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Introduction

The UK is the world’s fourth largest
economy and has been one of the
fastest-growing major economies
in the world in recent years, easily
outpacing the European average.
With low inflation and economic
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In past centuries it was British enterprise
that drove the industrial revolution and
fostered free trade. Today those same
qualities of internationalism, scientific
excellence, creativity and openness to new
ideas make the UK economy well placed
to thrive in a globalised market place.

stability, it also has the highest
employment rate of any of the
Ground-breaking space research by the Beagle 2

G8 nations and is the best place

team at the Open University.

in Europe for starting a business.
For many years the UK has been
the top European destination for
foreign direct investment.

THE UK IS THE WORLD’S FOURTH LARGEST ECONOMY
AND HAS BEEN ONE OF THE FASTEST-GROWING MAJOR
ECONOMIES IN THE WORLD IN RECENT YEARS, EASILY
OUTPACING THE EUROPEAN AVERAGE.

The City of London remains one of the world’s leading financial centres.

It was the UK’s role as the world’s leading
manufacturing, trading and shipping country
in the nineteenth century that enabled
it to shape many of the laws and methods
governing today’s global economy and
investment. It was this history that also
contributed to making English the language
of global business.
Today the UK continues to develop its
traditional economic strengths in areas like
banking and finance, while also investing in
high-value manufacturing and exploiting the
ideas of its innovators and inventors in the
creative industries as well as in science and
technology.
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What makes up the economy?

The UK has a dynamic and broadbased economy, worth more
than £1 trillion a year. Thanks to
North Sea oil the UK was a net

While services have become increasingly
important to economic growth,
manufacturing continues to play a crucial
role in fostering innovation and supporting
the services sector.

hydrocarbon exporter in the 1990s
and is the second largest oil
producer in western Europe after
Norway.

Drilling for oil on BP’s Harding platform in the
North Sea.

Services contributed 73% to gross
domestic product in 2003, with production
industry output accounting for 26% and
agriculture 1%.
The UK has pioneered privatisation and
deregulation since the 1980s, with the
telecommunications, water, electricity and
gas industries now all in private hands.
The UK has also developed public-private
partnerships, in which public sector assets
are provided or managed by the private
sector.

An engineer working on satellite equipment for BT,
one of the world’s leading telecommunications
companies.

In comparison with other large EU countries
the UK public sector accounts for a smaller
proportion of the economy. In 2004,
according to estimates from the Organisation
for Economic Co-operation and Development
(OECD), the tax revenues in the UK
represented 41% of GDP, compared with
51% for France and 31% for the USA.

THE UK HAS A DYNAMIC AND BROAD-BASED ECONOMY,
WORTH MORE THAN £1 TRILLION A YEAR.
The changing skyline of the City of London.

Financial and business services are
extremely important and London is Europe’s
premier financial centre, with more foreign
bank branches and subsidiaries than any
other city.
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Manufacturing

As in many affluent economies
the UK’s services sector has been
growing faster than manufacturing.
Yet the value of the UK’s
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Despite that, manufacturing still employs
3.5 million people and it is vital for trade,
innovation and growth. It accounts for half
the country’s exports and three-quarters
of R&D.

manufacturing continues to rise,
although due to rising productivity
the number working in factories is
falling.

Manufacturing jobs have been lost in the UK
in the past decade but the country’s share
of manufacturing output today is higher
than manufacturing’s share in the US
economy. The UK is not seeking to replace
manufacturing by services but rather to move
manufacturing up the value chain in order
to harness the country’s creativity and
innovation.
Today the UK has world-beating companies
in industries ranging from general
engineering to pharmaceuticals and from
aerospace to motor vehicles. The economy is
particularly strong in high-tech, high-skilled
modern manufacturing. The pharmaceutical
industry, for instance, contributes £15.4
billion to national wealth.

C A SE ST U DY
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Nissan in Sunderland
Nissan opened its car plant in Sunderland in the North East of England in
1986. For the last seven years it has been identified as the most productive
car plant in Europe, with 435 robots accounting for the nearly 80%
automation of the assembly process.
Nissan’s total investment in the plant now exceeds £2 billion and there are
around 5,000 local people employed at the factory. About three-quarters
of the plant’s production is exported.
The quality of the local workforce helped the plant win the contract to
produce the new Micra coupe-cabriolet, launched in 2005 with investment
of nearly £100 million. Sunderland has also been chosen to handle
production of the replacement for the Nissan Almera, with £125 million
investment by 2006.

