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LEWIS: Now Alistair Darling, you set out your plans in the Budget clearly, but what 

is there new for people on tax and benefits in the manifesto?  

DARLING: What we want to do is achieve three things. Firstly we want to 

encourage people to save and to have a good pension in retirement, and the manifesto 

promises the restoration of the earnings links with pensions from 2012 as well as 

automatically enrolling people into personal accounts, so they can save for their 

retirement. The second thing we wanted to do was to make sure that work pays. 

That’s been an article of faith for us for the last 10 years and we’ve got a new measure 

that will ensure that for  people who’ve been out of work for 6months, we can 

guarantee there’ll be £40 a week more for the first 6 months of their working. And 

then of course in relation to children, we’ve extended the help we give to families 

with young children. There’s nearly 6 million families now benefiting from tax 

credits; and both in the Budget and in the manifesto, we want to build on that. So I 

think those are three areas - pensions and savings, making work pay, helping families 

with children - that are absolutely central to everything we want to achieve. 

LEWIS: You mentioned pensions and pensioners. A lot of pensioners of course were 

very upset that you didn’t raise all the state pension in April. SERPS and other bits 

were frozen, weren’t they? 

DARLING: Yes, what happens is that all these allowances are indexed to the Retail 

Prices Index from September each year. That’s been the policy for a long, long time 

now. Now last September, for the first time in a long, long time, inflation was actually 
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negative, and in theory allowances would have been reduced, which would have 

resulted in the absurd situation where people were actually getting less money. So 

what I decided to do last autumn - and I announced this in the Pre-Budget Report in 

December, was to freeze the allowances because otherwise they’d have gone down. I 

know that sounds complicated, but that’s just simply the way the index system 

operates. 

LEWIS: Yes, but you didn’t actually announce that. You said you would increase the 

basic state pension by 2.5%, and people took that to mean SERPS and everything 

else. But in fact you froze SERPS, but you put up the basic pension. People felt short-

changed. 

DARLING: Well I did announce that the pension was going up, but also … 

LEWIS: But you didn’t announce the other bits would be frozen. 

DARLING: It was all published with the Pre-Budget Report last December. But you 

know this was an issue, I remember at the time - it was again in the Budget - where 

you know I’ve simply made it clear that if I had not frozen those allowances, the 

effect would have been to have increased the amount of money paid in tax or to 

reduce the amount that people got in their pensions, and I didn’t want that to happen. 

It’s just one of these things that happened. In this country people will know that 

inflation has always been the number one problem. But in recent times far from it - 

inflation has been low - and last autumn actually, we were in a situation where we 

thought there was a period we might be actually going into deflation. That’s why we 

had to do something about those allowances. 

LEWIS: You did say in your manifesto “tax credits will be increased, not cut.” A lot 

of the money of tax credits goes to people who could not be called poor by any stretch 

of the imagination: people with earnings of £50,000; many, many people with 

£30,000 and £40,000 incomes and childcare.   

DARLING: But not everybody gets a very large sum. It’s tapered out. You know I 
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know that you know the Conservatives, for example, have proposed saving about 

£400 million. If you do that, it means people over a household earning over £31,000 

wouldn’t get tax credits, and I think that that is too low. The average amount you get, 

people with children, is about £3,600. But I do think that at a time when you know 

families, many families are feeling the pinch - everybody knows that when you’ve got 

young children, they’re you know expensive to cater for - I think the fact that we’re 

helping nearly 10 million children is a good thing. Now you know in any system if 

you taper it out, there will be cases where people with you know perhaps larger 

families on higher incomes may benefit; but I do think to start you know really 

making substantial cutbacks on that, you don’t have to go too far before you actually 

start help… cut … hurting families who are not actually earning that much. 

LEWIS: Benefits to one side. They’re an expenditure. On the other side is the 

government’s income, the amount you tax us. Why have you ruled out so many tax 

rises given the extent to which you have to cut the overspend? 

DARLING: Well the promises we’ve made on income tax and on the scope of VAT 

are exactly the same promises we’ve made in the last three elections on the basic and 

higher rates of income tax, and we’ve also said … you know, as I said, we wouldn’t 

extend the scope of VAT to children’s clothing or anything like that. 

LEWIS: Though of course despite the promise last time, you did introduce a new top 

rate of 50%, didn’t you? 

