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} FIVE PAGE BUDGET SPECIAL

"he new 50%
ncome tax
could stifle
enterprise
ind drive
1SK takers
OVerseas.
Report by
David Smith
ind Iain Dey

eter Hargreaves has
been spitting mad
since Wednesday
afternoon. Thanks
to Alistair Darling’s
9% tax rate, announced in the
tudget, the co-founder of Har-
geives Lansdown, Britain’s
tiggest firm of financial advis-

@s,1s expected to cough up an
&1 £500,000 a year in income
uxs I won't pay. 1l leave,”
s1d the 63-year-old entrepre-
reuf, echoing the words of hun.
dreds of businessmen.

"Khy wouldn’t 12 1f I stay 1'll
Py half a million more a year
1n thx. If T leave the country 1
angave £3m a year. It's almost
licethe government is offering
ne ) bribe worth £3m a year to
& and live abroad.”

Hargreaves started his busi-
res{ in a bedroom in Bristol 28
yars ago. He and co-founder
Sephen Lansdown pioneered
thelidea of selling investment
poflucts through mailshots
nther than handshakes on the
plf course

I{ has been a huge success
Vhen the company floated on
tle! stock exchange in May
2007, Just before the credit
cunch struck, the two entre-
peneurs pocketed £150m be
tveen them. About 20 of their
saff also became millionaires.

Bristol is still benefiting
fom the company’s success,
mt only through the 600 jobs it
his created. Only two weeks
a,0 Stephen Lansdown sold
£7m of shares in the company
t finance the construction of
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Alistair Darling plans to
grab an extra £2 billion a
year from the 350,000
people who earn
more than £150,000

CBI, the employers’ body, host-
ed a dinner for some of his
members. They were not happy
with a 50% tax rate, he said, but
what generated most concern

tries in the OECD with a higher
tax rate than the UK — places
like Denmark, Sweden and Fin
land. But the point about those
countries is that things work

a1ew stadium for Bristol City
fotball club.

If Hargreaves was starting
o't in business now, however,
h wouldn't have chosen Brit-

) 5, T AN the top rate of 50% will be high-
to work harder and earn more Pty »/ :

nights worrying about how té ﬁ‘ er than Germany, China and

an. “I sat down with my wife

0; Wednesday night to start

tiking about where we are

geng to go,” he said. “I already
py more tax than almost any

or else in this country. I paid
£3m last year. I wouldn’t mind
ift was money well spent.”

He added: “Does the govern-
ment not realise that any time
ary country in the world has
rased taxes the people in the
uper echelons pay less tax,
bcause they avoid it. The tax
txe from the very wealthy will
gcdown and they will end up
txing the poorer people
bcause the wealthy people
wil just avoid it.”

Hargreaves is by no means
akme. Senior partners at the big
forr accountancy firms have
ben inundated with calls from
bsiness people running firms
b¢h large and small. The worry
isnot so much the impact of
the tax itself, but the signal it
seads out. Entrepreneurs are
na welcome anymore

‘Lots of people, who have
pad taxes in good faith and
hdped make the UK a |ot
of money, are now saying
exough is enough’,” said
Mchael Wistow, head of tax at
theCity law firm Berwin Leight-
orPaisner.

Hugh Osmond, the pubs to
‘nurance entrepreneur, is
inong those packing his bags
“Tus is just the start,” he said

‘Introducing a 50% tax rate
s yoing to raise about £2 b
@, they say. That doesn't
twn knock a hole in the
(20 billion or £700 billion of
iot that will have to be paid
of, through taxes, over the
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How gne‘pquet will affect business

next 10 or 15 years. That makes
Britain a pretty unattractive
placetodo , when cou-

pled with tougher regulation,
more red tape and more high
taxes. I think a lot of people will
be off. It’s highly unlikely that
[ will continue to have the UK
as my country of residence. It’s
just as easy to work from any
close location — Switzerland or
wherever.”

