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Summary and analysis from CIPFA Networks 
 

 

March 2012 Budget 
 
Chancellor George Osborne delivered his third budget speech on the 21st March 

2012 stating that, "This country borrowed its way into trouble. Now we're going 
to earn our way out." 

 
The Government has always made it clear that there is no Plan B and that 
reduction of the structural debt is top priority. True to his word, and despite the 

UK‟s stuttering growth the Chancellor did not go back on his convictions and 
adopt a spend to grow approach, instead as expected this was a fiscally neutral 

budget but one that Mr. Osborne announced meant „Britain was open for 
Business‟.  
 

Many of the key issues had been leaked prior to the opening of the red box 
which led to reactions that this was a political rather than economic budget. 

 
Tax cuts or „simplification of the tax system dominated the budget for both 
lower and higher earners. Perhaps the centre piece of the budget (or at least 

the government expected it to be) was the announcement that the personal 
allowance would be raised, resulting in extra money for the majority of low and 

middle earners. This good news however was largely overshadowed by the 
political fall out from the controversial move to freeze allowances for 
pensioners dubbed the „granny tax‟. This appears to be the most unpopular 

measure; it has certainly had the most press column inches, and is a change 
which some believe the coalition will pay for politically in the future. In a 

damage limitation exercise to try and focus the spotlight on success, the 
chancellor spent the day after the budget highlighting the news that business 
tax cuts have resulted in the confirmation and proposals of major international 

companies looking to locate to the UK.  
 

Economic Growth 
 
The chancellor stated that the OBR predicted „subdued but positive growth‟ and 

that the UK will avoid a recession. The key points were: 
 

 Public sector net borrowing will fall from its peak of 11.1 per cent of GDP in 
2009–10 to 4.3 per cent in 2014–15 and to 1.1 per cent in 2016–17; 

 Borrowing is £11 billion lower over the forecast period than was predicted at 
the Autumn 2011 Statement  

 The deficit in the cyclically-adjusted primary balance has been halved over 

the last two years, falling from -7.0 per cent of GDP in 2009–10 to -3.4 per 
cent of GDP in 2011–12. This measure of the deficit is expected to approach 

balance in 2014–15; 
 Public sector net debt is forecast to peak at 76.3 per cent of GDP in 2014–

15, falling to 74.3 per cent in 2016–17, lower than forecast in November 

2011 
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The primary balance (detailed above) is defined as Government net borrowing 
or net lending, excluding interest payments on consolidated government 

liabilities. Analysis by the IFS shows that the Government has only met its 
borrowing forecast this year primarily because of underspends, from 
government departments.  

 
The chart below is taken from the „Budget 2012‟ report and is intended to show 

that the economy is forecast to rebalance in the coming years. Reductions in 
Government and Private consumption are balanced by increases in Trade and 
Investment. 

 
 

 
 
The OBR‟s March 2012 Economic and fiscal outlook gives a judgement that the 

policies set out in the Budget are consistent with a roughly 50 per cent chance 
of eliminating the UK structural deficit over the next 5 years. The OBR expects 
a deficit for 2011-12 of around £126bn this is expected to fall to £92bn in 

2012\13 and £21bn or 1.1% of GDP by 2016-17. Under the OBR‟s latest 
forecasts, the national debt is still expected to 76.3% of GDP in 2014-15, 

however the OBR predicts this percentage will be falling by 2015-16. The 
Chancellor is minded to stick to his spending cuts up to 80% of which, 
according to the IFS, are still to come. 

 
The main areas of the budget are listed below and further key points are shown 

in the Appendix to this paper:  
 
Business 

 
The Budget “unashamedly backs business" the government announced. The 

aim was to make the UK a more competitive place and generate some much 
needed growth.  
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The CBI gave the chancellor a thumbs up stating, "By seizing the opportunity to 
make sure our corporate tax system is more internationally competitive, he has 
sent a powerful signal to companies to invest, do business and create jobs in 

the UK," 
 

The chancellor cut corporation tax from 24% this April and has promised it will 
fall to 22% by 2014. Further rumours of a fall to 20% after this are hitting the 
press. Whether this move will benefit small business remains doubtful in the 

eyes of some analysts. However research from PWC has shown that between 
10-15 multinational companies are considering the UK as a location following 

the tax cut. To add further justification it was announced GlaxoSmithKline 
intend to build their first manufacturing factory in the UK for 40 years creating 
up to 1,000 new jobs. What wasn‟t mentioned however, was the rise in 

business rates next year.  
 