DARLING: I was just going to come onto that. I think in the extraordinary conditions 

that we and other countries have come through where I had to take action to start 

getting our borrowing down and where I took the view that it was right that those 

who’d done you know fairly well over the last 10 years and who had the broadest 

shoulders should bear a greater share of the burden, I introduced that tax rate, which 

of course came in 3 weeks ago. So you know that is an extraordinary set of 

circumstances. I didn’t want to have to raise the top rate of tax, but I felt it was fair to 

do it because you know a lot of people on pretty modest incomes are feeling the 

pinch. And you know we’ve got to do something to get our borrowing down because 
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that’s a cost on all of us, so that’s why I made that decision. But the general tax 

promises we’ve made are exactly the same ones we’ve made in the last three 

elections. Of course no chancellor is going to get into a situation where you go 

through every single aspect of the tax system and rule out any change for 5 years. 

That would plainly be a very silly thing to do. 

LEWIS: Yes and these promises are presumably also subject to extraordinary 

circumstances causing changes in them. What about VAT? That’s something that 

other parties have talked about and which you may well have to raise as well, mayn’t 

you? 

DARLING: Well you recall that we were just talking about my decision to put up 

income tax for the people on the highest rates. My plan to halve our deficit within a 4 

year period is partly based on raising tax - and that’s income tax and national 

insurance - from next year. It’s partly based on reducing public expenditure. In fact 

most of it is met that way. Now if you decide you’re not going to do the national 

insurance increase, for example, that’s another £6 billion a year you’ve got to find 

from somewhere else - another tax or another place. But I did look at VAT, I looked 

at national insurance. I took the view that national insurance was the fairer thing to do 

because people under £20,000 wouldn’t be affected; pensioners obviously don’t pay 

national insurance. And I thought that was a fairer way of doing it. So my reduction 

plan to get the borrowing down, that simply involves those taxes I’ve already 

announced. 

LEWIS: But national insurance is of course a tax on income - though, as you say, it 

doesn’t apply to people who aren’t working. Is there a chance you may have to raise 

that more then if you need more money? 

DARLING: No, I think I’ve made my decision as far as that’s concerned and I don’t 

… 

LEWIS: So that’s it for the parliament? 
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DARLING: No, I said I don’t think … I don’t have any plans and I’m not proposing 

to raise that further. And indeed what I set out in the Budget, and indeed the Pre-

Budget before that, was a clear plan that involved a higher rate of income tax for 

people earning over £150,000; some changes to the tax system for people earning 

over £100,000 and the national insurance system from April of next year. That is my 

proposal to reduce the deficit by half, together with the public spending reductions 

that I’ve referred to. So nothing has changed as far as that’s concerned. 

LEWIS: And of course freezing inheritance tax, which with rising house prices will 

bring back the fear of this tax for many people, won’t it? 

DARLING: Well I decided that it was fair to do it. I honestly don’t think it can 

possibly be a priority at the moment, you know as the Tories are suggesting, to give a 

priority to you know people who leave quite large estates. I think everybody knows 

that having come through a period where our tax revenues dropped dramatically 

because of the banking crisis and because of the downturn, and we’ve had to support 

the economy in the meantime to stop unemployment being higher and to stop 

businesses from going down, everybody knows that at some point this has got to be 

paid for. And people who tell you that you can get something for nothing, you should 

have a good, long, hard look at them. So, yes, and I thought you know if I look at all 

the things that you could do, I thought that freezing the allowance on inheritance tax 

was a fair way of doing it and you know people now know what the position is for 

you know much of the next parliament. 

LEWIS: And the other side of course of your plans to reduce the overspend, the 

annual overspend, is cutting expenditure. Now if you look at all the things you’re 

protecting - the National Health Service, policing, schools and of course things like 

the state pension and public sector pensions - you’re going to have to cut other things 

by a huge amount, aren’t you? 20% according to the Institute for Fiscal Studies. 

DARLING: Well, firstly, I’ve said on many occasions that we are going to have to 

reduce public expenditure. There will be programmes that will have to be put off or 

postponed. On top of that, of course you’ve got to make sure you’re more efficient, 
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more effective, and make sure every pound is spent wisely. But exactly the effect of 

public expenditure reductions will depend on how much we think we can spend as a 

country over the next 3 years. And you know I’ll just give you an example of some of 

the volatility, some of the changes that will influence these things. Unemployment 

now is substantially less than was feared a year ago. That means we’re going to spend 

less on unemployment benefit. Hopefully we’ve got more people in work. They’ll be 

paying more tax. Equally what we pay in debt interest has come down over and above 

that which we thought even last year. 

LEWIS: But that’s going to go up substantially, isn’t it? 

