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28 September 2018 
 
Dear Philip, 
 
UK FINANCE BUDGET 2018 SUBMISSION 
 
I am writing to communicate the main priorities of UK Finance ahead of the upcoming Budget. As you 
prepare to set out plans for the public finances against the backdrop of the Brexit negotiations, we 
welcome the opportunity to highlight key issues and put forward areas for recommendation. We do so as 
a trade association representing 300 of the leading firms providing finance, banking and payments-
related services in or from the UK. Our members are large and small, national and regional, domestic 
and international, corporate and mutual, retail and wholesale, physical and virtual, banks and non-banks. 
The interests of our members’ customers are at the heart of our work.  

The UK is a global financial centre. In 2017, the banking and related financial services sector contributed 
£119bn to the UK economy, 6.5% of total economic output, and provided employment for 1.1m people, 
3.2% of all jobs. Exports were worth £61bn—44% to the EU, 56% to the rest of the world—and there was 
a surplus in financial services trade of £51bn.1 

As the UK moves toward a new relationship with the EU, limiting disruption to financial services will be 
crucial to meet the needs of customers and business. Andrew Bailey, Chief Executive of the Financial 
Conduct Authority, rightly noted in April that the risks around contract continuity, data sharing and 
broader market disruption could jeopardise financial stability.2 And while that future relationship will not 
replicate the EU’s passporting regimes, the Government has set out its ambition for arrangements that 
preserve the mutual benefits of integrated markets.3 

The UK will remain a leading financial services centre beyond its exit from the EU, but, in an increasingly 
globally competitive world, the industry and the Government must continue to work together to deliver a 
competitive environment and an ecosystem that facilitates a prosperous domestic financial services 
sector, cross-border trade in services and inward investment. The UK is the leading global exporter of 
financial services and must retain a strong voice in the development of global standards.  

                                                
1 http://researchbriefings.files.parliament.uk/documents/SN06193/SN06193.pdf. 
2 https://www.fca.org.uk/news/speeches/brexit-what-does-it-mean-financial-markets-be-open. 
3 https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/725288/The_fut
ure_relationship_between_the_United_Kingdom_and_the_European_Union.pdf. 
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This can and must complement measures to ensure the UK is seen to be the safest and most 
transparent place to do financial services business, which in turn require an overarching and coordinated 
strategy to address economic crime. We welcome the opportunity for partnership between the public and 
private sectors in the development and execution of these critical initiatives, not just in the interests of our 
members but for the safety and success of every individual and business in the UK as a whole, and urge 
the Government to prioritise the spending needed to counter the ever-increasing threats to critical 
national infrastructure. 

With this in mind, we have identified five key areas where the financial services sector can help support 
the economy and the Government’s own efforts to realise long-term opportunities. 
 
Housing 
 
Tax treatment of buy-to-let (BTL) landlords 

Evidence is emerging that the changes announced in the Summer Budget 2015, together with other 
regulatory and legislative changes, have significantly reduced landlord motivation, in turn reducing 
landlord purchases and increasing landlord sales as illustrated below. 

 

While BTL only accounts for around a third of the private rented sector (PRS), RICS reports that the 
changes in BTL are starting to affect the stock available to rent, driving rental inflation in some regions. 
Further measures aimed at this segment of the housing market could have serious consequences for 
those who rely upon the PRS. The PRS provides a home for a wide and diverse population including 
more than one in five of those on benefits, those in full-time education and young first jobbers. All are 
likely to be affected if the PRS contracts further. 

We recommend that the Government undertake a review of the impact of the changed tax treatment on 
the BTL market and the broader private rented sector. 
 