Banks however were not given any tax breaks, their bank levy (which raises 
£2.5billion a year) increases to 0.105 per cent from January 2013 
 

To promote growth in small businesses the National Loan Guarantee Scheme 
(NLGS) was launched, under which the Government will provide up to £20 

billion of guarantees to banks, allowing them to borrow at a cheaper rate. The 
Government has also invited the first round of proposals to help businesses 
access non-bank finance through the Business Finance Partnership (BFP). £100 

million of the BFP will be invested through non-traditional lending channels that 
can reach smaller businesses. In addition to try and incentivise lenders to lend 

more to smaller businesses under the Enterprise Finance Guarantee (EFG) 
scheme, they have  raising the level of lenders‟ EFG portfolios to which the 

Government guarantee applies from 13 per cent to 20 per cent for 2012–13; 
 
It was also announced that the government is considering loans for young 

people to start their own business. Certainly last week‟s unemployment figures 
which showed 22.5% of 16-24 year olds were out of work must have prompted 

the government to take action in this area.  
 
Owners of smaller unincorporated business were also rewarded with the 

announcement that there will be a formal consultation on allowing them to use 
cash accounting rather than accruals accounting if their turnover is less than 

£77,000. As well as being simpler, this should also help reduce their 
accountancy fees. The rationale behind this move is obviously that buzz word of 
the coalition „simplification‟; however whether this allows individuals to more 

easily manipulate their figures remains to be seen.  
 

The office of Tax Simplification last year proposed merging income tax and 
national insurance system, the government have promised a public consultation 
on this which could further simplify the tax system in a fundamental but much 

welcomed change by the owners of many businesses.   
 

In a bid to boost growth the government also set our plans to more than 
double UK exports to £1trillion by 2020. Businesses were also promised a raft 
of other „simplification‟ measures including less health and safety regulation, 

reduced information requirements and rationalised environmental regulation.  
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Investment was also promised in technology, national infrastructure and a 
simplified planning scheme – all designed to enable and persuade growth in the 

economy.  
 

Personal Taxes 

 
The Lib Dems lobbied for raising the personal allowance in the belief that this 

will mean more disposable income in the pockets of the masses which should 
then work its way onto the high street and kick start much needed growth. 
Perhaps to appease his coalition colleagues the Chancellor announced this 

move as a key part of his policy.  
 

Personal tax allowances were raised, the point at which people start paying 
income tax will be increased from the current level of £7,475 to £8,105 in April 
2012 and to £9,205 from April 2013. This will lift an estimated two million 

people out of tax altogether and cost the government £4billion. This tax 
giveaway is partly tempered however by the reduction in the 40% tax 

threshold; currently workers earn £42,475 before they pay the higher tax rate 
however from April 2014 this will be lowered to £41,450 capturing an 
estimated additional 30,000 people. The IFS estimate that the number of 

higher-rate payers could increase from 3.7 million in 2011 to 5 million by 2014. 
 

The government also made the controversial decision to freeze age related 
personal tax allowances for pensioners; this is estimated to net £3bn for the 
government. On the one side of the fence are those that believe the Chancellor 

should „hold his nerve‟ and it has long been unfair that pensioners have a more 
favourable tax system than „earners‟. The Institute of Fiscal Studies research 

backs this policy up by showing that pensioners have lost considerably less 
from recent tax and benefit changes than any other demographic group.  

 
At the other end of the scale high wage earners will see their 50p income tax 
rate reduced to 45p, however it was not all good news for those in this bracket 

as the chancellor pledged to crack down on tax avoidance loopholes from the 
wealthiest. This included uncapped tax relief‟s being replaced with a system 

that anyone claiming over £50,000 in tax relief will have this capped at 25% of 
their income.  

 

The wealthy are also subject to a new Stamp Duty Land Tax (SDLT) of 7% on 
residential homes over £2m (previously 5%), and if to avoid this tax the 

property is purchased through a company, the government will apply a 15 per 
cent rate of SDLT to residential properties over £2 million purchased by non-
natural persons, such as companies. This new rate will take effect on 21 March 

2012. The 7% rate applied from midnight on Wednesday 21st prompting a rush 
of contracts worth £170m to be signed at the UK‟s two largest high-end estate 

agents before this deadline. The IFS budget analysis holds little hope that this 
will generate the income hoped for, suggesting instead that it may „lock people 
into their current housing‟  
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Of this package of measures the one that has caused most controversy is the 
lowering of the top rate of tax, George Osborne justified this by saying “No 

chancellor can justify a tax rate that damages our economy and raises next to 
nothing." In 2010/11 this raised around £1billion which is significantly less than 
the £2.6billion the Treasury had forecast. The chancellor is gambling that this 

cut will change behaviours and individuals will reside in the UK rather than 
fleeing to more tax friendly havens.  