DARLING: Well because debt is going up, you will pay more. But the rate, the 

actual amount, the interest rate if you like government has to pay is actually less than 

we thought. So … 

LEWIS: But it’s gone up from 3% to 4% according to EU figures. 

DARLING: Yuh, but if your debt goes up (as inevitably it will after a period like this, 

and you know every other country in the world has got exactly the same problem) but 

the amount we’re paying - which the markets, you know they change you know just 

about every week on this - that means that we’re paying less than we were. You’re 

still right though - we are paying more. But it comes back to the same point you were 

asking me about. Yes, some taxes have had to rise whether it’s the inheritance tax 

threshold, whether it’s the rate for the top people. What I’m saying to you though is 

that if someone else comes along and says look, you don’t have to pay all this, then 

you know it means you’ve got to get it back from somewhere else. 

LEWIS: Sure. Leave aside other people, but coming back to your cuts. All you say in 

your manifesto is cuts to lower priority spending, cuts to lower priority issues, 

overhaul government work, cutting back office. Of course you’ll do all that. What are 

the substantial cuts you’re going to make to do that 20% cut outside the preserved 

areas? 
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DARLING: Well, as I was saying to you, the actual amount that will be available to 

spend on those areas that are not immediately protected will depend upon the overall 

envelope that I think we can afford over the next 3 years. And I was explaining to you 

there are a lot of moving parts on that, and that’s a decision we couldn’t have taken in 

the last year because there was so much volatility. The current public spending round 

runs out in April of next year, so we’ve clearly got to do a spending review this year. 

But it isn’t possible at this stage for me to say precisely what programme would go 

ahead, what would not. What we can say - and you know we’ve already announced a 

number of things not going ahead and various IT projects and so on. We’ve said to 

universities, for example, look we’ll help you become more efficient but, like every 

other organisation, you need to be more efficient than you were in the past. So the 

position will be tighter than it’s been in previous rounds. But, remember, this is off a 

base where public expenditure is nearly double what it was 10 years ago. 

LEWIS: Do you wish the government had listened to the IMF in 2003 when they 

warned that you would break your rules if you didn’t cut spending? 

DARLING: Well you have to remember in 2003, there were very, very few people 

saying that we shouldn’t be spending more on schools and hospitals. 

LEWIS: (over) Well the IMF were. 

DARLING: They were making a general observation about you know how much 

government was spending. And actually if you look at the year just before the crisis 

you know hit us and everybody else, the amount of borrowing we had you know over 

and above what you’d expect you know in poor economic circumstances was actually 

quite low. 

LEWIS: (over) But that’s precisely what the IMF was warning about. They were 

warning about the level of borrowing. 

DARLING: They issued a general level, but at that time yes we were borrowing 

money but we were doing it to … For example, people know there have been new 
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schools and hospitals; on the railways, for example, where you know literally the 

system had been falling apart. And up until the time when we saw this huge drop in 

our revenues when the banking crisis hit us - and there weren’t many people who 

foresaw the sheer scale of that - up until that time, the borrowing levels we had were 

manageable. We were able to service it. We went into this with lower debt than many 

other large countries. But clearly as a result of what’s happened to us in the last 

couple of years, we’ve had to take and will have to take very substantial action to 

make sure that as a country we can get back into a stable financial situation, live 

within our means, but at the same time protect those services that really do matter to 

people like the health service or their children’s education, for example. 

LEWIS: We’ve had people asking us about pensions, Chancellor. In 1997, one of the 

first acts was to stop the tax credit on pension funds. That took three and a half to 5 

billion a year out of pension funds. Was that a mistake? 

DARLING: Well look what happened in 1997 - yes we did change the way in which 

corporation tax was paid, and … 

LEWIS: (over) But was it a mistake? 

DARLING: No, I don’t think it was because firstly at the time many people were 

saying that the system needed to be simplified. If you look at when pension funds 

started to be affected, it wasn’t as a result of the changes that were made in 1998. It 

happened about 2 or 3 years later when you know a whole lot of issues came to a 

head. There was the collapse of the stock market in the wake of the dotcom bubble. In 

addition to that, actuaries suddenly woke up to the fact that as a country we were 

living longer and, therefore, that some of the assumptions made about the cost of 

pension funds changed. There was a whole lot of different things happening at that 

time. And indeed I remember the changes that were made in 1998. They did initially 

… Whilst they took some money out of the system, they put it back in again. And at 

the same time we cut corporation tax at that time, which of course that affects the 

profitability of companies. And as pension funds are one of the biggest shareholders, 

that would have had a positive impact on them. So I don’t accept the argument that’s 
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put that somehow everything that happened to the pension funds was the fault of what 

happened in 1998. That simply wasn’t the case. 

