we went for 12% it would be easier to get across the 

message in general background briefing that it was to some extent 

an initial special offer intended to help launch the product, 

which might not be available for very long. But we do not in any 

case think we should do this by setting an explicit time limit on 
availability of "Series A". 
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Risks with 12%  

The risks of going for a high rate are first that we might 

get an embarrassing flood of money (more embarrassing than it 

otherwise would be because of the PSDR); second, and probably 

linked to that, that we would be criticised for wasting taxpayers' 

money by paying too much in relation to the alternatives and third 

that it might be seen as a "signal" that we think interest rates 
are likely to remain high. 

We could deal with the first, if it happened, by removing the 

initial series from sale and replacing it with a lower interest 

rate "Series B" bond. This would be easier if we had trailed that 

possibility in advance, as suggestpd above. Even so, we would not 

want to be forced to make such a change too soon. 

15. On the second, we would have to say :- 

the actual cost depends on how many investors stay the 

full 5 year course, which we cannot know in advance. 

there are in any case policy reasons for paying a 

generous rate, as set out in paragraph 5(i) and (ii). 

The question is whether these factors are sufficient to justify 
what would be seen as a 11/4 % premium over gilts (or 11/2 %, making 
allowance for extra DNS costs). 

16. As to signals, we doubt that 12% would be interpreted as a 

general signal on interest rates. But there is a possibility that 

when announced, and assuming they had not already moved, the 

building societies would say it was a factor in any subsequent 
decision to raise mortgage rates. 

The rake 

17. With either 111/2 % or 12% we are in favour of a steep rake, 

with an extra "bonus" of interest payable in the last year, on the 
following lines :- 
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Interest rate credited 
at the end of 

1111% compound 	12% compound 

Year 1 5.3 5.5 

Year 2 8.15 8.5 

Year 3 11.0 11.5 

Year 4 13.85 14.5 

Year 5 19.75 20.6 

Conclusion 

18. The choice between 111/2% and 12% really boils down to :- 

How much of a premium over gilt rates can we justify; 
and 

What is needed to make the bond a success; 

ii) With the added complication of whether or not the 

building societies are about to move. 

19. We can delay a final decision until Wednesday, by when we 

will know whether or not mortgage rates and building society 

deposit rates are going up on 1 January. In the meantime, you 
might like to discuss. 

dt, 
D L C PERETZ 
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Competition Initiative Action Programme  

I have seen a copy of your letter of 2 December to the Chancellor 
of the Exchequer. The two entries for my Department listed in the 
Competition Initiative Action Programme which you circulated with 
your letter need revising in the light of the decisions we took 
at the E(CP) meeting in October. May I suggest that the two 
entries be revised to read as follows:- 

Conveyancing (Page 1 of the Action Programme)  

Action Timing 	 Lead Department  

 

   

Green Paper on the 	Issue consultation 	LCD. 
arrangements for 	paper in January 
Corporate 	 1989. 
Conveyancing to be 
issued. 

The Hon Francis Maude MP 
The Parliamentary Under Secretary 
of State for Corporate Affairs 

Department of Trade & Industry 
1-19 Victoria Street 
London SW1H OET 

.../continued 



Organisation of the Legal Profession (Page 2 of the Action 

Programme)  

Action 	 Timing 	 Lead Department 

Issue Green Papers 
on the future 
organisation of the 
legal profession and 
on contingency fees 
so as to ensure the 
best and most 
efficient 
administration of 
justice. 

Green Papers to be 	LCD. 
issued in January 
1989. 

I am copying this letter to Geofrey Howe, Nigel Lawson, 
Douglas Hurd, Malcolm Rifkind, Peter Walker, Tom King, members of 
E(CP) and Sir Robin Butler. 

as--4 

SC).r 



Covering FONFIUNTIAL,H  
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MINISTRY OF DEFENCE 
WHITEHALL LONDON SW1A 2HB 

Telephone 01-218 6621 (Direct Dialling) 
_ 01-218 9000 (Switchboard) 

6 December 

 

LL, • 

20 DEC1988 

Minister of State 
for Defence Procurement 

D/MIN(DP) /DGT/4/5/1/ 
TO 

-r 

Thank you for copying to me your letter to Nigel Lawson 

on the Competition Initiative Action Programme. 

The three actions for the Ministry of Defence are, of 

course, continuing ones and reports on all three are due to the 

Committee in January next year. 	In the meantime I attach some 

updates on these actions. 

There are no new items for the Ministry of Defence 

I am copying this letter and attachment to Geoffrcy Howe, 

Nigel Lawson, James Mackay, Douglas Hurd, Malcolm Rifkind, Peter 

Walker, Tom King, members of_E(CP) and Sir Robin Butler. 

M 

Lord Trefgarne 

The Hon Francis Maude MP 

Covering CONFIDENTIAL 
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Action  

Extend competitive tendering 
and contracting out in 
defence support services 

Timing 

Action continues and a report 
is due to E(CP) in January 
1989. In the meantime, during 
the first six months of this 
financial 	year, 	total 
personnel savings amounted to 
114 Service and 937 civilian 
posts with an annual financial 
saving of £2.018M resulting 
from 54 competitive exercises. 
Of these 32 were first time 
letting and 22 remained 
in-house. 