Farming and agriculture still play a significant role
in the UK economy.

Agriculture
While agriculture represents less than 1% of
the UK economy, its profile is much greater.
It is one of the most efficient economic
sectors in Europe. Between 1973 and 2003
the productivity of UK agriculture increased
by 45%. The government launched its
Strategy for Sustainable Farming and
Food in 2002, which sets out how industry,
government and consumers can work
together to achieve a sustainable future
for farming and food industries.
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An outward-looking economy

The UK has always been one of the
world’s foremost trading nations
and it is the sixth largest exporter
of goods and the second largest
exporter of services. UK exports
represent about a quarter of the
country’s wealth. As an illustration
of how important global trading and
investment is to the UK, it has the
highest level of inward and outward
investment (as a proportion of GDP)

Half of UK trade is with Europe and Germany
is the country’s single largest supplier. The
euro area remains the UK’s largest single
export market. Over recent decades the
UK has recorded deficits on manufactured
goods but there has been a surplus on trade
in services every year since 1966.
“Invisible” earnings (services, transfers
and income from overseas assets) are
particularly valuable to the UK, producing a
surplus of £36 billion in 2004. The biggest
contributors to this surplus were financial
services and business services.

of any leading nation.

The UK is a key member of the EU and its
presidency of the Union, in the second half
of 2005, focused on promoting reforms to
make the EU globally competitive. The UK
wants to be an active member of an EU that
is not a trade block looking inwards but one
that looks outwards and engages with the
rest of the world.
On membership of the euro, the government
is in principle committed to joining but only
when the economic conditions are right. The
government announced five key economic
tests that would show whether there was
enough convergence between the UK and EU
economies. In 2003 the Chancellor said an
analysis by the Treasury had concluded that
the economic tests had not yet been passed.

A meeting of European Union (EU) leaders at Hampton Court, West London, during the UK’s Presidency of the
EU in the second half of 2005.

T H E U K ECO N O MY

Outward investment
As well as attracting investment, the UK is
one of the most active investors overseas.
According to the UNCTAD World Investment
Report 2005, the UK’s foreign direct
investment stocks were US$1.38 trillion
in 2004, equivalent to nearly two-thirds
of the country’s GDP.
As a comparison, France’s overseas
investment stocks represented 38%
of GDP and the United States’ 17%.

The port of Felixstowe is the largest container port in the UK, and one of the largest in Europe.

Besides the EU, the UK is an active member
of other international organisations. In 2005
the UK used its presidency of the G8 group
of leading economies to focus on climate
change and Africa. Debt relief has been a
key part of the UK’s attempts to support
the developing world.

Inward investment

In 2005 the UK secured pledges potentially
worth US$55 billion from the G8 nations on
debt relief to some of the world’s poorest
countries. The UK was also a prime mover
in the International Finance Facility for
Immunisation, a fund that could save 10
million lives in the developing world. The
UK will continue to campaign for fairer world
trading rules and for rich countries to open
up more of their markets.

In 2004-05 more than a thousand overseas
companies invested. The USA was the
biggest overseas investor, with 464 projects,
followed by Canada, Germany and France.
Of that investment about half was for new
projects, with the rest split between
expansions and acquisitions or joint
ventures.

In developing its policy on trade and
development the UK is keen to listen to the
needs of smaller nations and in initiatives
such as Tony Blair’s Commission for Africa
the voices of developing countries have
been prominent.

The dynamism of the UK economy and the
business-friendly environment make the
country the most popular destination in
Europe for foreign direct investment (FDI).
The UK attracts around 40% of Japanese,
US and Asian investment into the EU.

The most popular sectors for investment
were IT/internet/e-commerce, software,
pharma/biotech, and electronics.

UK inward investment by country
2004-05
Country
USA
Canada
Germany
France
Japan
Australia
China
India
Ireland
Norway
Rest of EU
Rest of world
Total

Projects
464

New jobs
17,730

67
60
57
57
42
37
36
34
24
104
84
1,066

646
5,188
1,424
3,279
1,363
347
1,418
1,681
209
3,657
2,650
39,592

SOURCE: UK TRADE & INVESTMENT.