Certainty about Help to Buy (HTB) beyond 2021 

It is important that the Budget provide certainty about the future of HTB. Lenders would not like to see 
the scheme stop abruptly as we believe this would cause significant disruption in the new-build home 
market. Home builders are already planning sites that are due to be built out beyond 2021, so certainty 
about both the length of the scheme and its parameters is important. If the scheme comes to a complete 
end in 2021, it seems unlikely that lenders will be able to support the market with sufficiently high loan-to-
value mortgages to the same degree. We believe that the scheme has played an important role in 
supporting people to get onto the housing ladder, although we can see that there are arguments for 
ensuring it is targeted at those who most need the support (e.g. first-time buyers) or by restricting 
eligibility to a certain level of income.  
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Productivity 

As the UK leaves the EU, it must remain globally competitive. The UK has many strengths, such as 
financial services, access to capital, innovation and sciences, coupled with a stable business 
environment. It is essential that the Government build on this by delivering its industrial strategy, in 
partnership with business, and creating an environment with incentives to invest. 

The UK needs a suite of effective fiscal tools to encourage this investment and growth in the economy. 
The Government should press ahead with reforms to the capital allowance regime to help business 
owners introduce productivity-boosting technology and include process innovation within the scope of 
R&D tax credits. The Government should also consider making SEIS/EIS reliefs available for third-round 
funding, as this is a sticking point for many businesses, and deliver on the National Infrastructure 
Commission’s national infrastructure assessment. 

The success of the UK economy also depends on helping businesses to translate their ambitions to 
export into reality and optimising the potential of existing exporters to reach new markets and customers. 
The Government’s export strategy is strong on aspiration, and we welcome the commitment to increase 
exports as a proportion of GDP from 30% to 35%. This will require a joined-up approach across the 
public sector, linking exporting with innovation, enhanced productivity and the finance industry. In 
addition, financial incentives like export vouchers and grants should be considered to mitigate investment 
in translation services or additional market research. 

We support the Government’s actions to address late payment and share concerns about the cash funds 
tied up in retentions. We encourage the Government to consider a variant of the UKEF bond-support 
scheme as a possible means of supporting the issue of bonds as a substitute for cash retentions. And 
while late payment is one of the most prominent examples of poor practice, others include the imposition 
of extended payment terms and/or onerous and unfair contractual clauses on suppliers. We therefore 
welcome the Government’s action to reduce the impact on SMEs of such “ban on assignment” clauses 
through the Business Contract Terms (Assignment of Receivables) Regulations currently being 
considered by Parliament. 

The UK has shown an intention to place itself at the front of the queue when it comes to developing 
green finance in support of achieving internationally agreed emission-reduction targets. This is evidenced 
by the co-funding by the Government and the City of London Corporation of the Green Finance Institute 
and, more latterly, by the announcement of policies in support of ultra-low-emission vehicles. At the 
same time, in addition to seeing a growing number of institutions making announcements about funding 
being devoted to green and other sustainable-finance initiatives, many UK Finance members, including 
the UK’s largest banks, have committed to act on the recommendations of the Financial Stability Board-
sponsored Taskforce on Climate-Related Financial Disclosures (TCFD). UK Finance is particularly 
supportive of the TCFD initiative as we see the financial, governance and stewardship objectives 
underpinning the disclosure recommendations as a prerequisite to companies being held more to 
account for their environmental policies. We are also pleased to see progress being made in the dialogue 
on building the market in green mortgages. 

We are highly supportive of diversity and inclusion initiatives designed to bring about employment 
practices that should define a well-run company in modern Britain. As far as financial services are 
concerned, the Women in Finance Charter is a cornerstone. Under the Charter, firms commit to 
accelerate the pace at which they address gender imbalance within their senior management. At the last 
count, 272 firms—including UK Finance and accounting for 760,000 employees—were signed up. 
 
Tax 

While we appreciate that the public finances remain under pressure, changes in the environment within 
which international banks operate mean that we believe the time may be due for a strategic review of 
Government policy toward bank-specific taxes. To put this in context, banks operating in the UK 
contributed £35.4bn to the Exchequer in 2016/17. 