Increase range of defence 
contracting firms by small 
firms initiative and open 
tendering procedures 

Action continues and a report 
is due to E(CP) in January 
1989. During the twelve months 
to 	mid 	October 	88 
approximately 300 new small 
firms were added to the 
Defence Contractors List. A 
New Suppliers Service was 
launched in MOD on 30 November 
which coincided with the 
re-issue of the booklet 
"Selling to the MOD" in a much 
more comprehensive format. The 
MOD Contracts Bulletin has an 
increased circulation and 
French companies are being 
actively encouraged to bid for 
work. 

CONFIDENTIAL 
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S 
Increase proportion of 
contracts placed by 
competitive procedures. 

In the period April to October 
this financial year the 
percentage by value of 
contracts placed competitively 
or by reference to market 
forces was 51% compared with 
49% in the same period last 
year. Figures are distorted by 
contracts which cannot be 
placed competitively - eg 
Trident submarines. 

CONFIDENTIAL 
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FROM: MISS N P WALLACE 

DATE: 19 December 1988 

PS /ECONOMIC SECRETARY cc Sir P Middleton 
Sir T Burns 
Sir G Littler 
Mr Scholar 
Mr Odling-Smee 
Mr Peretz 
Miss O'Mara 
Mr Gieve 
Mr Grice 
Mrs M Davies 
Mr Rich 
Mrs Ryding 
Mrs Chaplin 

Mr Patterson DNS 

CAPITAL BOND: INTEREST RATE 

The Chancellor has seen Mr Peretz's note of 15 December. 	He has 

commented that it looks worth considering lli%. 

MO IRA WALLACE 



el QUEEN ANNE'S GATE LONDON SM1H 9AT 
c. 	19 DEC1988 LIP-1  

N'Tt 	sr 	I 	ici December 1988 

Dtirkiv kA.N. 

Thank you for copying to me your letter of 2 December to Nigel 

Lawson. 

I enclose progress reports on two Home Office entries in the action 

programme, broadcasting and remand prisoners. A revised entry has been 

offered on the former to reflect the completion of our first stage objective 

of publishing the White Paper. The entry on remand prisoners will also need 

updating once a decision has been reached on how to take this forward. I 

shall be receiving before Christmas a report on the outcome of the Green 

Paper consultation and expect to be putting proposals to H Committee in the 

New Year. 

Progress reports on the other Home Office entries, on shop opening 

hours and police and fire service telecommunications, will come forward in 

March as previously agreed. 

I have no new entries to propose for the action programme. 

f\Q. 
dttivvo 

CIA%  

42/$0060 • 

The HonFrancisMaude, MP. 



Action 

Examine scope for private sector provision or management of 

establishments, escorts and court manning for remand prisoners. 

Timing 

1988 

Lead Department 

HO 

Progress 

A Green Paper was published in July, requesting comments by the 

end of November. A firm of management consultants was appointed 

to examine feasibility, and their interim report was received in 

early December. The Home Secretary will report to H Committee 

shortly on the outcome of the consultation and consultancy 

exercises and on his proposals for future action, with a view to 

making an announcement in the New Year. 

• 



Action 

(Entry updated to reflect publication of Broadcasting White 

Paper.) In the light of comments on the Broadcasting White 

Paper prepare legislation on: competitive tendering for ITV 

contracts; possible reconstitution of Channel 4; 

implementation of 25% independent programme production 

target; subscription TV; new TV services; and new broadcast 

data services. 

Legislation to deregulate non-BBC radio broadcasting. 

Timing 

1989/90 

Lead Department 

HO 

Progress  

White Paper (covering both (i) and (ii)) published on 7 November. 

Comments invited by 28 February 1989. Bid being made for major 

Broadcasting Bill in 1989/90 (covering both (i) and (ii)). 
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CONFIDENTI 	 \tv) 'tr.- • 
FROM: fABUSH 
DATE: 	0 December 1988 

,(cc 	PS/Chancellor 
Mr Scholar 
Mr Peretz 
Miss O'Mara 
Mr Grice 
Mr Rich 
Miss Anderson 
Mrs Chaplin 

Mr Patterson - DNS 
Mr Wilson 	- DNS 
Mrs Cullum - DNS 

Your minute of 15 December to Mr Patterson asked IDT to consider 

the possibility of an 'impartial outsider' as 'spokesman' on Lhe 

Capital Bond. Put in that way, we see no obvious candidates. 

Indeed, I am not sure that a designated spokesman as such was 

proposed. The important thing will be to ensure that from both 

here and DNS we brief the press fully. (An interested backbench 

MP might, of course, be pushed in the direction of the media, but 

questions would be likely to focus as much on the political - 

ie Budget - themes as the men i - of the Capital Bond itself) 

WItrel 

1 	

' 

2. 	There are two 	distinc-L' L audiences: 	personal 	finance 

correspondents and economic journalists. The former will be dealt 

with by DNS and will be mainly interested in the attractiveness to 

the individual of the Capital Bond's terms. IDT will deal with 

its normal economics customers who will no doubt focus on the 

funding 
ioksev,gi; 	

ng and (perhaps) interest rate implications. I doubt whether  

rome there will be much in the way of mass radio and TV interest 

6t..1.1 4.itthough in a thin news market you can never tell). But coverage 
kS / 

fi
l ' on Money Box and the Financial World Tonight is to be expected. 

So it is important for DNS to take a pro-active line in carefully 

briefing these programmes (particularly Vincent Duggleby) and also 
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any financial journalists who may be called in as independent 

commentators - especially where (as in the case of Lorna Burke of 

the Independent) it is necessary to dispel misapprehensions on the 

tax position. IDT should also be able to assist from here with 

our contacts at City editor level (eg Peter Wilson-Smith). 