THE UK’S FOREIGN DIRECT INVESTMENT STOCKS WERE
US$1.38 TRILLION IN 2004, EQUIVALENT TO NEARLY TWO-THIRDS
OF THE COUNTRY’S GDP.
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Financial services

The UK’s history as a trading nation
led to the development of expertise
in banking, investing and insurance,
and today London is one of the
three main financial centres in the
world and the global leader in many
markets. It is the world’s largest
trading centre for foreign equities
and bonds and the largest foreign
exchange market.

The Bank of England sets interest rates to keep inflation low, issues banknotes and works to maintain a stable
financial system.

In recent years the financial services sector in
regional centres such as Leeds, West Yorkshire,
has been thriving.

As well as the English language, London
benefits from a tradition of augmenting its
workforce from overseas where necessary,
and a culture of openness to new ideas.
Major financial institutions and markets
include the Bank of England, the London
Stock Exchange, Lloyd’s insurance market
and the Euromoney market.
Financial services employ a million people in
the UK and have spread beyond the capital,
with Edinburgh having built up a major
institutional fund management centre. Other
cities, such as Leeds and Manchester, have
also developed their financial services in
recent years.

But it is London which is the main centre,
with the financial services industry based
in the historic City of London or the new
developments in the city’s Docklands,
particularly Canary Wharf.

Banking
The UK banking sector is the third largest
in the world, after the USA and Japan.
As well as its large commercial banking
sector, the country is an international centre
for investment and private banking.
London has the highest concentration
of foreign banks in the world, with 277
branches and subsidiaries of foreign banks
in 2004. A third of these banks were from
the euro area. Overseas banks manage
more than half of UK banking sector assets,
mainly on behalf of foreign customers.

T H E U K ECO N O MY
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Canary Wharf
Revitalising the run-down Docklands area of east
London, Canary Wharf now rivals the traditional
City of London as a major financial centre and
business district. It covers 86 acres and offers 6
million square feet of office space with a further
eight million square feet under construction.
Originally dubbed “Wall Street on the Water”
by some, the development has the three tallest
buildings in London, including the Canary Wharf
tower, overlooking the Thames and former docks.
There are more than 60,000 people working at
Canary Wharf and tenants include major banks
and national newspapers.

More cross-border bank lending originates in
the UK than in any other country. UK banking
sector assets totalled nearly £5 trillion in
2005, three times the level a decade earlier.
The assets of UK-owned banks are largely
handled by a dozen or so retail banks, which
have national branch networks and serve
personal and corporate customers.

Insurance
The UK insurance industry is the biggest in
Europe and London is the world’s largest
international insurance market and a global
centre for reinsurance. The market is highly
sophisticated, serving customers from
individuals to governments and covering
risks ranging from basic car insurance to
space satellites and natural disasters.
The UK banking sector is the third largest in the word.
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Financial services continued
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Edinburgh’s fund management centre
As well as being one of the UK’s top tourist destinations,
Edinburgh is the country’s biggest financial services centre after
London and one of Europe’s leading fund management centres.
Highly qualified workers, good infrastructure and a reputation
for prudent financial management means that around £300
billion in assets is managed in Scotland, with the vast majority
in Edinburgh.
The city is headquarters to major financial institutions such
as Standard Life, HBOS and Royal Bank of Scotland (pictured
right), the fifth largest bank in the world.
Financial services is Scotland’s fastest-growing industry, with
growth of 37% in the five years to September 2004, compared
with a rate of 10% for the overall Scottish economy.

Lloyd’s of London, the world’s best-known
insurance company, specialises in marine,
aviation and satellite risks.

Securities markets
The London Stock Exchange is one of the
oldest and largest exchanges in the world
and has nearly 2,800 listed companies.
The number of foreign companies listed is
second only to New York. But London leads
the world in handling trading of foreign
equities, at 44% of the total.
London is also the centre for the
international bond market, with a 60%
share of the market for bond issuance.

Lloyd’s of London provides specialist insurance services to businesses in over 200 countries and territories
across the world.

T H E U K ECO N O MY

The UK capital is the biggest world market
for derivatives traded over the counter and
the second largest market, after Chicago,
for trading futures and options.

Fund management
Along with New York, London is the world’s
most important fund management centre.
More than £2.7 billion of assets were
managed in the UK on behalf of domestic
and overseas clients in 2003.
The UK capital is also Europe’s top centre
for the growing field of hedge fund
management, with nearly three-quarters of
all hedge funds in Europe being managed
out of London in 2004.