Jon Moulton, founder of
Alchemy Partners, a private-eq
uity firm, said the 50% tax rate
would definitely discourage
those in the higher earnings
bracket from working in Lon
don. “A few people will depart
on the back of it,” he added

David Giampaolo, chief exec
utive of PI Capital, the invest
ment club for the wealthy, said
his members are furious. “This
budget makes the country less
attractive. It divides the nation

and it doesn’t motivate people

Why we'll all have
o pay more

YOUR 7-PAGE BUDQET GUIDE

INSIDENEWS ) )

Brown burdens a
generation
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- it punishes them. 1 have
Labour supporters in the club

and they are upset. I've not
Come across one person who
thinks it’s a good budget.
Nobody believes the assump
tions. I've had 40 or 45 calls
from members — all serious

business people — and they

have been stopped in their

tracks by this.”

Even those with no inten
tion of leaving are devising
plans to get round the taxes

“I despair when politicians

of all colours say they’re doing
this to make more money for
the country,” said Robert His-
cox, the founder and chairman
of Hiscox insurance, the
£1.2 billion specialist insurance
firm. “It is absolutely, unassail
ably true that raising tax rates
will reduce revenues for the
country. It’s done for political
reasons, and to appease the
many who vote. Immediately,
anybody who has got any
Income will find a way to keep
it from being taxed. You will
reduce your income so you
have less to tax.”

Smaller businesses are equal
ly vocal, Peter Waldron, who
runs Waldrons Patisserie, a fro-
zen desserts firm that exports
to 18 countries in Europe,
described the move as a “dis
Incentive” for entrepreneurs
"We have worked hard for
many years to build a sound
future for ourselves and staff
We feel that as we become
more successful we may be
penalised financially,” he sald

Steve Harkin, owner of Sax
on Oil, a lubricants firm in Cov
€ntry, was even more vocal.
"The people who spend their

- 3P re rg»‘
Alistair § borrowing 1t has taken on 0"
“M",' , Amwumm. Hrobing

GLPwnmusvﬁr the 350,000 people earning more
umnglj'_mmmﬂ than £150,000, R
end 3.5% In | The big shock, interpreted as 5
{r”um has been far vote winner with the public that
- 100 optimistio In his forecasts, The  will raise some £2 billion a year
 International Monetary Fund is for Treasury coffers but will Into the
- much gloamier, predicting a 4.1% business
;Twmmmam
(Gopin2010, °

government plans to sell a
:I;-umommhmmu
year lo shore up its finances.
This figure was £72 billlon more
Man the government’s estimate
ohly five months ago, and
*xpectations. Four years sgo
e figure was £48 billion. The
Stale of the sale pushed down the
Found against the dollar. Recent

pay the bills are the ones now
being told they will be hit with

diextra penalty as soon as theyss
Piy themselves more than
£150,000. What's the incentive
to go and take nsks {f ypure
just ROINg to be penalgec f(\{
doing so?”

some businesses will be hit

immediately by the new top
rate and have no time to try to
sidestep it, said Alex Hender

SOn at accountants Price Water

house Coopers, “Many unincor

porated businesses Kavc year
ends of April 30. Their year that
starts this week will form the
basis for their tax lability for
2010-11, so the budget’s effect is
to increase their tax rate from
this week.”

Sir Tom Hunter, the retail
and property enmtrepreneur
whose wings have been clipped
by the credit crunch, Is baffled
by the tax move. “It's not gov
ernment that will get us out of
this mess,” he said. “The people
who will lead Britain out of
recession are hard-working
business people who build
small businesses, grow'them
and employ more and more peo
ple. We need to be offering tax
breaks for those people, not just
more of a tax burden.”