LEWIS: But whatever is the reason, final salary pensions are declining outside the 

public sector. Is the cost of public sector final salary schemes sustainable - paid for in 

many cases by taxpayers who don’t have a pension? 

DARLING: Well that’s one of the reasons that we’ve announced reforms to the 

public sector pension scheme that’s saving about a billion pounds a year. And for 

people coming into the system now, if they want enhanced benefits, then they have to 

pay for them and the schemes have been changed so that people have to work longer 

than they did in the past. But you’re absolutely right - I do think there needs to be a 

proper balance, and proper relationship if you like, between public and private sector 

pensions because at the end of the day it’s a matter of simple fairness. 

LEWIS: So more cuts in public sector pension? 

DARLING: No. I’ve already announced in the pre-Budget Report last year the 

changes that we were going to make, and these are changes that were negotiated over 

the last couple of years or so. 

LEWIS: And that’s enough? That’s all you have to do? 

DARLING: In relation to any pension system, of course you will have to keep it 

under review because you know generally we’re an ageing society, but you do have to 

make sure that the relationship between contributions and benefits is kept in line. But 

you’re asking me specifically about the changes I’ve made. I announced what was 

necessary and those changes will be implemented. You know if in the future further 

steps are required, then that will be done and there need to be the necessary 

negotiations and discussions to enable that’s done properly. 

LEWIS: Many people want more freedom if they save up for their own pension with 
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what they can do with that money. Are you going to scrap the rules that mean most 

people have to buy an annuity at the age of 75? 

DARLING: No. We’ve looked at this from time to time. And actually it is a minority 

of people who could actually you know afford or are in a position to go beyond 75 to 

change the annuity rules. The whole point of the annuity rules are to ensure that if you 

get tax relief for a pension, then that’s what it’s used for. I think you get into some 

difficulty if you get into a situation where you give tax relief for a particular purpose 

and then the money ends up being used for something different. Now you know … 

LEWIS: So no change then? 

DARLING: No, we’re not proposing any change from this at the moment. 

LEWIS: Let me ask you another question many listeners have asked about low 

interest rates. They’ve saved up. Their money’s in the bank. They should be able to 

use the interest to boost their income, but of course they can’t because interest rates 

are so low. 

DARLING: Yeah, unfortunately it’s a fact of life you can only have one you know 

general interest rate, and interest rates at the moment are low and they’re low for a 

purpose. Because otherwise you know if we don’t get growth, then we won’t get the 

income being generated that will you know ultimately service the pensions that we’ve 

just been talking about. 

LEWIS: One thing you could do is cut the tax on savings interest, particularly for 

people over pension age. It’s taken off automatically and you’ve taken £200 million 

more than you should have done. 

DARLING: Well, firstly, we have increased the age allowance, the personal 

allowance that people over 65 get. It’s now £9,490, which, compared with people of 

working age, the allowance is just over £6,400. And for people who are over 75, 
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we’ve raised it to just over £9,600 and it will go up to over £10,000 for many people 

over the age of 75. So we’ve tried to help there. We’ve also increased the ISA limit to 

£10,200 this year. 

LEWIS: But only for investments, not for cash. 

DARLING: Well the cash, you can save up to half of that in cash. 

LEWIS: Why not all of it? 

DARLING: Well because what we want to do is to strike the right balance between 

cash and other investments. That’s something we will keep under review. But I am 

very aware of the fact that there are many older people who it’s not just that they’ve 

got their pension, but they’ve also got savings; and you know of course when interest 

rates are low, you know their income goes down. I think the other thing that you know 

I wouldn’t want to overlook - and I know that not everybody qualifies - but the 

pension credit, which I think was a major step forward in ensuring that people who 

got modest incomes saw some reward for their saving, which we introduced almost 10 

years ago now … 

LEWIS: (over) Though of course millions don’t claim it, do they, who could? 

DARLING: Well a lot of people do. 

LEWIS: More do than don’t, but a lot don’t. 

DARLING: Well it’s up to each individual you know what they choose to claim 

because it is their entitlement. But I do know that the fact you’ve got a pension 

guarantee, which means that pensioners don’t need to live on less than £132 a week if 

they’re single and a couple £200 a week, that does make a huge difference to many, 

many pensioners living in this country. I know that because you know, as you might 

expect, I meet many of my constituents who get their pension credit and they do gain 
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from it, and it’s something that I think is very, very important. That and of course the 

winter fuel payment. 

INTERVIEW ENDS 

12 
 