 
The reaction to this package of measures was that it did little to help middle 
income workers and families. One ray of sunlight for many however was the 

announcement on changes to child benefit. Rather than a steep cliff edge that 
was proposed previously whereby if either parent in a household is a higher tax 

payer then the benefit is withdrawn this will be tapered between £50,000 – 
60,000. For every £100 earned over £50,000 the benefit is reduced by 1% until 
it is withdrawn in total for those earning in excess of £60,000. Although this 

has come as welcome relief to many there are still inequities in the system in 
that two parents in a single household earning £49,000 each will have the full 

benefit compared to a single parent earning over £50,000 who will have theirs 
reduced.  

 

The chart below taken from the Government‟s Budget 2012 report shows the 
impact of various changes on households by 2014-15.  

 
 

The Environment 
 

The coalition initially told us they were the „greenest government‟ ever and 
Greg Barker the climate minister stated that the budget showed the 

government‟s „unwavering commitment‟ to the renewables industry.  
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In contrast, many green groups announced the tax breaks for oil and gas 
production as a “polluter‟s charter”. Barker countered this by stating it was 

"nonsense" to suggest that having an effective gas strategy would inevitably 
undermine the wider low carbon strategy. Renewables UK welcomed support 
for the green energy industry stating this will encourage firms such as Vesta 

and Siemens to invest in the UK.  
 

The government has promised to review the carbon reduction commitment 
scheme (CRC) in a bid to simplify it further and reduce administrative burdens 
on businesses. The CBI has lobbied and long and hard for the CRC to be 

dropped or merged with the Climate change levy and so was pleased with the 
government promise to review the scheme. The CRC generates revenue of 

around £1bn per annum for the government so whatever scheme is eventually 
decided it is unlikely that the government will be keen to see one less 
financially advantageous to them. The simplest option would perhaps be to just 

add the costs to energy bills with a weighting towards fuels that emit less C02 
(i.e. gas)?  

 
Local Authorities 
 

The announcement that there was an economic case for reforming public sector 
pay to better reflect local labour markets has angered public sector unions and 

no doubt done little for staff morale in the sector itself.   
A TUC report published the day before the budget estimated that introducing 
regional pay would take a further £1.7bn out of people's pockets, if pay were 

reduced by 1%. This could in turn impact on the economy as people have less 
disposable income and we are back again to the stalled cycle of growth.  

 
Local authority borrowing – The Government will introduce in 2012-13, a 20 

basis points (bps) discount on loans from the Public Works Loan Board (PWLB) 
under the prudential borrowing regime for those principal local authorities 
providing improved information and transparency on their locally-determined 

long-term borrowing and associated capital spending plans. The Government 
will also work with the local authority sector to consider the potential for an 

independent body to facilitate the provision of PWLB lending at a further 
reduced rate, to authorities demonstrating best quality and value for money. 

 

Local council tax support schemes – The Government will provide £30 
million to local authorities in England towards the transitional costs to new local 

support schemes for council tax. 
 

Planning Reform 

 
The government is proposing reforming the planning system so that it supports 

growth, with a presumption in favour of sustainable development underpinning 
all local plans and decisions. David Cameron has defended the reforms by 
referring to the case where in the past businesses have diverted specific 

investments that would have created large numbers of jobs in deprived areas 
to countries like Germany and the Netherlands, because they couldn't get 

planning permission here.  The Campaign for Rural England has grave doubts 
about the ability to protect the countryside under these reforms and Friends of 
the Earth's executive director Andy Atkins said 'Bringing in the changes will put 

local plans at risk and allow developers to ride roughshod over local 
communities.'  
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The government have promised to protect green belts and national parks but at 
the same time reiterated the “urgent need to find places where we are 

prepared to allow significant new growth to happen” 
 

Fiscally Neutral? 