Private equity
Following on from the US trend, there has
been a major growth in private equity funds
in Europe, with the UK at the forefront.
These funds, which channel equity capital
into unquoted companies that have growth
potential, are having a major impact on
the UK economy.
Private equity houses have invested in some
11,000 UK companies employing nearly 3
million people and the UK accounts for 40%
of the European private equity market.

Stockbrokers at work in the City of London.

PRIVATE EQUITY HOUSES HAVE INVESTED IN SOME 11,000
UK COMPANIES EMPLOYING NEARLY 3 MILLION PEOPLE.

C A SE ST U DY
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A fund manager speaks
Karina Litvack (pictured right) is head of governance and socially
responsible investment (SRI) at F&C Asset Management in London.
“I have 13 researchers on my team and we work on funds worth £128 billion.
The SRI sector used to be about avoiding stocks relating to defence,
tobacco, alcohol and other so-called ‘sin stocks’. We’ve helped redefine SRI
to include good corporate governance and the extent to which companies
take account of potential threats and opportunities.
As a team manager, a lot of my time is spent doing things like planning,
strategy and performance reviews. But I’m a hands-on manager and there
are still quite a few projects that I run myself.
The great thing about my job is I go home at night feeling really glad about
what I do because I am convinced it helps companies run their businesses
better and will make a positive difference around me.”

Images
• I can get hold of Financial areas out of
London, Leeds/Manchester
• I have shots of Lloyds of london
• I can take images of High Street banking
• Can we find an image of a foreign bank in
London?
• I can probably fins a trading room image
• I have shots of Lloyds of london
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Supporting services

A knock-on effect of the growth in
the UK’s financial services has been
the expansion of support services in
areas like the law, accountancy and
management consultancy. The UK
now has major international players

The huge financial services industry in
London is one major contributory factor to
the growth of these supporting services
companies. Other factors include the fact
that English is the international language of
business, proximity to the European Union
and the UK’s business-friendly environment.

in these markets and numerous

The law

overseas firms have built up large

English and US law provide the framework
for the majority of international business
deals, which has led several UK commercial

offices in London and other UK
cities.

law firms to become global players and many
overseas firms to set up business in the UK.
Among the UK law firms that have become
leading global players are Clifford Chance,
Freshfields and Linklaters.
These firms have expanded overseas
through mergers or partnership agreements
to become truly international organisations.
Clifford Chance, for example, is said to be
the world’s largest law firm and has 28
offices in 19 countries.
The presence of so many leading law firms
in London has led it to become one of the
world’s centres for settling international
commercial disputes. Around 5,000
international arbitrations and mediations
take place in London each year.

Accountancy and management
consultancy
London is a leading global market for
accounting and related services, including
audit, tax advice, corporate finance and
business recovery services. Many of the
leading accountancy firms have expanded
into management consultancy to compete
with other specialist consultants in an area
that has grown significantly in recent years.
The consultancy market in the UK is worth
around £10 billion, according to the
Management Consultancies Association,
and along with Germany the UK is the largest
market in Europe, with 27% market share.
About a third of the UK business consultancy
market comes from the financial services
sector and about a fifth from overseas
clients.

Many of the world’s leading accountancy and legal firms are based in the UK.

7

Regional success
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Whether one thinks about Scottish

Since 1997, when political power was
devolved to a Scottish parliament and Welsh
assembly both those countries have enjoyed
more control over their economic affairs.
Meanwhile, in England regional development
agencies (RDAs) have been set up to
promote local economies.

whisky, high-tech innovation in
Cambridge or tourism in Cornwall
it’s clear that the UK economy is
incredibly diverse and broad based.
As in other advanced economies,
some areas have suffered from the

Scotland

decline of traditional manufacturing

The Scottish Executive’s Enterprise,
Transport and Lifelong Learning Department
works with ministers to grow the Scottish
economy. Its aims are to support business,
encourage enterprise and boost skills and
infrastructure. A network of local enterprise
companies (LECs) delivers support to
business start-ups.

but are bouncing back with new
industries and investment, due in
part to regeneration initiatives.

Scottish whisky still enjoys strong export figures
across the world.