   

   

 

J B SH 
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Fr 'm : I Rich 
Date : 21 December 1988 

C 

rcA' 

2. 	ECONOMIC SECRETARY s 
	fulado 
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CAPITAL BOND 

I attach two pieces of draft briefing. 

PS/Chancellor 
Sir P Middleton 
Sir T Burns 
Mr Scholar 
Mr Grice 
Miss O'Mara 
Mr Bush 
Miss Anderson 
Mrs Chaplin 

Mr Patterson - DNS,- 	V' 
Mr Corlett - IR  (4  
Mr Streeter - I 

File NSNLETIlf 	jkYr-1  

First, a note on tax treatment, prepared in consultation withY? 

Inland Revenue and DNS, designed for use by all three departments 

in handling questions from the media about the way in which income\r‘.  
tax will be payable on the Capital Bond. You will recall  thay 
there was some criticism from Lorna Bourke (The Tndependent) and y  
some others about this at the time of the October announcement,°40„1, 
and we expect this to be pursued. The note explains that we areW 

following normal practice, and defends it. Its use by all three  t/ti 
departments is to help ensure that we all sing the same song. The 

sections in square brackets are subject to final confirmation from v 

3. 	Second, a draft Press Notice and Q and A briefing prepared by 

DNS. 	Treasury officials have suggested some amendments. These, I/ xv 
appear in manuscript, as there has not been time to get a cleair 

version typed. 	 0 

N-\t  
We should be grateful for your agreement to this material 

subject to any further amendments you wish to make. 

Inland Revenue. 
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5. We shall be submitting separately some draft defensive 

briefing on "why 12 %" etc. 

I RICH 
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CAPITAL BOND - TAX TREATMENT 

(Note for dealing with questions from journalists, financial 
commentators etc). 

FACTUAL 

The interest on Capital Bonds will be taxed in exactly the same 

way as any other interest"which is paid or credited gross, eg on 

National Savings Income and Deposit Bonds, Investment Account and 

Government stock held on the National Savings Stock Register. 

Investors are liable to tax each year on interest accruing, 

whether it is capitalised or paid to them. 

In principle the tax on Capital Bonds (like other similar 

interest) becomes payable on 1 January in the year in which it is 

credited. In practice, for most taxpaying investors the Inland 

Revenue will be able to take it into account in fixing the 

investors' PAYE code, so that it is collected by instalments over 

the whole year, [normally a year in arrears]. 

Because no interest is creditmduntil the first anniversary of 

purchase, no tax will be payable during the first year of holding. 

[Where PAYE coding is adjusted in arrears, tax will often not be 

paid until the third year of hold_ing]. Moreover, because most of 

the interest will be credited in the last two years of life of the 

bond, most of the tax will be paid in those years [or later]. 

[This tax treatment is normal practice. 	It applies to other 

existing investments of the same kind. National Savings Deposit 

	

6nrcrf 	Bonds, where interest is capitalised, are taxed in the same way. 

	

A 
	

So is a range of fixed term investments available from private 

sector institutions eg building society term accounts and 
v 

insurance company ./Uaranteed bonds) where higher rate taxpayers 

have to settle a ually their tax liabilities which have not 

already been/p6vered by CRT.] 
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SPECIFIC QUESTIONS  

Q1 How should investors notify the Inland Revenue? 

Al Tlie interest should be entered on tax returns in the usual 
way. 

[Q2 If pressed on what about taxpayers who do not  receive tax 
returns? 

[A2 As with all receipts"of interest paid gross of tax, taxpayers 
should inform their Inspector of Taxes2  on receipt of the 
annual statement from DNS that interest has been credited. 

Note this will not be until at least a year after purchase, 

since interest is not credited until the first anniversary of 
purchase]. 

43 Unfair to tax capitalised interest before it is paid out?  
Why not wait until maturity? 

A3 Taxing interest only at maturity would be unfair. Many 

investors in Capital Bonds might be worse off if their 

interest were all taxed in a single year. It could, for 

example, push someone who did not normally pay tax inLo basic 

rate liability; and push a basic rate payer into higher rate 

liability. Moreover, investors subject to tax who are paid 

interest year by year and then re-invest it are in the same 
position. 

The tax treatment is normal practice. It applies to other 

investments of the same kind, including National Savings 

Deposit Bonds where interest is capitalised in the same way; 

and to a range of fixed term investment available in the 

private sector (for example building society term accounts 

and insurance company guaranteed bonds) where higher rate 

taxpayers are liable annually for higher rate tax on 

capitalised interest. 
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Q4 Why different from bank and building society interest? 

A4 Composite rate tax is deducted from bank and building society 

interest before it is paid to the investor or capitalised (by 

crediting it to his account). It is not repayable to the 
investor in any circumstances. 	So investors who are not 
normally liable to tax cannot get a repayment. 

On the other hand, investors in Capital Bonds who are not 

otherwise liable to tax will not suffer any tax at all. 	So 
for these investors in capital bonds, the tax system works in 
their favour. 

For higher rate taxpayers, there will be no difference 
between Capital Bonds and bank and building society interest. 
Higher rate tax will be payable each year in all cases. 

45 When will holders get statements of value? 

A5 DNS will normally send them to holders each April, showing 

the total value of holdings, and interest credited, at the 

latest anniversary of purchase. 