  



As in previous years, we have commissioned PwC to complete a Total Tax Contribution (TTC) report. 
While still a work in progress, early indications are that this will confirm the amount paid by banks in tax 
has risen further, meaning that they are paying substantially more both in real terms and as a proportion 
of profit than in the years running up to the financial crisis. This is despite some banks substantially 
paring back and changing parts of their balance sheets in keeping with the objectives of the Bank Levy. 

This record contribution comes at a time when banking groups are having to restructure their operations 
in light of Brexit and the need for at least some activity to be transferred to an intermediate holding 
company located in the EU. Moreover, other international centres—not least the US, with its radical 
changes in corporation tax rates—are making it clear that they plan to compete hard for business. 

For this reason, we have additionally commissioned an international comparative study of bank taxation, 
due for completion in the autumn. When taken together with the TTC report, we believe this will place 
policy makers in a better position to assess the case for a review of the scale of the Corporation Tax 
Surcharge and consider whether a point might be reached at which the Bank Levy can be said to have 
fulfilled its purpose. In determining whether the UK remains attractive as a location for investment in 
banking business, a consideration might be whether bank-specific corporate taxes remain consistent with 
securing Exchequer receipts from other taxes, most notably employment taxes. 

We suggest that the scope of any review include: 

• the Corporation Tax Surcharge. This was announced in the Summer Budget 2015 to “maintain a fair 
contribution from the banks.”4 If the Surcharge was intended to be a temporary measure to smooth out 
a perceived shortfall in Corporation Tax receipts, it is arguably time for it to be reassessed. Since its 
introduction, the Office for Budget Responsibility’s revenue outturn figures and forecasts have 
repeatedly been revised upward. Indeed, the total projected revenue from the Surcharge has 
increased by over 30% between 2016/17 and 2020/21; 

• the Bank Levy. In 2010, the UK, France and Germany announced in a joint statement their intentions 
to impose bank levies to ensure that the sector made a “fair and substantial contribution towards 
paying for any burdens associated with government interventions to repair the banking system or fund 
resolution in a financial crisis.” In Germany, the 2011 national bank levy was replaced by the Single 
Resolution Fund. France’s 2011 systemic-risk bank tax will be repealed with effect from 1 January 
2019, leaving contributions to the Single Resolution Fund. The UK negotiated that it would meet its 
obligations under the Bank Recovery and Resolution Directive (BRRD) and the Deposit Guarantee 
Schemes Directive (DGSD) through the Bank Levy and that historic receipts could count toward its 
target level.5 To the extent that the Single Resolution Fund is meant to be in place by 2023 and both 
the BRRD6 and the DGSD7 imply funding should pause unless the fund dips below target, it seems 
that there is no requirement to continue generating receipts beyond satisfying the target of 1.8% of 
covered deposits. Given the UK’s ex ante fund target will be met in the lifetime of this Parliament, we 
see a case for reappraisal in light of the sunset clause effectively built into equivalent levies in other 
jurisdictions; 

• irrecoverable VAT. VAT is a significant cost for banks because of the financial services exemption, 
which prevents their recovering all the sums they pay, unlike most other businesses. Where banks 
seek to recover VAT under the partial-exemption rules, the process for agreeing a special method and 
providing information to support the application is becoming ever more onerous. Frequent challenges 
by HM Revenue and Customs (HMRC) are significantly reducing certainty and forcing taxpayers to 
devote ever more resources to dealing with their VAT compliance while simultaneously suffering 
greater VAT-recovery restrictions. Measures to further reduce VAT recovery and make VAT 
compliance more complex add even further to the costs of doing business in the UK and introduce 
unhelpful uncertainty into business decision making and planning; and  

                                                
4 https://www.gov.uk/government/speeches/chancellor-george-osbornes-summer-budget-2015-speech. 
5 Under the BRRD and the DGSD, Member States are required to build up an ex ante resolution fund worth 1% of 
covered deposits and an ex ante deposit-guarantee scheme fund worth 0.5-0.8% of covered deposits. 
6 See Article 102(3): “If, after the initial period of time referred to in paragraph 1 [31 December 2024], the available 
financial means diminish below the target level specified in that paragraph, the regular contributions raised in 
accordance with Article 103 shall resume until the target level is reached. After the target level has been reached 
for the first time and where the available financial means have subsequently been reduced to less than two thirds of 
the target level, those contributions shall be set at a level allowing for reaching the target level within six years. . . .” 
7 See Article 10(2): “. . . Where the financing capacity falls short of the target level, the payment of contributions 
shall resume at least until the target level is reached again. . . .” 