Carolyn Steppler, associate
partner in personal tax a
KPMG, said: “From 2010, the Uk
will have the highest income
{ax rate among the largest west
€m economies. If theyare los
Ing half of their top-end eam
Ings, entrepreneurs, foreign
workers amranyone else who
can choose where they work,
are likely to think twice before
making the UK their basé’

KPMG's flgures show tha

Australia, all on 45%; Italy, 43%;
France, 40%, and America 35%.
Despite all the heat generat-
ed by the 50% tax, the highest
income-tax rate in Britain for
more than 20 years, experts say
it will not generate the reve-
nues the Treasury is assuming.
When the Thatcher govern

ment cut the top rate from 60%
10 40% in 1988, the effect was to

Increase the proportion of the
tax take from high earners,
because it reduced the incen

tive to try to avoid tax and
because it was followed by a
period in which those at the top
tlourished.

Stuart Adam of the Institute
for Fiscal Studies said it was
virtually impossible to assess
whether the £7 billion the
Treasury is expecting to raise
from taxing those on incomes
above £100,000 more heavily —
their personal allowances will
be removed even befare the 50%
rate kicks In at £150,000 — will
be achieved.

For some, the 50% top rate
was a New Labour government
returning to its Old Labour
roots. “It proves that whatever
the rhetoric from Brown on the
entrepreneurial economy, the
reality is they don't believe in it,"
sald Luke Johnson, chalrman
of Channel 4 and founder of
Risk Capital Partners, a private.
equity firm. “It reveals New
Labour for what they are, which
is redistributive socialists *

Simon Walker, chief execu-
tive of the British Ventyre Capi-
tal Association (BVCA), said
Britain's other disadvantages
would come to the fore now
that the top tax rate was going
up. "There are only six coun.

there. People feel they can send
their children to a local school
and the transport system is
effective. The tax change
makes Britain a much less
attractive place to be based.

“This comes on top of the cap-
ital-gains tax increases. None
of these by themselves would
result in a flight from Britain,
but the cumulative effect says
Britain is just not a great place
to be. I regret that.”

Not everybody agrees. Simon
Woodroffe, founder of Yo!
Sushi and former star of Drag
ons Den, said: “The 50% tax
rate is the right thing to do, We
live in this blame culture, for-
ever pointing fingers at politi-
clans. It's all our faults. Anyone
who is earning more than
£150,000 is very rich and ought
to spend more.

“Does it stop an entrepre-
neur? I think not. I met ve
few people who did it for the
money. I've met a lot who did it
for the fear of not having any
money. There’s lots of reasons
that drive people, whether it's
€g0 or trying to prove some-
thing to someone.”

This weekend, however, he
was in the minority. After the
budget, both Darling and Gor-
don Brown, in an attempt to pla-
cate business, hinted that the
new top tax rate might be only
temporary. One accountant
commented that was what wil-
llam Pitt had said when he
introduced income tax at the
end of the 18th century. And
the 50% rate is not the only

thing worrying business.

ON budget night, Richard Lam-
bert, director-general of the

was the scale of government
borrowing, £175 billion this
year — 12.4% of gross domestic
product — falling slightly to
£173 billion in 2010-11.

The Treasury’s projections
suggest Britain will need to
borrow £606 billion over the
next four and the budget
deficit will not drop below
£100 billion until 2013-14. Gov-
emmment debt, previously limit-
ed to 40% of national income
by Labour, will rise inexorably

towards 80% before peaking,

“For me the question was
whether [Darling| would come
up with a ngorous path back
to financial stability, and our
Judgment was that he didn't,”
said Lambert.

The budget contained
£26.5 billion of “fiscal consoli-
dation” over the medium-term,
split roughly three ways
between higher taxes — includ-
ing the 50% top rate — 3
Squeeze on government “cur-
rent” spending, and a reduction
in capital spending.

Capital spending on schools,
hospitals and other infrastruc-
ture projects, previously sacro-
sanct, is being squeezed, drop-
ping from £44 billion this year
to £22 billion by 2013-14.