Q6 Why not send statements on anniversary of purchase? 

A6 This would mean multiple statements for people with multiple 

holdings - inconvenient for the saver and expensive for 

National Savings. 	Statements will show details of each 

separate Bond purchase, and resulting value of that Bonds on 

the anniversary of purchase. 



DRAFT PRESS NOTICE 
	R-ESTP 	IC TED 	

t-t 3 . / . a g 

NATIONAL SAVINGS CAPITAL BONDS: DETAILS OF SERIES 
au

V JI,S .. I 	N eas 	
6-44i 

1. Postal applications for Capital Bonds, the new guaranteed growth product from 

National Savings, will be accepted from Wednesday 4 January. The bonds will go 

on sale at post offices on Monday 9 January. 

The interest rate guaranteed over a full five years for Series A Capital Bonds 

is equivalent to a compound rate of XX.XX% p.a. The value of a £100 bond held 

for five years will be EXXX. 

ft k•AtL 	c 	s  
goidr444g-..t1444.1.3.144-y4ar  ii-f-ftn-  44=1 the interest rates arc higher for each full 

ov-er.:Its 	 dovr51 

year the bond is held 	 At the end of five 

years the bond will be repaid. 	No further interest will then be earned. 

No income tax will be deducted from the interest at source. Tei.xtpayrk. will 

nisie.cLia_pay....thr—incrinif'' tax uhicl s clusi--aac-izi-y4a7r After bonds have been held 

for a year, the Capital Bond Office will send a Statement of Value once a year to 

the bondholder. This will record the amount of interest added to the value of their 

bonds in the previous year. rmit 	 [71,-L 	64. 

Capital Bonds give savers an absolute guarantee against falling interest rates 

for a full five years as well as complete security of capital backed by the Crown. 

They are the only non-risk savings product to offer a gyprf,tee rq five-year growth at-- itx, 

tok wow, 	-y•-• 	 at so...47u. 
/1 /4  with no tax deducted from the interest before it io eNarned. National Savings 

expect the new Capital Bond to be attractive both to taxpayers wanting capital 

#4.414 

800'39Ud 
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growth at fixed rates and to non-taxpayers wanting the additional benefit of gross 

interest. 

6. The minimum purchase is £100 and bonds are sold in multiples of £100. There 

is no maximum. Capital Bonds may be helsi by personal savers of any age larwl by W•o 

trAirp4c00 	few individuals .if.4.&44 	th-s  tft• (4. 'lets fr., CA... 	l'etuA s  

Notes to Editors 

Prospectuses and application forms will be published in newspapers from 4 

January. 	Savers will then be able to buy Capital Bonds by direct application to 

the Capital Bond Office, National Savings, Glasgow G58 ISB. From 9 January they 

can make their purchase at a post office counter or ask for an application form to 

send to the Capital Bond Office. 

The fixed rates of interest for each year of a Series A Capital Bond's five year 

life are as follows: 

s 	g  soh 	11 -S V 0 	lie • .5% 	zo -6 6/0  
Year 1 - Xii4kof Year 2 - Yrs** Year 3 - X-1440e4 Year 4 - 16=1646; Year 5 - )W#196. 

These figures produce the average compound rate of /2 p.a. over the full five 
years. 

The steep ascent of the annual figures is designed to encourage savers to hold their 

bonds for the full five years)  w-glat A, S 1%44.4: 	.06-gr1m.4.4 I;VC•4140V0Alle 4":••• be-c. 
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Capital Bonds may be repaid before maturity at three months notice. Provided 

they have been held for a year or more, interest will be earned from the date of 

purchase to the date of repayment. The amount repaid will be the value at the 

latest anniversary of purchase, plus interest for the part of the year from that 

date until the date of repayment at the rates shown in Note 2 (eg the Year 1 rate 

would apply to repayments between the first and second anniversaries). Bonds 

repaid within a year of purchase will not earn any interest. 

Capital Bonds were first announced by the Chancellor of the Exchequer on 13 

October 1988 as a means of further encouraging savings. 
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CAPITAL BONDS: DRAFT Q & A 

What is the (net return to a 2596 taxpayer 	to a 40% taxpayer\ 
aft.t 13i 	to 

	

ta. 	 ol- 9.Y0 	7- 2- eh I.. 

Q2. What are the interim rates?. 

A2. The gross rates are: 

Year I: 

Year 2: 	g 

Year 3:

.Year 4: 	1C. 5 

Year 5:  

Q3. Why such a steep rake? 

To give savers the maximum incentive to keep their money in Capital Bonds 

for the full five years. We do not want to attract money from savers who will 

cash in early, as that is poor quality funding for the government.. 

Q. How did you determine the five-year return for Series A? 

We have set the five year return at a level which we think will be attractive 

to savers looking for capital growth with a cast iron guarantee that their savings 

will be protected against falling interest rates for a full five years after they buy 

their bonds. 

Q. Why isn't the rate higher if you want to attract taxpayers? 

bio.u. U4 	(ILL 0444 wvAA.,,t 	465•44-  (4- et a•-liv- 	(4....64 1 

it.e. es T ecALst 	Octo64..-  
etc., 	'1,stA. 	sa4,-4--is 

Q • 

Al. 

k 

Ac 



1,71 . 	 . 	34-Er, ISSI..e (Let -e4t-e.4,1- • t-.4,;to t, 

ay- 
b. e-*-5 ,--te,  • 

Q9. Have you made Series A especially generous? 

