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Headline Points

. The growth forecast: The economy is forecast to shrink
3.5% in 2009 with growth of 3.5% annually from 2011.
o Public borrowing and spending: Spending is to be cut from

1.1% next year to 0.7% in 2011-2012 and public borrowing is
to increase to £175bn this year.

o Tax on Tobacco and Alcohol: To rise by 2%.
. Fuel duty: To rise by 2p per litre from September.
. Vehicles: From May 2009 until March 2010 motorists are to

get £2,000 discount on new cars if they trade in cars older
than 10 years.

. Income tax: 50% income tax for everyone earning over
£150,000 from April 2010.

. Housing: There will be an extra £80m for shared equity
mortgage scheme and £500m to kick-start stalled housing
projects - including £100m for local authorities to build en-
ergy efficient homes.

. Government savings: £9bn of efficiency savings.

. Savings: Annual limit for tax-free ISAs to rise to more than
£10,000 for over-50s this year and for everyone else next
year.

o Environment: There will be an extra £1bn to help combat

climate change by supporting low-carbon industries, £525m
for offshore wind projects over the next two years and sup-
port for up to four CCS demonstration projects.

. Pensions: The basic state pension will be increased by at
least 2.5%, regardless of inflation.

” .
. Patience Wheatcroft
\ Former Editor of The Sunday Telegraph, former City

'c Editor of The Times

In his final Budget, Gordon Brown told us that Britain's net bor-
rowing would be 2.7 per cent of national income, shrinking to
just 1.4 per cent by 2012. That was only in 2007. Today, Mr
Brown's successor as Chancellor of the Exchequer had to con-
cede that the figure this year will be a massive 12 per cent.

Mr Brown always reeled off forecasts as if they were undeni-
able facts. The truth, as Alastair Darling has had tacitly to con-
cede, is that economic forecasting is a perilous game and the
numbers that were left on the desk when he moved into Num-
ber 11 Downing Street bore as much resemblance to reality as
the writings of Damian McBride. It is the nature of the job,
however, that some ritual crystal ball gazing has to be done, so
Mr Darling, with his fingers firmly crossed, declared that the
economy, although falling by 3.5 per cent this year, would be
growing again next year. On borrowing, however, he was less
optimistic in the short term, predicting a fall of just 0.1 per cent
in relation to GDP next year. But then, miraculously, the out-
look brightens. Somehow, 11.9 per cent falls to just 5.5 per cent
by 2013.

However many Treasury analysts have run the numbers
through their economic models, that is just guesswork. What is
certain is that measures in this Budget will drive talent out of
Britain. Businesses that do not need to remain headquartered
in Britain will be put under even more pressure by their execu-
tives than they already are to follow the likes of WPP and

Experian and move to more congenial climes. Increases in capi-
tal allowances will not be enough to dissuade them.

Given that he was delivering his Budget against the background
of what the OECD describes as 'the deepest and most synchro-
nised recession in our lifetime' in the world economy, Mr Dar-
ling was limited in his ability to pull out of his red briefcase the
customary string of headline grabbing lollipops for the people.
Although he promised that this would be a Budget that would
help the country 'invest and grow our way out of recession’, he
sounded as dubious about his ability to deliver on that promise
as Mr Brown had been shown to be in delivering Britain from
the horrors of boom and bust.

Mr Darling bravely assured the country that his initiatives
'would reduce the length and severity of the recession’, but a
few hundred million pounds to encourage low carbon energy or
home insulation will not go far to ameliorate the effects of an
almost unprecedented slowdown. What might have had a
chance of lifting Britain out of the morass is a Budget which
emulated Ireland's recent moves and took drastic measures to
address a drastic situation. Sadly, cutting public sector pay by
10 per cent, or even half that, was never going to be on the
agenda. Neither was any action on public sector pensions, de-
spite the scale of the burden that they impose. Instead, public
sector spending is set to continue growing, even though the
Chancellor has at least acknowledged the need for some cuts.

