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Overview 
 
Chancellor Alistair Darling’s Pre-Budget Report was dominated 
by two themes: the recession, with its impact on the economy, 
tax receipts and public borrowing, and the General Election in 
2010. Acknowledging that he was delivering his report “at a 
critical time for our economy and our country”, he said he was 
“confident that the UK economy will start growing again by the 
end of the year”. 
 
Since its creation by Gordon Brown during his first year as 
Chancellor in 1997, the Pre-Budget Report has traditionally 
been the Government’s opportunity to outline its plans for the 
forthcoming Budget and to update its forecasts. For the Chan-
cellor it is a moment to steady the markets by setting out a 
clear deficit reduction plan. But it also the Government’s big 
chance to create dividing lines with the Conservatives before 
the General Election. 

 
 
 
Darling’s referred to the choices between two competing vi-
sions’: “between going for growth or putting the recovery at 
risk. To reduce the deficit while protecting front-line services or 
cuts which put these services in danger.” 
 
This Pre-Budget Report, he said, was ‘about building a fairer 
society and securing opportunity for all’ and chose to focus on 
youth unemployment and new technologies.  Some commenta-
tors  have already styled it as a ‘spend now, pain later’ PBR, 
however: in ringfencing spending on Education, the NHS, Inter-
national  Development and Defence, Darling limited his options 
in how he could to address the national deficit. 
 
Headline grabbers such as taxing bankers’ bonuses will not 
mask unprecedented peace-time levels of Government borrow-
ing. 
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Headline Points 
 
In this last report before the General Election, the  
Chancellor proposed investing in ‘the dynamic sectors of the 
future – in digital, bio and low-carbon technology’ and in the 
skills of young people.  

 
Updated Growth Forecast: The Chancellor stated that 
the UK economy will contract by 4.75% in 2009, returning 
to growth in the 4th quarter. Growth is expected to be 
between 1 and 1.5% in 2010 – and estimated at 3.5% for 
2011-12. 

 

Government Borrowing: National Debt expected that UK 
net debt will peak as a share of GDP in 2015-2016 at 78% 
of GDP.  National borrowing this year will be £178 billion 
up £3 billion on predictions.   

 

VAT: Confirmation that this will rise again to 17.5% from 
15% on 1 January 2010.  

 

Bankers’ Bonuses: The Chancellor introduces from today 
a special one-off levy of 50% on any individual discretion-
ary bonus above £25,000.. 

 
National Insurance contributions: these are to be raised 
by 0.5% from 2011. 

 

Inflation:  Inflation is expected to rise to 3% next year, 
falling to 1.5% by the end of 2010. 

 
The Environment: The Government will support at least 
£160m of public and private investment in low carbon 
projects – and double the UK’s commitment and finance 
for Carbon Capture and Storage demonstration projects, 
to make the UK a world-leader in this area. 

 

Corporation Tax: New lower Corporation Tax rate of 10p 
for patent derived profits to encourage science and tech-
nology  in Britain. 

 
Pensions: The state pension will rise by 2.5% from April 
2010; By 2012 contributions by the state to public service 
pensions will be capped. 
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The Main Points 
The Chancellor defined his task as ‘to secure the *economy’s+ 
recovery and promote long-term growth’. To achieve this he 
prioritized supporting ‘the dynamic sectors of the future – in 
digital, bio and low-carbon technology’ and outlined ‘ the need 
to invest in the skills of young people to prevent a lost genera-
tion of youth unemployment’, proposing measures to guarantee 
work opportunities for the young.  

 
State of the economy 
 

Economic Growth:  The Chancellor stated that for 2009 the UK 
economy would contract by 4.75%.  He predicted that the UK 
economy would return to growth in the 4th quarter.  Growth is 
expected to be between 1 and 1.5% in 2010.  Growth in 2011-
2012 estimated at 3.5%. 

 

Public Borrowing:  The Chancellor aims to halve borrowing over 
the next 4 years.  Public Sector Borrowing to reduce from 12.6% 
this year to 4.4% by 2014 -2015.  

 

National Debt: Expected that UK net debt will peak as a share 
of GDP in 2015-2016 at 78% of GDP.  National borrowing this 
year will be £178 billion up £3 billion on predictions.   

 

Inflation:  Inflation is expected to rise to 3% next year with the 
VAT increase a contributing factor, falling to 1.5% by the end of 
2010. 