 
The chancellor has taken some risks by cutting taxes here and increasing them 

there. What is unsure is whether that gamble will pay off and the money will 
come rolling in as estimated. 
 

 Taking the headlines the estimates are; 
 Cuts in personal allowances : Cost £3.5bn 

 Pensions reform : Generate £1.2bn by 2016/17 
 Change to the 50p tax rate : Cost £100m 
 Caps on tax relief  : Generate £300m 

 Stamp duty : Generate £300m 
 

Growth and behaviour change will impact on the last three bullet points above 
and it is perhaps this uncertainty that could lead to the budget not being as 
fiscally neutral as the chancellor intended. In 2012-13 the Government plans to 

spend £683bn whilst getting in revenues of £592 bn. The shortfall will need to 
be met by borrowing of circa £91bn. There are significant resource constraints 

issues to consider. The Chancellor is planning to introduce six consecutive 
years of cuts in expenditure. To protect frontline spending he hopes to cut an 
additional £10bn from the welfare budget over the next spending review 

period. This potential welfare change should be read in addition to the 
paragraph on welfare which is detailed below. The totality of such measures will 

be extremely challenging for the UK as a whole. 

Royal Mail Pension Plan (RMPP) – On 1 April 2012 the Government intends, 

subject to State aid approval, to transfer the historic liabilities of around £37.5 
billion from the RMPP, a private sector pension scheme, to a newly established 
unfunded public pension scheme, the Royal Mail Statutory Pension Scheme. 

The liabilities will be treated as contingent in the National Accounts, but will 
feature in Whole of Government Accounts. An estimated £28 billion of assets 

will also be transferred to Government. These assets will be disposed of in a 
measured fashion, subject to achieving value for money for the taxpayer. The 
Government intends that the gilt holdings will be cancelled in 2012–13. The 

proceeds from sale of other assets will be transferred to the Consolidated Fund. 
The purpose of such a pension liability transfer is to make Royal Mail more 

potentially attractive to a prospective private sector purchaser. 

Tax Increment Financing (TIF) – The Government will make up to £150 
million available from 2013–14, including through additional funding, to support 

TIF 2 in core cities. Further details on a competition for allocating funding will 
be announced later in 2012. It has been suggested that this TIF funding is 

limited and would not support a significant number of TIF schemes. 

Tax transparency – From the 2014–15 tax year the Government will 
introduce a new Personal Tax Statement for around 20 million taxpayers, 

including Self -Assessment taxpayers and those in Pay As You Earn (PAYE) who 
receive a coding notice. 
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Appendices: 
 

Key  Announcements 
 
Personal Tax 

 50p tax rate for higher wage earners (over £150k) will re reduced to 45p by 
April 2013 

 The point at which people start paying income tax will be raised to £9,205 
from April 2013; it is currently £7,475 and will go up to £8,105 in April 2012 

 Income Tax relief‟s to be capped at £50,000 or 25% of income whichever is 

higher  
 From 2014–15, around 20 million taxpayers will receive a new Personal Tax 

Statement showing how much they have paid and how this contributes to 
public spending 

 The Government accepts the recommendation of the Aaronson Report that a 

General Anti-Abuse Rule (GAAR) targeted at artificial and abusive tax 
avoidance schemes would improve the UK‟s ability to tackle tax avoidance 

 
Child Benefit 
Will be withdrawn through an income tax charge from households where 

someone has an income over £50,000 a year. The withdrawal will be tapered at 
1% per £100l for households where someone has an income between £50,000 

and £60,000;  
 
 

 
Pensions 

 Freezing existing Age Related Allowances (ARAs) from 6 April 2013 at 
2012-13 levels until they align with personal allowance. 

 A single tier pension, at a minimum of £140, to be introduced  
 Automatic review of state pension age to be introduced 
 

Business Tax  
Corporation tax will be cut to 24% from April 2012, falling to 22% by 2014  

Tax relief for the video games, animation and high-end television production 
sectors  
 

Stamp Duty  
Increase on Stamp Duty from the current 5% rate to 7 per cent for residential 

properties over £2 million, from 22 March 2012; 
 
Investment  

 £100million funding for supra-fast broadband and Wi-Fi in 10 of UK's largest 
cities  

 A further £50million will be available to fund a second wave of ten cities 
 Investment in railways in north-west England to be increased  
 The Government is also working with the railway industry, Transport for 

London (TfL) and the Mayor of London to consider further investments to 
improve rail journeys into and within London 