No one would begrudge increased benefits for children from
poor families if they were going to make a significant difference
to their lives. Instead, these children are going to be growing up
in a country burdened with huge levels of debt and the high
taxes that will be required to keep national bankruptcy at bay.
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The Main Points

With Britain in the grip of the biggest recession since the
1930s all eyes were on the Chancellor today. Broken
down below are the main points of what is a critical
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State of the economy
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Borrowing
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of recovery, the macro economic figures showed that the
UK is suffering from the worst downturn for sixty years.
Last year's Pre-Budget Report forecasts were shown to
have been highly optimistic, giving the Chancellor virtu-
ally no room for manoeuvre on the public finances.

Economic growth: The Chancellor conceded that the
economy would contract by 3.5% this year. He stated that
he expected the economy to bounce back to growth by
the end of the year with growth of 1.25% in 2010 rising to
3.5%in 2011.

International comparisons: The Chancellor said that the
UK was facing an unprecedented global downturn from
which the UK could not be insulated. He referred to the
latest international forecasts which he claimed showed
that, while the UK was being affected, a number of other
countries are being hit harder.

Inflation: The Chancellor predicted a period of deepening
deflation with the Retail Price Index falling to a low of
minus 3% by September. Consumer price inflation was
predicted to reach 1% by the end of this year. Retail price
inflation would return to zero in 2010.

Borrowing: Official figures show that public borrowing hit
a record £90 billion in the last financial year - almost 6.2
percent of national income - and far higher than the £78
billion predicted by Mr Darling in his Pre-Budget Report
last November. Today the Chancellor announced borrow-
ing would rise to a total of £175 billion this year equiva-
lent to 12 percent of GDP. The level of borrowing would
not begin to fall until 2015-16 and the current budget
would not to be balanced until 2017-18.

Fiscal balance: The budget provided a fiscal easing
equivalent to 0.5 percent of GDP in 2009 and thereafter a
tightening from 1.1 percent next year to 0.7 percent in
2011-2012.
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£1.7 billion extra funding for Job Centre Plus and addi-
tional support for people out of work for more than 12
months. This is to sustain the high numbers of individuals
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months of each claim and to provide support for the mi-
nority who remain unemployed for longer periods.
Additional support for the Flexible New Deal employ-

who become long-term unemployed with dedicated sup-
port from an employment specialist to help them move
back into work.

Training for under 25s: From January 2010 under 25s out
of work for 12 months will be offered a job or a training
placement to ensure nobody is left behind by the reces-
sion, that training and skills continue to be nurtured. This
will prevent young people becoming a lost generation by
encouraging work and training as well as reducing the
length and severity of recession.

Work Experience: There will be £250m made available to
help people get work experience in growth industries.

Statutory redundancy pay increased to £380 per week
with the Government also considering whether to intro-
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statutory redundancy payment rates.

Commitment to meeting long term demand for housing:
Mr Darling committed almost £ 1 billion to helping home-
owners, meeting future housing supply and allowing the

construction industry to recover as quickly as possible. He

Employment
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health of our society depends on meeting the long term
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Working with the Industry: the Government is commit-
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acting now.

Extra financial support: £500 million will go towards kick
starting housing projects, stalled due of the recession, to
deliver new homes. This support includes £100 million for
local authorities to build new energy-efficient housing
and £50 million to accelerate the modernisation pro-
gramme for Armed Forces accommodation.

Stamp duty: Will continue to be waived on houses up to
£175,000 until December 2009.
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Public Sector

Efficiency savings: In the next Spending Review period °
there will be additional efficiencies to help support the
economy and frontline services drawn from procure- °

ment, back office and IT, and property running costs,
rising to £9 billion of additional savings by 2013-14.

Property and Assets: There will be new incentives and
mechanisms, with the aim of realising up to £16 billion of
property and other asset sales in the three years from
2011, with proceeds used to supplement capital budgets

Public spending: Is to be cut from 1.1% next year to 0.7%
in 2011-2012.

Borrowing: tax and spending measures will be intro-
duced reducing borrowing by £26.5 billion by 2013-14.

Savings Delivery: savings will be delivered by bringing
forward savings identified by the Operational Efficiency
Programme (OEP) and Public Value Programme (PVP).
These savings will be delivered whilst maintaining in full

the allocations planned for key front-line services includ-

ing schools and local health services. ®

Energy & Environment

Carbon budgets: The Chancellor announced that the *
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at levels leading to a 34% reduction in greenhouse gas
emissions from 1990 levels by 2020.