 

Public Spending: In 2010-11 total public spending will increase 
by £31bn, a growth rate of 2.2 per cent in real terms. Spending 
growth to be set lower than in the past, falling to an average of 
0.8 per cent a year between 2011-12 and 2014-15. 

 

Public Sector Savings:  A set of proposed savings proposals 
included the following:   

 £12 Billion of efficiency Savings. (Abolishing Quangos and 
cutting back on marketing and consultants.) 

 £5 Billion savings on scaling back on unnecessary  -spending. 
(Deferring IT projects, and outsourcing inefficient prisons.) 

 £4.5 Billion from reducing costs of Public sector pay and pen-
sions by capping them. 

 

Exposure to Banks:  The Government has downgraded 
 any potential financial impact from the bank bailout of 
 the Banks from £50 Billion to £10 Billion. 

 

Bankers’ Bonuses 
 
The Chancellor today confirmed the introduction of the much specu-
lated “one-off” tax on banker’s bonuses. He said that the introduction 
of this measure was guided by the principles of “fairness and responsi-
bly,” and said that banks ought to be focusing on rebuilding their finan-
cial strength and increasing their lending. He ruled out the much specu-
lated “tax on bank profits” admitting that this would prevent banks 
from doing just that.  

 
He stated that he would be giving banks a choice between “using their 
profits to build up their capital base” or paying substantial rewards to 
already highly paid staff. Thus, the Chancellor announced that:  
 

From today a special one-off levy of 50 per cent on any individ-
ual discretionary bonus above £25,000 will be introduced; 

 

This will be paid by the bank not the bank employee and anti-
avoidance measures will be introduced with immediate effect;  

 

High-paid bank staff will also have to pay income tax at their 
top rate on any bonus they receive; 

 
This one-off levy is expected to yield £550m which will be used to pay 
for the extra measures, already announced, like help for the young and 
older unemployed to get back into work;  
 
 

The Environment  
 
The Chancellor said that tackling climate change will bring new oppor-
tunities for new low-carbon industries, which will “create the high-
skilled, high-paid jobs crucial to our future prosperity.” He announced 
that the Government will:    
  

Redirect existing funding, and invest in wind power, renewable 

energy and other green industries. 

 

Through the Innovation Investment Fund and the Carbon 
Trust's Venture Capital scheme, the Government will  

 support at least £160m of public and private investment  
 in low carbon projects.  
 

Invest £90m in the European Investment Bank’s new 2020 fund, 
which will enable 6.5bn euros of finance for green infrastruc-
ture projects.  

 

Double the UK’s commitment and finance for Carbon Capture 
and Storage demonstration projects, to make the UK a world-
leader in this vital area.  

 

Energy 

 
The Chancellor said today that as well as investing in clean and 
low-carbon technologies, the UK “must become more energy 
efficient” to cut emissions as well as household bills. He refer-
enced the roll-out of smart-meters, which will be completed by 
2020 and which will help families identify how to become en-
ergy efficient. He also stated that home insulation is key to man-
aging efficiency.  
 
The Chancellor therefore made the following commitments:  
 

An additional £200m from April will be invested in the 
Warm Front Scheme from April, which will benefit an 
extra 75,000 households; 
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This will go alongside further requirements from the en-
ergy companies of up to £300m overall, to provide dis-
counts on energy bills to another 1m low-income house-
holds; 

 

The Government will help up to 125,000 homes replace 
the most inefficient boilers with new models.  

 

From April, people with a home wind turbine or solar 
panels who plug their excess power into the national grid, 
will receive on average £900 a year, which will be tax 
free; 

 

Electric cars will be exempt from company car tax for 5 
years. The Government will commit to a 100% first year 
capital allowance for electric vans.  

 
The Chancellor also announced changes to the climate 
change levy, company car tax, and fuel benefit charge, but 
did not specify the details of these changes.  
 

Personal Taxes 
 
The Chancellor stated that “fairness in tax is a crucial part 

of maintaining fiscal sustainability.” He therefore said that 

he had decided against any further changes to income tax 

rates or thresholds next year, except for some changes in 

what can be tax-deductible. He did announce that:  

From April 2012 the Government will freeze the 

point at which people start paying income tax at 40 

per cent for one year;  

No-one with income below £43,000 will be affected 

by this change. 