3 :IA 

A 	With the absolute guarantee for five years we think that the rate &444keild be 
z 

attractive for taxpayers (. non-taxpayers). 
 

ak4Vc l'ocr S t47 -411/1 	bt,d, In 	- bt.)40-ye..." C drinrAer.44,4 tb, 04.4,4 ervsi.eop 
-product combines the ive-year guarantee with no upper limit on the amount which 

may be bought. 3 • 11 " The tax-re retuzn 

  

taxpA.yers _at 7 5%. 

QC. Do you expect Capital Bonds to sell well at this rate? 

Age Yes, see A4. We set the rate to be-attractive to taxpayers 

.pting a five year ualt:tee against falling interest rates. 
fr-e rin 

QR. What makes you think non-taxpayers can afford to tie their 

years? 

Al. Not all non-taxpayers can afford 

But 

and non-taxpa ers 
.e. 

money up for five 

IttfE t 	tL .  

4, so 

toLnor can all taxpayers for that matter. 

interest rAtF.s, Capital Bonds 

047f4••••-'6 	" 

- a. ha...v 

(54 act& Why is the net return for a s144a.r-d 

34th Issue Certificates? 
	 rb.•.  

Y• 	
p.-1- 

'reC 	 si 
— 	9-1-6Y-1 	 . 

rate taxpayer better than the return on 

I 
A9: We certainly want to see Capital Bonds get off to a 

this into account when we set the rate. 

Q4.0- Are subsequent Series likely to be less eeQ4p4.w.e? 

17. 
Ake. We never comment on future rates of interest. 

good start and we took 

tA)1,..t 
A-7 	tk40 	 . 	ateL 

.e 	 — 
r. .k 	Cer4rAes;,4 oN,‘,3 	 oses,....r444, 

gceze.t.„4., 	" 
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sLir  
Q11. Will Capital Bond/ aloi-Fs44g-q,4h Income Bond 

-same' 
1.214. 	c 

Ai3. 	0 	 h r en the two t-Fitt.s.  The Income onathas a 	".-..*---4- 
9t4 variable rate of interest. The4rate for any new4Series v.444—k.e 	 

times- •  
.S4-14434:1- ti.s-t it guara 

=1 
qw.t.744., 

Q14„, i-low long will Series A be on sale for? 

sav!.....ss., so 
it might 4y,tre 

w.cweetitttcher_fiLmi(tvs:  And of course any Series can be taken off sale without 
.. 

notice, the same as Ger-t-if-ir-axe Issues../_ 

Is" 
Q14. Why are you penalising people for early repayment and demanding three 

months' notice as well? [Banks and building societies don't do this.] 

0-4 L-4-4..e 6-714. 

IL- 
AR. Impossible to say 

t."....Lict 

Is- 
A1-3. To give savers the maximum inccntive 

Capital Bonds won't i=;r4-the quality of 

[Banks and building societies don't offer 

building society guarantees are usually 

variable  rates]. 

to stay in for five years. Otherwise 
funding the government is looking for. 
guaranteed rates for a full five years; 

for a differential  above one of their 

Q14.. Why can't you have Capital Bonds on sale at post offices from 4 January? 
• 

• 

/‘ 
A14. Because we wanted to get them or 

Year 13alt—clul--Icuatiliata-Z4-4itz---TAa rate 

printing and despatch of prospectuses 
Christmas/New Year period, it would not have been possible 

offices by 4 aanuary. 

17 
Q14. Why not delay the launch until 9 January? 

3 

sale as soon as possible a f4ar the New 

and leaflets takes longer over the 
to have them in post 

100'390d 
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'.7 
See A14. Wednesday 4 January is the first day of the New Year on which 

the whole country was back at work (3 January a Bank Holiday in Scotland). 

NB: the following are taken from the original announcement Q & A. 

rfs 
Q1(2. Who will buy Capital Bonds? 

4141. 

I 
Taxpayers attracted by guaranteed rates and capital growth; non-taxpayers 

attracted by interest in full with no tax taken off before they get it. Probably 

especially appealing to those with a windfall they want to tuck away, people 

planning for retirement in a few years' time, and people who have recently retired 

and would like to see a lump sum grow steadily and curely for the next fi._21e 

years. 

Q17. Why launch a new product whe 	e government want to repay 
	

lic debt? 

A17.--Becatise the Gove 	ent wants to improve the qua 	of its funding and to 

i rearrange Govern 	t borrowing in a way that raise 	e level of geRi4ifie saving n 

the economy,./ 

tof 
Q1Nit. How much do you expect to bring in from Series A? 

poi 
mg. We never make public forecasts of future sales. We expect the Capital Bond 

to develop into one of our major products. 

2o 
Q142. When did you last launch a new product? 

2 
A A. Yearly Plan, in July 1984, of the products still on sale. We launched the 

Deposit Bond the previous autumn, and the Income Bond in August 1982. The 

Indexed-Income,  Bond was launched in November 1985 but it did not catch on and 

we withdrew it from sale in August 1987. 

tiaui  

A 11 	 ti4 	to okivoi4t 

4 

 

Saw ov% 

  



ann,A bre, 

I-7 3 1,-- 
Q26. Why no holding limit? 

AM( Because we see no need for a holding limit. We need a limit on Savings 
Certifitates because of the tax exemption/ There is no such reason to restrict 
access to tfie—arrati.ve product v.1444-414e.444,4.-year gear-afft-se because there is no 
tax exemption on the Capital Bond. 