 Grant £15 million to TfL for investments in cycle safety 
 Airport expansion options to be outlined later this summer, including review 

of south-east airport capacity 

 Develop a national road strategy following Alan Cooks review 
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 Establishment of a new Pension Infrastructure Platform owned and run by 
UK pension funds, which will begin its initial £2 billion investment in UK 

infrastructure by early 2013 
 £60 million to establish a UK centre for aerodynamics which will open in 

2012–13 and support innovation in aerospace technology, commercialise 

new ideas and spin-off technologies with wider applications in other sectors 
 Creation of £100 million fund to support investment in major new university 

research facilities, including through additional provisions 
 The „Get Britain Building Fund‟ will be increased by £150million to help 

deliver 3,000 more homes 

 The Government will consult on the potential role a social housing Real 
Estate Investment Trust could play to support investment in the social 

housing sector. 
 Make up to £150 million available from 2013–14, including through 

additional funding, for larger scale projects in core cities to be financed 

through Tax Increment Financing (TIF 2), which enables local authorities to 
borrow against future growth in business rates 

 Increase the Growing Places fund by £270 million to empower local 
communities and businesses to lead development in their own areas, 
including £70 million for the Greater London Authority, in recognition of 

London‟s position as the largest regional economy in the UK and unique 
devolution arrangements. 

 Make enhanced capital allowances available from 1 April 2012 for a 
designated site in the London Royal Docks Enterprise Zone, which has the 
potential to deliver 7,500 jobs 

 Agreed to make enhanced capital allowances available from 1 April 2012 at 
designated sites in enterprise areas in Scotland, including Irvine, Nigg and 

Dundee, and at Deeside in North Wales, with the potential to deliver more 
 

Job Creation  
Accept the Low Pay Commission‟s recommendation for a below inflation 
increase of the National Minimum Wage to support employers and help protect 

jobs  
Improve and reform the Enterprise Management Incentive scheme which helps 

SMEs recruit and retain talent, by providing additional support to help start-ups 
access the scheme and more than doubling the grant limit to £250,000, subject 
to State Aid approval 

Sunday trading laws to be relaxed for eight weekends beginning 22 July during 
the Olympics 

 
Cigarettes, Alcohol and Gaming 
Tax online gambling (the gambler not the company) 

Increase duty on all tobacco products by 5% plus inflation  
Introducing new gaming machines duty with standard rate of 20% 

Alcohol duty rates will increase by 2% above RPI from 26th March 2012  
 
Fuel and Vehicles 

Vehicle excise duty will rise by inflation (excluding hauliers) 
Plans to review the duty and consider payment by direct debit 

Changes to capital allowance regime for company cars 
 
Energy 

Review of the CRC to reduce administration burdens, possibly replacing it with 
a new environmental tax if savings cannot be found 
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CRC allowances for 2013.13 confirmed at £12 per tonne. 
Gas generation strategy to be set out 

Tax allowances for oil and gas exploration  
 
VAT 

Correcting anomalies including the use of self storage (to align it with other 
forms of storage) and alterations to listed buildings (to align with the existing 

VAT treatment of repairs) 
From Oct 2012 VAT will be extended to close loopholes, including by applying it 
to hairdressers‟ chairs (to make clear that their rental is already subject to 

VAT), static holiday caravans (to bring in line with mobile caravans) and certain 
hot food (because most hot food is already subject to VAT) 

 
Treasury Special reserve 
When UK operations cease in Afghanistan the Special Reserve provision for 

military operations will be reduced by £2.4 billion over the Spending Review 
2010 period. 

£100m of this will be reinvested to improve accommodation for up to 1,275 
military personnel. £3 million will be reinvested each year to double the Council 
Tax Rebate, from 50 per cent to 100 per cent, for around 9,500 deployed 

military personnel, and £2 million will be reinvested each year to double the 
rate of the Families Welfare Grant, benefiting the families of around 20,000 

deployed personnel. 
 
 

Welfare Reform 
There will be a cap on the additional costs of Universal Credit (which 

commences April 2013) of up to £2.5 billion a year in the next spending review 

The Government will provide additional funding of up to £325 million across the 

Spending Review period for DWP to implement its strategy for tackling fraud 

and error in the benefit system. 

Lisa Forster – FAN Advisor 

CIPFA Finance Advisory Network 

Lisa.forster@cipfa.org.uk 
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