C A SE ST U DY
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Liverpool’s renaissance
Chosen as European Capital of Culture 2008, Liverpool has
transformed itself from a stagnating economy to one of the UK’s
most dynamic cities. Like many other large provincial cities,
Liverpool has achieved strong economic growth in recent years
and is attracting major investment, as well as experiencing a
boom in city centre living. There are now more than 10,000
people living in the city centre compared to a fifth of that
number five years ago.
Among the success stories in Merseyside are:
• Jaguar has invested £400 million to produce the new
Jaguar X-type.
• Liverpool John Lennon Airport is now one of the fastestgrowing airports in Europe, with nearly four million passengers
annually.
• Liverpool is Europe’s leading location for bio-manufacturing,
with the MerseyBIO agency (pictured right) supporting life
sciences businesses in the region.

Images
• I can get hold of Financial areas out of
London, Leeds/Manchester
• I have shots of Lloyds of london
• I can take images of High Street banking
• Can we find an image of a foreign bank in
London?
• I can probably fins a trading room image
• I have shots of Lloyds of london
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Regional success continued

England
There are nine RDAs in England, one for each
region. Their role is to promote enterprise,
employment, skills and regeneration in
their regions and they work with regional
Government Offices. They have budgets
worth around £2 billion a year and have
significant freedom as to how they spend
these resources.

Wales
The Welsh Development Agency aims to
attract investment and works with local
communities to promote prosperity. It
reports to the Welsh Assembly government.
The Economic Development Department
co-ordinates the “Winning Wales” strategy
and manages regional grants.

The Duke of York, Special Representative for International Trade and Investment, visits the Takeo plant in
Gloucester. This Japanese specialist automotive parts manufacturer recently invested £50 million in the UK.

C A SE ST U DY
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Reversing a trend
Rather than UK companies starting call centres in India, the
trend has been reversed in Northern Ireland. Indian technology
company HCL is creating 600 more jobs in a major expansion
of its call centre operations in Armagh and Belfast.
In the face of stiff competition from lower-waged economies
Northern Ireland has shown that it is an attractive location for
outsourced services, according to the company, which also views
the UK as a gateway to Europe. HCL currently employs around
2,000 local staff at its two locations in Northern Ireland. The
company’s UK and EU business focuses on high-end product
engineering and technology-led services.

T H E U K ECO N O MY

Economic regeneration
Rather than imposing a “top down” policy,
the government’s emphasis is on giving
local communities the tools to make
improvements to their own neighbourhoods,
through programmes such as the New Deal
for Communities and the Neighbourhood
Renewal Fund.

Polyco Ltd produces a range of wooden doors and
panelling at its factory in Wales.

There is encouragement of enterprise at
local level, through initiatives such as
the government’s Phoenix Fund, which
targets business support resources to
disadvantaged neighbourhoods, and
regional venture capital funds.

The former mining community at New Fryston, West
Yorkshire benefited from the redevelopment of its
village green. This work was funded by English
Partnerships, the national regeneration agency.

Northern Ireland
Invest Northern Ireland encourages
innovation and entrepreneurship in the
province. It aims to encourage 10,000
new business start-ups in 2005-2008.

THERE ARE NINE RDAS IN ENGLAND... THEY HAVE
BUDGETS WORTH AROUND £2 BILLION A YEAR.

Oonagh Hinds (left) from Invest Northern Ireland is joined by Sophie Cassidy, a student from Victoria College,
and Irvine Abraham from the Association of Northern Ireland Colleges at a special event at King’s Hall Belfast
designed to encourage young people to become more entrepreneurial.
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National income

The UK’s GDP of more than £1

Living standards

Revolution in ownership

trillion makes it the fourth largest

By the end of 2005 the economy had
experienced more than 50 consecutive
quarters of growth and in the eight years
to 2005 the UK and North America grew at
twice the rate of their G8 competitors, with
living standards also rising twice as fast.

The last decade has seen a revolution in
ownership, from housing to shares. Since
1997 average household net wealth has
increased by around 50% in real terms
and personal share ownership has tripled
in the last 20 years.

During this time inflation averaged 2.4% the least volatile and most stable of the
major industrialised countries.

Home ownership

economy in the world, after the US,
Japan and Germany.

One of the most striking growth areas has
been in home ownership. In the 1950s only
30% of people owned their own homes and
the rest rented. Today those figures have
been reversed.