Tax Treatment  C Sc4. 	Cntut ..  

These are questions we have asked Mr Rich, Treasury, to dd to the list of 
questions on tax treatment he is going to clear with Inland R enue. Treasury only 
want us to provide questions, not answers. 

Q21. Why don't you tax on maturity? 

Q22. Why are you making people pay tax bef e they get paid the interest? 

Q23. When are you required to pay tax on th interest? 

	

[should include detailed schedule year 	year] 

Q24. Why is the tax treatment differe in different years? 

Q25. Why will the second year's it erest be assessed at the same amount as the 

first year's interest when the Re enue know just how much is guaranteed for the 
second year? 

When will holders 	t their Statement of Value? [and why not on 
anniversary of purchase?] 

How will somzene who buys between the end of March and the end of 

December know how much interest to declare in order to pay the first year's tax 
by 1 January folio ing the first anniversary? 

[This questio is for the benefit of anyone who notes the fact that an 
April-Decem r purchaser will get the first Statement of Value after the tax on 
the first y ar's interest has become due. But we understand from Inland Revenue 

that sav s will not be required to make a return until they have received the first 
State nt of Value. If this is confirmed, there is no problem.] 
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CAPITAL BOND - INTEREST RATE 

Sir P Middleton 
Sir T Burns 
Mr Scholar 
Mr Odling-Smee 
Mr Peretz 
Miss O'Mara 
Mr Gieve 
Mr Grice 
Mrs M Davis 
Mr Rich 
Mrs Ryding 
Mrs Chaplin 

Mr Patterson - DNS 

The Economic Secretary has seen Miss Wallace's minute of 

19 December recording the Chancellor's comments on Mr Peretz's 

submission of 15 December. 

In the light of discussion with officials in MG and DNS, the 

Economic Secretary is minded to set the rate at 12%. He 

understands the arguments of cost and official caution but thinks 

that assessed on the balance of risks there is a good case for 

setting a generous rate. This should help ensure the successful 

launch of the capital bond and be taken as a sign of the 

Government's commitment to encourage personal saving. 11 1/2% may 

not be sufficiently high to ensure this and 11 3/4% is unattractive 

on marketing grounds (a round number is best). 

The Economic Secretary agrees with Mr Peretz that we should 

present the 12% rate in background briefing as an initial special 

offer to help launch the product which might not be available very 

long (although we would not set an explicit time limit on the 

special offer period). If the initial rate proved to be over 
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capital bond, we could then more easily withdraw series A and 
replace it with a series B at a reduced rate. 

A high initial rate might also help counter any press 
criticism about the tax position of capital bond. 

Arguments against a rate as high as 12% are that 

(i) 
	

we now know that most building society mortgage and 

retail deposit rates will not move on 1 January 1989 

(however they may of course announce plans to do so 

on 1 February, shortly after the capital bond 
launch); 

(ii 
	

5 year gilt yields are now 10 1/2% (a little lower 

than on 15 December when Mr Peretz minuted the 

Economic Secretary). A comparison with the capital 

bond rate could attract criticism in the financial 
press, and (in private) from the Bank. 

(iii) 	this criticism on cost of funding grounds would be 

expressed the more strongly if the result of boosting 

capital bond sales were seen to be increased buying 

in of gilts. This could be countered on the grounds 

that we are trying to attract personal savers and 

increase the total of firmly held personal savings. 

On balance the Economic Secretary thinks that the need to put 

the successful launch of the capital bond beyond doubt points to 

setting the initial rate at 12%. He would be grateful to know if 
the Chancellor is content. 

S M A JAMES 

PRIVATE SECRETARY 
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The Hon Francis Maude MP 
Parliamentary Under SeCienky ----- 
of State for Corporate Affairs 

Department of Trade and Industry 
1-19 Victoria Street 
LONDON 
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a.2 December 1988 

H 

COMPETITION INITIATIVE ACTION PROGRAMME 

Thankyou for copying to me your letter of 2 December to Nigel Lawson 

about the Competition Initiative Action Programme. 

As you will appreciate there is limited scope for taking original 

initiatives in Northern Ireland. Indeed many of the proposals apply 

nationally (eg those relating to the European Single Market) and do 

not require separate action to secure implementation here. While 

cannot at this stage put forward any new items you can be assured 

that I am fully committed to the initiative and that the revised 

Action Programme will be closely scrutinised with a view to 

implementation of any proposals which are relevant to Nortnern 

Ireland. 

I am copying this letter to Nigel Lawson, Geoffrey Howe, James 

Mackay, Douglas Hurd, Malcolm Rifkind, Peter Walker, members of 

E(CP) and Sir Robin Butler. 

72 
TK 

JB 18548 
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From the Minister 

Hon Francis Maude MP 
Parliamentary Under Secretary of State 
for Corporate and Consumer Affairs 

Department of Trade and Industry 
1-19 Victoria Street 
LONDON 
SW1H OET 

COMPETITION INITIATIVE 

Your letter of 2 December to Nigel Lawson' asked colleagues to 
consider whether the present' Action Programme fully reflected all 
that we are doing under the Competition Initiative. As you know, 
my Department has undertaken major reviews which have been included 
in earlier stages of the programme or are currently in progress. 
I have carefully considered, whether I have any new proposals for 
inclusion in the Programme but can offer nothing specific at this 
time. 