Emerging technologies: The Chancellor announced a
new £750 million investment fund to promote research
and development in emerging technologies in advanced
manufacturing, digital and biotechnology.

Offshore wind: The Chancellor stated that there will be
£525 million of new financial support for offshore wind
over the next two years funded through the renewable
obligation scheme. ®
Carbon Capture and Storage: A new funding mechanism

to support up to four carbon capture and storage dem-
onstration projects, and £90 million to fund preparatory A
studies.

Fuel duty: An increase in fuel duty of 2 pence per litre is

to be introduced from 1 September 2009, and of 1 pence

per litre in real terms each year from 2010 to 2013.

Energy efficiency: £435 million to support energy effi-

ciency schemes for homes, firms and public buildings.

Personal Taxation

Those with a £150,000+ income will pay 50% income tax
rate as of next April instead of 45%
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Income tax personal allowance will be restricted for
those with incomes over £100,000.

VAT ¢ controversially, remains at 15% until December.
The Chancellor did not explain if the VAT rate would re-
turn at 17.5 % or higher as widely speculated.

Pension tax relief from April 2011 will no longer be avail-
able to those with incomes over £150,000.

Pensions: the basic state pension will be increased by at
least 2.5%, regardless of inflation.

Duty: Alcohol and cigarette taxes will go up by 2%. Fuel
duty is to rise by 2p per litre from September.

Vehicle Scrappage - for a temporary period, a vehicle
scrappage scheme will enable consumers who scrap ve-
hicles older than ten years to replace them with new
vehicles at a discount of £2,000.

Corporate Taxation

Financial Regulation: Mr Darling emphasised the impor-
tance of reforming financial regulation. He committed to
publishing a Treasury paper with fuller recommenda-
tions shortly. This will include comments on all important
institutions including hedge funds.

Tax avoidance: To reduce tax avoidance by £1 billion.
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of reforms to the taxation of foreign profits, including

the introduction of an exemption for foreign dividends,
supported by limited restrictions to the interest deduc-

tion rules.

Increase in capital allowances: A temporary increase in
capital allowances to 40% for one year, with effect from
April 2009, to allow a higher proportion of private invest-
ment to be offset in that year against taxable profits.

Business rates: Enabling businesses to spread payment
of this year's inflation up-rating to business rates over
three years, as announced on 31 March 2009.

Credit insurance scheme: A 'top-up' trade credit insur-
ance scheme to help businesses maintain their finances,
in which Government will offer to match private sector
trade credit insurance provision, for a temporary period,
if insurers reduce cover to any UK business.
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Conservative Reaction

Victoria Barton

Senior Account Executive, Edelman

Former researcher to Andrew Mitchell MP, Shadow Sec-
retary of State for International Development who
worked in the Conservative Party Press Office during the
2005 General Election
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vatives are setting out their stall for entering Government in
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Cameron is clearly running with key messaging for the General
Election campaign and is consistently sticking to its tried and
tested sound bites.

In his response to the Budget, David Cameron took to the Des-
patch Box and unleashed an aggressive tranche of criticism high-
lighting the poor state of the economy, both in a historical com-
parison as well as globally, seeking to pin blame solely on Mr
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remedies or even challenging the particulars of the Budget
(which will, of course, open him up to accusations of being policy
-light from his opponents), Cameron instead opted to roll out

Labour Reaction

David Robertson

Director, Edelman

Consultant with 20 years experience and a former
Assistant General Secretary of the Fabian Society
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Politically, this was the most important Budget from a Labour
Chancellor since 1978. Trailing in the latest poll by 17 points, the
Govt must try to persuade the electorate that after 12 years in
power and in the midst of the most severe global economic cri-
sis since the Second World War, it still has not only a set of
credible policies to get the country out of the financial mire but
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ments on a new 50% rate on high earners, the continuation of
the winter fuel allowance for the elderly and extra money for
training and skills.

