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	SUMMARY

	There are some measures in the Budget of specific interest to Greater Manchester, such as confirmation of the Metrolink extension and a new Regional Growth Fund. For the main part though, the question is how the public sector cuts and tax rises that are the Budget’s centrepiece will affect the city. A relatively strong business base ought to be able to take advantage of corporate tax cuts and enterprise initiatives. Whilst our lesser reliance on the public sector is an advantage as it is downsized, parts of the conurbation are still heavily reliant on public sector investment. In these areas, high rates of worklessness and benefit recipients will mean greater social and financial challenge. Local public service reform will therefore be at a premium. The overall consequences of contraction will be harsh, especially for the public sector, those that rely on it, and sectors dependent on capital and consumer spend such as retail, hospitality, housing and construction.

1. Introduction
Against a background of serious concern about the macroeconomic risks associated with a loss of investor confidence in the UK, the Budget set out a five year plan that adds an additional £40bn fiscal contraction to the £73bn already budgeted, greatly reducing the deficit through a mix of tax rises and spending cuts. The total contraction is around £84bn of which around £20bn is capital spend. The new Office of Budget Responsibility project this will have only a small and temporary negative effect on growth, which is forecast to be 1.2% this year, rising to 2.7% by 2015. Although the parameters of the cuts are now established, specific departmental reductions and so the details of most public sector cuts will only be decided in the run-up to the Spending Review on 20 October. This briefing highlights a variety of budget measures and considers their particular impact on Greater Manchester.

2. Business and Enterprise
The Government announced a range of measures to support business and enterprise including a rise in the National Insurance threshold and reductions in the small companies tax rate, the small profits rate and the headline rate of corporation tax, which will decrease steadily from 28% to 24%. This remains some way above Ireland’s 12.5% rate, which has been the cause of strong lobbying from Northern Ireland, which the Budget recognises, committing the Government to examining proposals for the Province that include reducing corporation tax. Differential rates within the UK represent a clear and present danger for investment and business retention in Greater Manchester, making this a matter that needs our full engagement.

Greater Manchester business does benefit from two regionally-targeted initiatives: an exemption from up to £5k of employer National Insurance contributions for a company’s first ten employees, and a new Regional Growth Fund. This will run from 2011 to 2013 and is intended to support economic growth. Given the findings of the Manchester Independent Economic Review, that the city is the most important potential contributor to national economic growth outside London and the South East, Greater Manchester is well placed to access this Fund. These initiatives form part of a consistent theme of rebalancing the economy away from overreliance on London and the South East, financial services and public sector growth. 

Echoing and acting on the conclusions of the first New Economy Working Paper, the budget establishes a new Growth Capital Fund, providing growth capital in the £2–10m range for fast-growing SMEs. The Enterprise Finance Guarantee is raised to £200m this year, and, whilst Capital Gains Tax for higher-rate earners is raised, the lower entrepreneurs rate is raised from the first £2m to £5m. Other initiatives are flagged with the creation of an independent Office of Tax Simplification and a review of regulation by the Reducing Regulation Committee. A forthcoming Green Paper on business finance and the creation of a Green Investment Bank may prove more weighty.

A White Paper in the Summer will set out details of the abolition of Regional Development Agencies (RDA’s) and will elaborate on what will constitute a “Local Economic Partnership” (LEP), although there is clearly an expectation that this is a route for major cities such as Manchester. Consultation letters are shortly to be sent out shortly with businesses the key determinant in this. It will also be connected with financial incentives for Local Authorities to pursue economic growth. Through its LEP, Greater Manchester is committed to working with any regional level infrastructure. 

3. Public sector and welfare reform

The impact of the spending cuts on local government, which provide many of the much-noted “front line services”, will be deep and sustained, with a total cut of around 25% over the period to 2014-15 likely to form the norm. However, it will only be in October that specific measures become clear. This reinforces the challenge on Greater Manchester’s ten authorities to lead the way on public sector reform that delivers efficiencies, better value for money and spurs innovation. The Budget specifies some initiatives regarding the broader public sector:

· a two-year freeze in pay for public sector workers earning more than £21k; 
· a review of public sector pensions, to be conducted by John Hutton, will inform the Spending Review; and
· another review, conducted by Will Hutton, will consider public sector pay ratios, i.e. the multiple between the lowest and highest earners within an organisation.
The Budget also set out several changes to benefits and the benefits system, including:

· the introduction from 2013 of a medical assessment for Disability Living Allowance claimants, as well as confirmation that medical reassessment of longer-term Incapacity Benefit claimants will go ahead, with a view to moving some on to Jobseekers Allowance (JSA);

· a requirement for lone parents to move on to JSA when their youngest child goes to school;

· a freeze on child benefit for the next three years;
· a package of Housing Benefit caps and reductions, including resetting and restricting Local Housing Allowances and adjusting mortgage interest payments support, and a docking of 10% for Jobseekers Allowance claimants after a year;

· the changing of benefits’ link to rising inflation from the older (and higher) Retail Prices Index to the Consumer Prices Index. This does not apply to State Pensions, although the move to starting at age 66 will be accelerated; and

· a review of options for further reform to the benefits system in time for the Spending Review.

Other consequences of spending cuts are that housing and construction are likely to be very constrained, although the Budget made several important announcements, such as confirmation of the Metrolink extension and improvements to Liverpool to Leeds rail lines. The broadband levy is scrapped, although provision will still be made for rural connection. 

In common with other cities, the substantial fiscal contraction heralded by the Budget, together with the VAT rise, is likely to have significant and sustained knock-on effects on the local economy. As noted in our last briefing, although Greater Manchester’s private sector business base makes it less reliant than other UK cities outside London and the South-East on public sector employment, some parts of the conurbation have a heavier reliance on public sector investment than others. Overall, the contraction will lead to a further broad weakening of consumer spending in the local economy (which will intensify over the medium-term as the savings ratio rises) impacting in particular on sectors such as retail and hospitality. 
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