Snme revision is howcvcr necessary Lo Lhe existing entries affecting 
my Department to reflect recent progress and our collective 
decisions. One entry, the National Consumer Council study of the 
CAP, can be removed as this exercise is now completed, and I have 
given the Government's response to the Council. 	For ease of 
reference I attach a revised entry for agriculture topics. 

I am copying this letter to Nigel Lawson, Geoffrey Howe, 
James McKay, Douglas Hurd, Malcolm Rifkind, Peter Walker, Tom King, 
Members of E(CP) and Sir Robin Butler. 

J HN MacGREGOR 

CH,  xrHEQUER 

REC. 	22 DECI988 

s 
AIMS 

4  TO 

  

      

 

December 19E 8 

CON HOENT1A1 



ANNEX 

COMPETITION INITIATIVE: CURRENT MAFF ENTRIES 

Action 	
TiaLag 	

Lead Department 

Review results of monitoring 	
1990 	

MAFF/DTI/FCO 

exercise on banana prices/ 
margins 

Monitor relationship between 	
Review 1988 Paper 	MAFF 

Dairy Crest and Milk Marketing 	
to E(CP) July 

Board following Touche Ross 	
1988 

Report 

Review potato market support 	
By 1989. Paper 	MAFF 

arrangements 	
to E(CP) July 
1988 

NCC study of CAP commissioned 	
By September 1988 	MAFF 

1986. Consider conclusions 

Review the role of the British 	
Paper to E(CP) 	MAFF 

Wool Marketing Board and its 	
July 1988 

subsidiaries 

Transfer tuberculin production 	
1988/89 	 MAFF 

from Central Veterinary 
Laboratory to pharmaceutical 
industry 

Transfer funding of "Food 
From Britain" to industry 

1991/2 - report 
to E(CP) March 
1989 

MAFF 

• 



In progress; 
paper to E(CP) 
in March 1989 

MAFF 

Place in 1989/90 	MAFF 
legislative 
programme being 
sought 

ANNEX TO MINISTER'S LETTER TO MR MAUDE 

COMPETITION INITIATIVE 

REVISED MAFF ENTRIES TO ACTION PROGRAMME 

Au Lion 	
Timing 	 Lead Department 

Review results of monitoring 	1990 	 MAFF/DTI/FCO 

exercise on banana prices/ 
margins 

Review milk marketing 	 Paper to E(CP) 	MAFF 

arrangements 	
in March 1989 

• 

Review of potato marketing 
and support arrangements 

Removal of Wool guarantee 

Transfer tubelculin production 	1989 	
MAFF 

from central veterinary 
laboratory to phamaceutical 
industry 

Transfer funding of "Food 
From Britain" to industry 

1991/2 - report 	MAFF 
to E(CP) March 
1989 
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FROM: MISS M P WALLACE 

DATE: 22 DECEMBER 1988 

PS/ECONOMIC SECRETARY CC; Sir P Middleton 
Sir T Burns 
Mr Odling-Smee 
Mr Peretz 
Miss O'Mara 
Mr Gieve 
Mr Grice 
Mr M Davis 
Mr Rich 
Mrs Ryding 
Mrs Chaplin 

Mr Patterson - DNS 

CAPITAL BOND - INTEREST RATES 

The Chancellor has seen your minute of 21 December. He is content 

with the Economic Secretary's recommendation that we should opt 

for an initial rate of 12 per cent. 

MOIRA WALLACE 

Assistant Private Secretary 



CONFIDENTIAL 
i\T 

S MA JAMES 

0s22 December 1988 
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Mr Gieve 
Miss O'Mara 
Mrs Chaplin 
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, 
CAPITAL BOND - PRESS NOTICE AND tRIEFING 

The Economic Secretary was grateful for your minute of 21 December 

attaching a draft press notice and briefing. He has also seen Miss 

O'Mara's minute to Mr Gieve of 22 December. 

Press Notice 

2. 	The Economic Secretary had some comments on the draft press 

notice: 

(i) 	the Economic Secretary suggests an additional 

paragraph should be inserted before existing 

paragraph 1 as follows: 

"National Savings announce the launch of their 

newest product 	the Capital Bond. 

Peter Lilley MP, the Economic Secretary to the 

Treasury, said "the Capital Bond is designed to 

give a fresh stimulus to personal saving. I 

believe it will prove an attractive way for 

people to save and will tap additional longer 

term saving. The Capital Bond is a clear 
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affirmation of the Government's commitment to 
encouraging personal saving;" 

Paragraph 2. Redraft the second sentence to read 

"Annual interest is accumulated and paid out at 

redemption so the value, including accumulated 

interest, of £100 Bond held for the full five 
years will be Exxx;" 

Insert a new paragraph between existing 

paragraphs 3 and 4: "The guaranteed 12% compound 

interest rate applies to the introductory series 

A of the Capital Bond. National Savings reserve 

the right to withdraw this series at any time"; 

Paragraph 5,last sentence, after "non-taxpayers" 

insert "including married women following the 

introduction of independent taxation in 1989"; 

Notes to Editors, paragraph 4, insert "personal" 
before "savings". 

Briefing 

3. 	The Economic Secretary had a few comments on the briefing 
prepared by MG, DNS and Inland Revenue, which he thinks is very 

good. He is also aware of some changes to the factual brief Inland 
Revenue have made since you minuted him yesterday. 

