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Pre-Budget Report 2009: “Chancellor up to
his usual tricks... it's 46!”

Chancellor’'s pre-budget report takes on a political slant, relying on
overly-optimistic growth forecasts and vote-grabbing headline policy
measures; such as a reduction in bingo duty and a ‘temporary’ tax on
banking bonuses

This is the key conclusion of the Pre-Budget Report analysis produced by one of the
country’s leading economics consultancies, cebr, and released in their Pre-Budget
Reaction report.

The Chancellor has used the Pre-Budget report to reaffirm his commitment to cutting the
deficit by half over the next four years. However, instead of introducing widespread cuts
in public spending, he has once again relied on optimistic forecasts for the growth of
output over the medium term.

While the short term forecasts are broadly with ours, the Chancellor’s expectation of GDP
growth of 3.5 per cent from 2011/12 onwards is completely pie in the sky. But cebr argue
that the economy is unlikely to grow by more than 2.0 per cent per year until 2013, due to
an uncertain outlook for consumers and cautious bank lending.

The widely anticipated windfall tax on banker bonuses will claim half of all discretionary
bonuses over £25,000 for the Treasury. The one-off measure will apply until 5 April 2010
and will come with anti-avoidance measures to be announced. The Pre-Budget Report
notes that the government will consider extending the period of the charge so that the tax
remains in place until the relevant provisions of the Financial Services Bill come into force.
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Benjamin Williamson, economist at cebr, commented:

‘The introduction of the temporary bank payroll tax, which is expected to raise
about £550 million, is such an obvious piece of popular vote-grabbing that it does
not deserve any more attention. The same can be said of the reduction in bingo
duty to 20 per cent from 22 per cent, a measure estimated to cost the Treasury only
£10 million a year.’

Charles Davis, senior economist at cebr, commented:

‘The Chancellor has used hopeful forecasts for economic growth to avoid taking the
tough decisions that are necessary in order to bring down the United Kingdom’s
budget deficit. This appears to be a return to classic Labour tax and spend policy;
ring-fencing the key public services, keeping current spending high, cutting back on
capital expenditure yet raising taxes.’

One less publicised yet much more extensive measure outlined in the Pre-Budget Report
was a substantial rise in National Insurance Contributions. Increase of 0.5 per cent in the
employee, employer and self-employed rates of national insurance contributions from
April 2011 are projected to raise a combined additional £7.0 billion for the Treasury over
the financial years 2011/12 and 2012/13.

Ben Read, managing economist at cebr, commented:

‘Increasing taxes on labour will increase wage costs and reduce employer incentives
to take on workers at a time when unemployment is still expected to be high.
However, the measure also acts as reduction on spending power, hitting workers in
their own back pockets. Nevertheless, National Insurance has become one of the
government’s preferred methods of raising revenue’.

NOTES TO EDITORS

cebr is a leading independent commercial economics consultancy with particular strengths in macroeconomic and
market forecasting. The report has been co-authored by cebr staff (for details see below).

This report is part of the prospects service - cebr’s macroeconomic advisory package for business.
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Ben Read 020 7324 2865
Benjamin Williamson 020 7324 2841