https://www.gov.uk/government/speeches/chancellor-george-osbornes-summer-budget-2015-speech


• reconfirming the Government’s commitment to a business-friendly environment. HMRC’s cooperative 
compliance model has been a significant asset to the UK’s business environment for a long time. 
However, other aspects of the UK’s recent approach to tax compliance (e.g. the hybrid mismatch rules 
and the extraterritorial corporate criminal offence for failing to prevent the facilitation of tax evasion) have 
seen it go further and faster than other jurisdictions. The industry’s experience of HMRC’s change from 
managing customer relationships to compliance is one of greater abrasion, with an increased focus on 
the penalty regime at the expense of focusing on significant issues, speedy decision making and good 
long-term working relationships with taxpayers. There has also been a step change in the administrative 
burdens on the financial services sector in relation to tax. While the industry supports the Government in 
its efforts to reduce tax evasion and collect some taxes efficiently, it increasingly sees the burden of 
enquiry, reporting and collection shifting too far from the tax authority and toward business. This is 
particularly damaging where the UK proposes to move forward with ideas rejected by other jurisdictions 
or where new responsibilities cut across other regulatory responsibilities, such as in the case of VAT 
split payments. To the extent that the UK is looking to reassert its credentials as a good place in which 
to do business, it would be timely to consider a recommitment to the principles of (i) sound policy 
development, supported by high-quality impact assessments, (ii) certainty and stability, to allow 
businesses to plan with confidence, (iii) simplification, to ensure the tax regime does not verge toward 
the excessively complex or burdensome, and (iv) proportionality, so that the impact on the sector is 
commensurate with the tax at stake. It is certainly not always evident that new tax legislation is drafted 
with the principles of simplicity in mind, making the role of the Office of Tax Simplification even more 
challenging in the future. 

 
Savings 

The UK savings market has undergone considerable change in recent years that has led to a more 
complex landscape for consumers to navigate. While we welcome the addition of the Government’s new 
“Help to Save” scheme, which encourages savings behaviour among those on lower incomes, we 
believe that any further reforms should focus on simplification. 

Following the introduction of the LISA and the H2B:ISA, our members have become increasingly 
concerned by the complexity of the ISA landscape and how this affects consumer engagement. We have 
identified a number of opportunities to simplify the current ISA regime, which we set out below for the 
Government’s consideration. 

• Help to Buy: ISA scheme dates. Our members generally support extending the HtB:ISA beyond the 
scheduled December 2019 cut-off, subject to minor amendments. 

• Make ISA application forms continuous. We would strongly support application forms being valid for 
the life of the ISA (i.e. until closed) without any requirement to obtain a new application where there 
has been a gap in subscriptions for a tax year. 

• Allow customers to subscribe the full annual limit in any number of ISAs in each tax year. Our 
members broadly support this proposal in principle, although some feel that a cost/benefit analysis 
should be undertaken to assess viability, while others are concerned that firms would have trouble 
encouraging consumers to take up their full entitlement. 

• Allow partial transfers of current-year ISA subscriptions. At present, ISA subscriptions must be 
transferred in full. While the majority of our members support allowing partial transfer of current-year 
subscriptions, they recognise that further analysis is required to evidence whether customers would 
welcome and utilise the change. 

• Review additional permitted subscriptions to identify areas of simplification. Our members fully support 
a review of funds where dealing frequencies change due to the underlying investments and, as a 
result, the funds would become a non-qualifying investment. 

• Allow in specie ISA subscriptions. This would remove the impact of the spread when selling and 
repurchasing the same investments.  