VAT 
 

VAT to return to 17.5% from 15% from January 1st 
2010  

 

Corporate Taxation 
 

Deferral of the Corporation Tax rate increase for 
small businesses, benefiting 850,000 businesses. 

 

New lower Corporation Tax rate of 10p for Patent 
derived profits to encourage science and technol-
ogy in Britain. 

 
Extension of the Time to Pay scheme for as long as 
is needed allowing businesses to spread payment of 
their taxes. 

 

Extension of empty property business rate relief for 
2010-11, so that empty commercial properties with 
a rateable value below £18,000 will continue to be 
exempt from business rates. 

 

Pensions 
 
Both public sector and private sector pensions received attention 
from the Chancellor in this year’s Pre-Budget Report, and the 
Chancellor stated that public pensions need to be broadly in line 
with those offered in the private sector. Following on from the 
attack on bankers’ bonuses, the Chancellor stated that under the 
existing rules the highest earners benefitted disproportionately 
from tax relief on pensions.  
 
He therefore stated that:  
 

The state pension will rise by 2.5% from April; 
 

By 2012 contributions by the state to public service pen-
sions for teachers, local government; NHS and the civil 
service will be capped – saving around £1bn a year; 

 

Public sector workers will make a greater contribution to 
the increasing value of pensions, with those earning over 
£100,000 paying more; 

 

As announced in the Budget, the Government will reduce 
pension tax relief for people with incomes over £150,000; 

 

The Government will do this as fairly as possible, and 
treat individuals the same regardless of whether they 
receive their pay as current salary or as a future pension 
benefit, and prevent avoidance; 

 

Employer pension contributions will be included in the 
definition of income for this tax measure;   

 

To provide certainty, the Government will introduce a 
floor, so that irrespective of the size of employer pension 
contributions, no one with an income below £130,000 
will be affected. 

 

Child Benefits 
 

Child and Disability Benifts will rise by 1.5% in  April 
2010. 

 
Housing 
 

Extended support of the mortgage support of the 
mortgage interest  scheme 
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Conservative Reaction 
 
 
 
 
 
 
As Shadow Chancellor George Osborne stood to respond to 
what he described as ‘a pre-election report not a Pre-Budget 
Report’ he seemed almost to enjoy throwing Alistair Darling's 
figures back in his face - on debt, deficit, borrowing, and missed 
forecasts. With Britain the last G20 country out of recession – 
and Britain's budget deficit the worst of any developed econ-
omy, Osborne pointed out that "every time [Darling] has come 
to this House as Chancellor he has got them wrong. Today was 
no different.” 
 
Osborne’s central theme was that the Government has no credi-
ble plan to deal with the deficit and this will mean higher taxes 
and higher interest rates, undermining the recovery. Labour 
should "never be trusted" with people's money again, he said, 
describing the Pre-Budget Report as a "catastrophe".  
 
In contrast, he said the Tories would take action to reduce the 
deficit while protecting the poorest in society.  

 
 
 
 
 
 
 
 
The much-trailed policy on taxing bankers’ bonus was dismissed 
as political gimmick: “They declare it a triumph that they put a  
one year windfall tax on bankers’ bonuses that shouldn't have 
been paid in the first place,” he pointed out. He said the "real 
test" of the tax would be whether it boosted the amount banks 
lent to companies.  
 
Darling’s decision to protect spending in education, defence, the 
NHS and International development, meant he was ‘ringfencing 
a Black Hole”. said Osborne. The government was proposing 
£7.8 billion of higher taxes - £370 more per family - after the 
election. Of this £6.5 billion - £310 more per family – is a rise in 
National Insurance - a tax on anyone earning over £20,000.  

Osborne finished by saying Brown should remember that "most 
bailouts start by insisting on a change at the top".  Soon he 
knows that economy could well be his problem. The Party has 
accelerated planning for a End-of-March Election. 

Labour Reaction 

 
Not exactly the ideal Pre-Budget Report six months from a Gen-
eral Election – no give aways, just take aways.  But it’s probably 
the best that could have been hoped for given the country’s par-
lous economic situation, with frontline services – education, 
health and policing – having to a large  extent been protected , at 
least for now. 
 
And of course the populist icing on the cake - the tax on bankers’ 
bonuses.  
 