(i) 	Tax treatment : Factual  

Paragraph 2, second line insert "financial" 
before year; 

add a sentence to follow paragraph 2 : "[if 

asked, in practice PAYE adjustments will often be 
made a year in arrears]"; 
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ii) Specific Questions  

add a sentence to follow existing A2 : The 

annual statement of interest will contain a 

reminder to taxpaying investors about notifying 
the Inland Revenue"; 

(iii) Capital Bonds : Q and A 

A3, redraft second sentence as follows: 	"We do 
not want to attract money which savers can cash 

in early without penalty, as that is poor quality 
funding for the government"; 

A18 first sentence, after "non-taxpayers" insert 
"including married women (with OWA allowances 
from 1989 onwards)". 

Capital Bond Wider issues  

4. 	"Why is Government concerned to increase personal saving in 

particular?" : The Economic Secretary is content with the reply as 

drafted but wishes to add the following after "consumption growth":  
... and release finance for current investment boom". 

S M A JAMES 

PRIVATE SECRETARY 
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MR GIEVE 

FROM: MISS M O'MARA 
DATE: 22 December 1988 

cc: IDS/Chancellor 
PS/Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Scholar 
Mr Peretz 
Mr Grice 
Mr Bush 
Mr Rich 
Ms Ryding 
Mrs Chaplin 
Mr Patterson - DNS 

CAPITAL BOND: WIDER ISSUES 

As foreshadowed in Mr Rich's minute of 21 December, I attach some 

further briefing on the wider economic issues raised by the launch 

of the Capital Bond which is, of course, primarily for use by IDT 

rather than DNS. 

MISS M O'MARA 
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Capital Bond represents expensive funding? Why pay 12 per cent 

when you could issue gilts for same term at [101/2 1 per cent?  

NB 12 per cent available only to those who hold Bond for five 

years. Steep interest rate rake means those who withdraw early 

receive considerably less. Experience with savings certificates 

is that there are some early withdrawals, reducing costs to 

Government. 

Particular reasons for offering high return on this occasion: 

First issue of new product. Must remember can be 

withdrawn from sale at any time without notice. 

Higher personal savings bring benefits to economy as 

whole as well as to individuals concerned. Government 

is seeking to encourage longer term personal saving by 

providing attractive scheme. 

What makes you think Capital Bond will increase saving?  

Fills gap in savings market - no other product offers guaranteed 

return and interest payable gross, without upper limit on 

investmenL. 	Provides an attractive rate guaranteed for five 

years. Will stimulate new savings and also encourage people to 

turn existing short-term savings (eg bank or building society 

deposits) into longer term savings, more firmly held. 

Why is Government concerned to increase personal saving in 

particular?  

Demand has been growing too rapidly in 1988, partly reflecting 

excessive rise in consumption. An increase in personal savings 

will help to dampen consumption growth. 

Capital Bond cannot increase net savings because of full-fund 

practice. If Government takes more money into Capital Bonds, has  

to pay back somebody else.  

Capital Bond designed to improve quality of funding within full-

fund rule and to increase level of personal savings. Capital Bond 
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inflows represent very direct increase in personal savings (can 

only be bought by individuals). Any offsetting defunding likely 

to have either no direct impact on personal savings (eg extra gilt 

purchases from pension funds and insurance companies) or represent 

improvement in quality (eg if matched by lower net inflows into 

more liquid National Savings products). 

Inconsistent with January's reverse auction?  

No. (See above.) Reverse auction applies to stocks which will be 

bought largely from institutions. Capital Bond designed to lock-

in personal funds for five years. 

Does 12 per cent return over 5 years indicate Government expects  

interest rates to remain high for foreseeable future?  

No such implication. 	Return on Capital Bond set in light of 

variety of factors (see above). 

Government trying to engineer rise in building society rates  

through setting return on Capital Bond so high?  

No. 	Rates set by building societies and banks are matter for 

them. 

National Savings contribution to funding 

In first 8 months of 1989-90 totalled £638.5 million, comprising 

£ million 

Gross products 	 £1,158.5 

Fixed interest products 	 -823.1 

Index linked savings certificates 	+205.0 

Premium Donds 	 +125.5 

Other 	 - 27.4 



chex.ul/jf/4.22.12.mw 
CONFIDENTIAL 

FROM: MISS M P WALLACE 

DATE: 22 DECEMBER 1988 

PS/ECONOMIC SECRETARY cc: Sir P Middleton 
Sir T Burns 
Mr Scholar 
Mr Peretz 
Mr Grice 
Miss O'Mara 
Mr Bush 
Mr Rich 
Miss Anderson 
Mrs Chaplin 

Mr Patterson - DNS 
Mr Corlett - IR 
Mr Streeter - IR 

CAPITAL BOND 

The Chancellor has seen Mr Rich's minute of 21 December, attaching 

Q&A briefing and a draft press notice. 

The Chancellor would like the press notice "beefed up" 

elightli;)and would be grateful if the Economic Secretary could 

consid 	this further. In particular, he thinks it could do with 

a morc catchy opening. He dlso thinks it ought to bring out very 

clearly that interest is rolled up, and that this is the first 

issue (he thinks it ought to be called this explicitly) and could 

be withdrawn at quite short notice - with the implication "hurry 

while stocks last". 

The Chancellor has also seen the papers on capital bond 

publicity - your minute of 	15 December and Mr Bush's of 

20 December. The Chancellor would hope that we could obtain 

maximum publicity for the launch, and he thinks it would be 

i)eSt if the Economic Secretary could appear on television and 

radio. 

MO IRA WALLACE 

Assistant Private Secretary 