• Amend LISA age limits. Our members continue to hold a number of concerns about the LISA, but if it 
is to be retained in its current form, they would support allowing both account opening and 
subscriptions up to the age of 50 (i.e. removing the current age-40 account-opening barrier). 

In summary, we believe that the Government should focus on simplifying the ISA product family while 
ensuring it remains effective at meeting clearly defined savings needs for people at different points in 
their lives. With this in mind, we would encourage the Government to avoid further reforms that do not 
provide an obvious simplification to the rules. 

Moreover, we believe that the Government should now prioritise stability in the savings regime before 
introducing further changes such as a Care: ISA. Further interventions should be driven by a clear and 
holistic savings strategy, with the short-term focus on embedding the changes already made to the UK 
savings regime and implementing the ISA-simplification proposals we have recommended. Further 
changes to the savings landscape would place pressures on our members’ systems, which have only a 
finite capacity to implement changes while delivering other consumer-focused innovations. 
 
Regulation 

Regulation plays an important role in productivity, providing a framework in which businesses can 
compete fairly and consumers can have confidence. As circumstances change, it may be necessary to 
enhance it to address new market failures or to pare it back where it constrains innovation or the 
emergence of competition. This is no less true in the case of the UK’s mid-tier retail banks—those with c. 
£10-100bn of assets—where there is concern that the current lack of differentiation in the regulatory 
requirements they face compared to their very large competitors may be a barrier to their ability to serve 
customers and reduce the resilience of the system as a whole. 

We have been considering the role of the mid-tier in driving competition and productivity to the benefit of 
consumers, SMEs and the economy as a whole. We recommend: 

• adoption of a segmented approach to regulation to ensure proposed solutions are proportionate to the 
size and business model of the banks concerned and help promote effective competition; 

• a review of material discrepancies in funding costs; 

• measures to support mid-tier capital raising through markets; 

• early access by the mid-tier to the RBS alternative-remedies package to increase their share of SME 
current accounts and lending; 

• consideration of the thresholds and tapering of MREL requirements; and 

• ensuring the requirements of the Remuneration Code balance risks mitigated with costs imposed. 

More broadly, the confluence of regulatory change of a conduct, payments or macroprudential nature 
with the delivery of various policy statements creates the potential for operational risks in concentrated 
business areas (e.g. IT). We would welcome a period of consolidation to mitigate these risks and 
minimise the chance of any customer-facing disruption by using the FCA’s strategic review of retail-
banking business models to prioritise and sequence ongoing conduct- and payments-related activity.8 

  

                                                
8 We note Lord Hill’s observation to the European Parliament ahead of his appointment to the European 
Commission that, “Over the last 5 years, we have—necessarily—been through a period of huge regulatory change 
carried out at extraordinary speed. We have seen the complete overhaul of the regulatory and supervisory financial 
framework. . . . Now we are entering a new phase. . . . we are unlikely, over the next 5 years, to need to pass the 
same amount of new legislation again. . . . regulation needs to be stable as well as rigorous. The priority will thus be 
implementation, enforcement, and evaluation.” http://www.europarl.europa.eu/hearings-2014/resources/questions-
answers/Hearings2014_Hill_Questionnaire_en.pdf. 

http://www.europarl.europa.eu/hearings-2014/resources/questions-answers/Hearings2014_Hill_Questionnaire_en.pdf
http://www.europarl.europa.eu/hearings-2014/resources/questions-answers/Hearings2014_Hill_Questionnaire_en.pdf


We and our members are committed to maintaining a constructive dialogue with policy-makers and 
regulators to ensure the UK remains a global leader in financial services and continues to deliver for 
customers wherever they live and do business. We also stand ready to support efforts to ensure the right 
measures are in place, now and as a result of the 2019 Spending Review, to deliver a strong UK 
economy that works for everyone. 

 
Yours sincerely,  
 

 
 
Stephen Jones 
Chief Executive, UK Finance 