Denis Healey in his 1978 Budget also sought to reconnect Labour
with an electorate that had lost confidence in it by reverting to
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tice: bringing in a special lower rate tax band for the low paid

and re-introducing free school milk for 7 to 11 year olds
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12 months later, the Conservative Party under a new Leader was
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efforts, history is about to repeat itself.
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messaging from various recent Conservative Party poster cam-
paigns and literature. He majored on the legacy of debt the na-
tion was being saddled with because of Labour spending deci-
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noted that Gordon Brown, as Chancellor and now as Prime Min-

_ ster, did nat fix the roofwhile th .
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ter as a liar and incompetent while posing a poignant question in
the minds of voters: if the Prime Minister does not understand
what happened in the past how can he rectify the problem now?
Incgizeﬁtfa\llx M }?rown used thgsan)e line_ in PM
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months.

Liberal Democrat Reaction

James Lundie

Director, Edelman

Former adviser to both Charles Kennedy MP and
Paddy Ashdown as Leader of the Liberal Democrats

The Lib Dem call for the Budget to cut taxes for those on lower
incomes to be funded by the wealthiest who have benefited
most from the structure of the tax system under Labour seems
not to have been heeded. Nick Clegg and Vince Cable have been
all over the TV and radio over the last two days and their pitch
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So, in essence the Lib Dems feel this Budget fails two key tests: Is
it simple? Does it help the poorest most? Although Gordon
Brown has announced future tax increases for those earning
over £150,000 a year the money will not be used to alleviate the
direct tax burden on those on middle and lower incomes now.
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cled announcements" which would do little to help those at risk
of losing their jobs and their businesses plays to their charge
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will repeat again and again.
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Jonny Smith

Associate Director, Edelman

Jonathan has advised UK, European and US businesses
on financial and corporate communications for 11 years

Ben Burton
Senior Account Manager, Edelman
Former ITV Meridian Political Correspondent

When David Cameron stood up to respond to the Chan- {YSINBIFIGS N¥zrotSa 2y |yR 0
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duce borrowing, Mr Darling announced a rise in the high- on the green proposals to try and set the context for this

est rate of tax to 50% for those earning £150,000 per @8SIFNRa NBLR2NI 2y GKS adlras
year from next April. The new top rate of tax is a change GKS GAYS G(2Y2NNRSQa LI LISNE

of plan from the pre-Budget report last year in which he
had proposed a new tax rate of 45%. It is also being
brought in a year earlier than planned "to pay for addi-
tional support for people now", Darling said.

Mary Monfries of bean counters PwC summed up the
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coffin as far as the attractiveness of the UK to interna-
tionally mobile businesses is concerned." The change to
pension allowances with tax relief on pensions to be re-
duced for people on more than £150,000 a year from
April 2011 will also be bad news for high net worth indi-
viduals ¢ causing a potential flight out of the country.
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the trust rate ¢ applied to those who wish to use trusts
to benefit their families and family businesses - which
will also increase to 50% from 2010 on all income.

More of a positive reaction was given to the increase in
the ISA allowances which will be extended to £10,200
from £7,200, but not until next year. James Daly of lead-
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incentives for greener business credentials. But there
was some scepticism that the new £750 million invest-
ment fund to support innovation and emerging technolo-
gies would not go far enough, particularly with funding
for latter stage investment.

More Information
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likely to be forgotten. Journalists are likely to treat the
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lot of scepticism.
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help for young people and the unemployed, over 2 mil-
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reach £175 billion and high earners are facmg another
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Critics and supporters alike will be pleased about the re-

turn of the 50% tax rate on those earning over £150,000.

The left wing press likes to see the wealthy squeezed and
ition fort ght wing press, =
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more. It will also create a dividing line between Labour

and the Conservatives, putting the Tories in a difficult

position.

Earlier this week Labour MPs called on the Chancellor to
deliver a Budget full of optimism. . I O1 6 Sy OK S NA
cheerl all that Iqudly when he sat, down and the Lobby
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So perhaps instead of spending tomorrow discussing
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April 2011, a year after the next General Election.
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For more information please contact Alex Bigg, Edelman Public Affairs -020 3047 2150 - alex.bigg@edelman.com

For more reaction and comment please visit our blog: www.despatchblog.com
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