The Conservative Party used to have a mantra “dogs bark, cats 
miaow, and the Labour Party puts up taxes". Gordon Brown has 
spent almost 30 years seeking to make this an empty piece of 
rhetoric – and has largely succeeded. But when it comes to the 
bankers, his Labour Government is happy to make to make a tax 

on their bonuses the centrepiece of the PBR.  
 
 Of course it matters not a jot how much revenue, if any, will be 
raised – this is all about raw politics and is a measure that the 
Conservatives or Liberal Democrats will not dare oppose.   

Lib Dem Reaction 

 
The Liberal Democrats had urged the Chancellor to use the  
opportunity of this Pre-Budget statement to set out, candidly, 
the “two painful realities” facing the UK economy: its weakness 
and the poor state of the public finances. Vince Cable is,  
therefore, unlikely to have been satisfied by a statement which 
argued that the UK was in a position of economic strength and, 
he would argue, was neither fair nor took many tough decisions 
to address the scale of public borrowing. 
 
Dismissing the statement as good for little more than “bingo 
and boilers”, the Lib Dems honed in particularly on Mr Darling’s 
‘Banker Bonus Bashing’, asking a series of searching questions, 
including how the Chancellor would prevent banks from con-
verting bonuses into salaries.  
 
Expect more of the same in coming days. 
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 The City’s Reaction 

Overall the spending and borrowing picture is remarkably  
unchanged for a year in which so much has been going on. 
Worth noting though, that the lack of any major movement in 
spending and borrowing figures is likely to reassure the credit 
markets. Indeed, the we saw the FTSE teetering slightly with no 
major change during the Chancellor’s speech and while the 
Pound (£) spiked at the start of the PBR it quickly returned to 
previous levels.  
 
Meanwhile, Moody’s warning on the UK’s triple-A  rating is not 
likely to be affected by the PBR as the report hasn’t dispelled 
previous fears on the UK’s ability to reduce net debt under this 
government. It will be interesting to note how the ratings agen-
cies react to the PBR within the next 24 hours. 
 
 
 

 
 
 
 
 
 
David Frost from the British Chamber of Commerce is relatively 
pleased with the Chancellor’s “micromeasures” – the deferred 
corporate tax rate is favourable, but the proposed increase in 
national insurance (NI) puts an additional cost on business. 
Moreover, (as George Osborne stated in his robust response to 
the Chancellor’s speech) the PBR does not reveal much on the 
government’s public spending budget (and where the proposed 
cuts will be made), so there is still uncertainty on what kind of 
knock-on effect the proposed cuts in public spending will have 
on the private sector next year. George Osborne argues that the 
omission of details on public spending cuts suggests this is more 
of a “pre-election budget” than a Pre-Budget Report.   
 
Finally, however, the much awaited decision on bankers’  
bonuses has been generally well-received. The 50% supertax on 
bonuses above £25,000 presents an additional cost for banks. 
The Chancellor hopes, therefore, that this will incentivize banks 
to use profits to build their capital base rather than payout large 
bonuses. 
 

The Media’s Reaction 

The details about this year’s Pre-Budget Report have been, as 
usual, amongst Westminster’s worst kept secrets. The BBC’s 
Robert Peston stole a march on his Westminster rivals this morn-
ing not with the old boilers scoop but with confirmation that the 
Chancellor will introduce a tax on bank bonuses.  
 
For all the leaks and pre-briefing the Lobby journalists will still 
spend the rest of the day working their way through reams of 
detail in the Red Book looking for the real story. The Tories al-
ready have The Sun on their side leaving a very bleak looking 
media landscape for the Government to tell their story. 
 
Some might argue that the previous Chancellor introduced the 
PBR to enjoy another stretch in the media spotlight. During  

 
 
 
 
 
 
 
 
 
Gordon Brown’s era at Number 11 it was always about what the 
Government was giving to the taxpayer; now Alistair Darling is 
faced with a slightly different, more challenging task. Whether 
he likes or not his warm words on pensions and help for the 
young unemployed will be buried with the rise in National Insur-
ance, tax on bonuses and the public sector pay freeze likely to 
dominate the headlines. 
 
Westminster’s journalists are already planning next year’s holi-

days with the General Election in mind. They’ll feel safer today 

booking their trips to St Moritz and Chamonix in February  and 

March with the knowledge that Alistair Darling has next year’s 

Budget proper to try and woo the voters ahead of an increas-

ingly likely May or June polling day. 
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