BY THE END OF 2005 THE ECONOMY HAD EXPERIENCED
MORE THAN 50 CONSECUTIVE QUARTERS OF GROWTH.

There have been a million new homeowners
since 1997, which represents a 9% increase
in the numbers of homes owned, and most
of that has occurred in the least prosperous
areas.
Home ownership is more common in the UK
than in North America and most of Europe.
In the UK it is highest in Northern Ireland
and lowest in Scotland.

Home ownership in the UK
Owner occupied:
Privately rented:
Housing assoc:
Local authority:

1981
58%
11%
2%
29%

1992
66%
10%
3%
21%

2002
70%
10%
7%
13%

SOURCE: UNIVERSITY OF YORK CENTRE FOR HOUSING POLICY.

Whilst seven out of ten households now own their own home in the UK, one in three rent.

T H E U K ECO N O MY

Consumer durables
Telephone
Microwave
CD player
Mobile phone
Home computer
Tumble dryer
Dishwasher

1998-99
95%
79%
68%
27%
33%
52%
23%

2003-04
92%
89%
87%
78%
62%
57%
32%

SOURCE: OFFICE FOR NATIONAL STATISTICS.

Birmingham’s eye-catching Bullring Centre boasts 160 shops and 25 new restaurants, making it one of the
largest urban retail developments in the UK.

Consumer spending

Income distribution

Increased wealth has led to more spending
on consumer items, with satellite/cable TV
ownership rising from 18% of households
in 1996 to 48% in 2003 and mobile phone
ownership up from 58% of households in
2000 to 76% in 2003.

In the 1980s income inequality increased
but between 1994/95 and 2002/03 income
distribution was broadly stable. Disposable
income grew by over a fifth (in real terms) in
that period for both those on higher incomes
and those at the bottom end.

INCREASED WEALTH HAS LED TO MORE SPENDING ON
CONSUMER ITEMS... MOBILE PHONE OWNERSHIP ROSE
FROM 58% OF HOUSEHOLDS IN 2000 TO 76% IN 2003.

Mobile phone ownership rose from 27% in 1998-9
to 78% in 2003-4.
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Economic management and public spending

The UK has moved away from
the “boom and bust” economy
of previous decades to one that
is based on tough decisions on
inflation, new fiscal rules and hard
public spending controls. That
has resulted in economic stability,
impressive growth and high
employment. Indeed, in 2005
the OECD commented that
“macroeconomic performance over
the last decade has been a paragon
of stability”.

A new monetary and fiscal framework,
including Bank of England independence,
has become known as the “British model”
and contributed dramatically to the UK’s
economic success.

The role of the Treasury
The Treasury is the government department
with prime responsibility for economic
policy, particularly tax and spending, as well
as setting the inflation target for the Bank
of England. It is also responsible for wider
economic policy and the stability of the
financial system. It works in partnership
with other departments such as Trade and
Industry and Work and Pensions, and the
Financial Services Authority.

Bank of England independence
The first act of the incoming government in
1997 was to give up its power to set interest
rates, which became the role of the Bank
of England’s independent monetary policy
committee. This widely praised decision took
interest rates out of the political sphere and
has helped the UK government achieve its
inflation target of 2%, as well as its wider
economic objectives.

Role of the monetary policy
committee (MPC)
This committee sets an interest rate it judges
will enable the government’s inflation target
of 2% (on a consumer price index basis)
to be met. The MPC is made up of nine
members - the governor, the two deputy
governors, the Bank’s chief economist,
the executive director for markets and
four external members appointed by the
Chancellor.
The MPC meets every month to make a
decision on interest rates, after receiving
an extensive briefing on the economy
from Bank of England staff.

Fiscal framework
The Code for Fiscal Stability sets out key
principles governing fiscal management.
These include transparency in setting fiscal
policy and responsibility in the management
of the public finances.

HM Treasury is largely responsible for government economic policy.

T H E U K ECO N O MY

London is the global centre for trading international
equities and bonds.

Public spending

The “golden rule”

The incoming government in 1997 radically
reduced national debt and in one year alone
the UK paid off more debt than all the debt
cumulatively repaid in the previous 50 years.
As a result the country reduced its national
debt from 44% of national income in 1997
to 34% in mid-2005, giving it the lowest
debt burden of all its major competitors.