Even so, the Institute for Fis.
cal Studies says there is stil] a
gap of £45 billion In what the
chancellor needs to do in fur.
ther tax rises and spending cuts

to get the public finances back
into shape.

Business leaders say answers
to how this gap will be tackled
need to be provided quickly,
“Business will be looking oyer

the next 12 months at which
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party is prepared to take on this issue and

tackle head-on reform of the public sector

and the role it has to play in a future

economy,” said Steve Radley, chief |

economist at the Engineering Employers
- Federation.

“We now have a huge opportunity not
just to tinker at the margins to look at
greater efficiency but to fundamentally
rethink the role of the public sector and to
tackle the thorny issue of public-sector
pensions,”

- In the financial markets, Darling’s new
borrowing projections went down badly,
hitting gilts — government bonds — and

 sterling. Analysts say the effect would

have been greater had not the gilt market
been supported by the Bank of England’s
Eo...ﬂwhﬁ,n of quantitative easing.

e UKis returning to high borrowi
high debt and, mﬂﬁﬂ%ﬁc& snshw«.
growth the government believes,”
said Gerard Lyons, head of research at
Standard Chartered. “Add in the greater
regulation that is likely to hit, and one
wonders how the UK will prosper as the
shift in the new world economic order,

which is m_nm_&y under way, gathers
momentum. see a further shift in
the balance of Ic and financial
power from theWest to the East, to those

economies with low taxes and which
save and invest, how will the UK be able
to prosper?”

W_Eocmw Britain has not suffered the
humiliation and damage faced ﬂnﬁ_xnmhba
of a downgrade in its sovereign status
— the ratings agency Moody's reaffirmed
the UK's AAA ranking on Friday _.4.919-
is that any further detenioration in the

public finances — with the chancellor prepared for further tax rises and Atighter
relying on an early end to the recession squeeze on public spending, thoughmos

and a brisk recovery — could tip Bnitain

over the

Friday’s showed adrop of 1L.9% in
Britain's gross domestic product in the
first quarter of this year, gloomier than
most economists expected. Signs of *
shoots” in some surveys had
analysts for a smaller drop. Economists at
Goldman Sachs said the figures could
eventually be revised higher. Even so, the
numbers added to doubts about the
chancellor’s forecast of a drop in GDP this
year of 3.5%, followed by a 1.25% uptum
next year. If it is not achieved, the
government’s borrowing red ink will be
greater. Yields on 10-year gilts have risen
to 3.5% from a low point last month of
2.95% in response to such worries.

“The question is probably not whether
UK debt is

- B .

x rises and @

downgrading first,” said George Buckley, 2
Deutsche Bank economist. n
able to finance its debt; the real issueis a
what level of gilt yields and sterlingit !l
be able to do s0. You could easily:
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ed, because there are
other countries that would be in line for a
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squeeze on public spending

when the only sensible routeistoputthe  allocated to allowing firms to defer

Yritain wil) be he business rates and carry back losses for

tAX purposes.
“The chancellor a to have
be business driving  support

e

THE IRONY is that the budget containeda  understood that it
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combination of a substantially weake number of smaller measures for business  the . | _
pound and significantly higher gilts® that in normal circumstances would have Bn-ngs Ot Iecuspion, il

been warmly received. The biggest tax cut
was a £1.6 billion doubling of first-year
capital allowances to 40%, which industry
had been urging. Another £55m was

Whatever happens, ?B:KI 3

do not expect it until after the el
g%.ﬂggc nadesofar

Richard Baron, the institute's i
tax, said the key was the extentof
"swing” from temporary cuts to"

Ejﬂvug.za ent |

“To move from a tax cut of €133
2009-10 to a tax cut of only £515m
NEXt year means a tax inc ,,M
year to the next, of £12,815m," he
“That's a big hit on the economy™
recovery ought to be getting unde
putting up taxes by £7,865m relatiy
2010-11. This just isn't giving thes
room to breathe. It shows the dan
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