The government is committed to a prudent
fiscal policy. Under the “golden rule”, over
the economic cycle the government will
borrow only to invest and not to fund current
spending. Under the sustainable investment
rule national debt will be maintained below
40% of national income during the economic
cycle. These rules allow flexibility and are
the foundation of the public spending
framework.

Lower debt and lower interest rates mean
debt interest takes up a lower proportion
of government spending and more can be
spent on areas like health and education.

THE COUNTRY REDUCED ITS NATIONAL DEBT FROM
44% OF NATIONAL INCOME IN 1997 TO 34% IN MID-2005.

C A SE ST U DY
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The role of the Governor of the Bank of England
The Governor of the Bank of England has one of the most
influential positions in the UK and has a similar role to the
chairman of the US Federal Reserve. He or she is a civil
servant and usually appointed from within the Bank.
As well as running the Bank, the governor chairs the monetary
policy committee that sets interest rates.
The current governor is Mervyn King, who was previously
deputy governor. Before joining the Bank Mervyn King taught
at Cambridge and Birmingham universities and was professor
of economics at the London School of Economics.
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Economic management and public spending continued

Spending priorities
Lower debt-interest payments and lower
unemployment costs in terms of social
security spending mean more money for
public services. In education, since 1997
the government has doubled investment per
pupil to £5,000 a year, while spending on
the National Health Service (NHS) has been
growing at a real rate of more than seven
per cent a year.

Where taxpayers’ money is spent
Total public spending 2005-06 £519 billion
Social protection
Personal social services
Health
Transport
Education
Defence
Debt interest
Industry, agriculture,
employment and training
Public order and safety
Housing and environment
Other expenditure

146bn
23bn
90bn
20bn
68bn
28bn
26bn
20bn
31bn
16bn
49bn

*FIGURES MAY NOT SUM TO TOTAL DUE TO ROUNDING.
SOURCE: TREASURY PROJECTIONS.

The new Clinical Services Building at University Hospital, Walsgrave in Coventry, West Midlands is an example
of a private finance initiative (PFI).

Public-private partnerships
A key element in the government’s strategy
for delivering high-quality public services
is public-private partnerships, also referred
to as the private finance initiative (PFI).
Under the PFI private companies provide
assets or services to public sector
purchasers. These include schools, roads,
hospitals and tube line maintenance and
management.

SPENDING ON THE NATIONAL HEALTH SERVICE (NHS)
HAS BEEN GROWING AT A REAL RATE OF MORE THAN
SEVEN PER CENT A YEAR.

The benefit for the public sector is that it
can harness private sector efficiencies and
management skills and that because the
private sector puts its own capital at risk
there is more incentive for deals to be
completed on deadline and on budget.
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The main sources of government

Income tax

revenue are:

This is charged on all income originating in
the UK and on all income arising abroad of
people resident in the UK. There are around
30 million income tax payers, including 3.4
million at the starting rate of 10%, 22 million
at the basic rate of 22% and 3.4 million at
the higher rate of 40%.

• taxes on income, which include
personal income tax, corporation
tax and petroleum revenue tax
• taxes on spending, which include
VAT (value added tax) and
customs and excise duties

Corporation tax

• national insurance contributions
• taxes on capital, which include
inheritance tax, capital gains tax,
council tax and business rates

This is payable by companies on their
income and capital gains. The main rate of
corporation tax is 30%, levied on companies
with annual profits over £1.5 million.
The small companies’ rate is 19%.

Capital gains tax (CGT)
Payable on gains realised from the disposal
of assets, above the exempt amount. For
individuals CGT is payable at 10, 20 or 40%,
depending on the person’s marginal income
tax rate.

Where taxes come from
Total receipts 2005-06 £487 billion
Income tax
National insurance
Excise duties
Corporation tax
VAT
Business rates
Other
Council tax

138bn
83bn
41bn
44bn
76bn
19bn
65bn
21bn

SOURCE: TREASURY PROJECTIONS.

At present there are around 30 million tax payers in the UK.

HM Revenue and Customs
(HMRC)
In 2005 the Inland Revenue and Customs
and Excise were united to create a single
tax-gathering department called HM Revenue
and Customs.
The new merged body will bring key benefits:
• improvements for customers through new,
joined-up services
• making better use of information across
HMRC, which will improve compliance
and crack down on abuse
• efficiency improvements, with integration
reducing 3,000 posts out of total savings
in HMRC of 16,000 posts by 2007-08

