
 

 

 

 

 
 

 
 

Keeping official fiscal forecasts honest 

 
Creating a new independent body to forecast the public finances could help 
keep the interest rates at which the government is able to borrow low, Robert 
Chote, the Director of the Institute for Fiscal Studies, will argue in the Scottish 
Economic Society / Royal Bank of Scotland Annual Lecture in Edinburgh this 
evening. But such a body would need to be willing and able to resist political 
pressure at a time when fiscal policy is likely to be unusually controversial 
and fiscal forecasting unusually difficult. 
 
There are a number of ways in which the fiscal forecasting process could be 
made more independent. The Conservatives have proposed an Office of 
Budget Responsibility (OBR) and the Government is likely to move at least 
some way in this direction in its promised Fiscal Responsibility Act. The most 
likely model for the OBR may be the creation of a new independent body to 
forecast the public finances in parallel with the Treasury. A cheaper, but 
perhaps less convincing, option would to make civil servants rather than the 
Chancellor responsible for Treasury forecasts, as in New Zealand. 
 
The primary responsibility of an OBR should be to keep government fiscal 
reporting and forecasting honest, although it would also give advice on the 
fiscal policy decisions in Budgets and PBRs. Desirable features would include: 

 A well-focussed and relatively narrow mandate set out in statute;  
 Guaranteed access to the same information as Treasury forecasters; 
 A focus on fiscal forecasting rather than macroeconomic forecasting; 
 An approach that addresses uncertainty explicitly and avoids bias; 
 Offering advice based on the probabilities of meeting fiscal goals; 
 Eschewing advice on the choice between tax and spending changes; 
 A small Board seeking consensus, rather than holding formal votes; 
 Appointments and operating budgets longer than a parliament. 

 
Interesting design questions include: 

 Whether the OBR should make its own best forecast or whether it 
should explicitly ‘audit’ the most recent Treasury forecast? 

 Whether the OBR should be willing to tell the Chancellor how it 
would respond to a Budget forecast before he finalises it? 

 Whether the OBR should confine itself to forecasting different tax and 
spending streams, or also the impact of specific policy measures? 

 Whether the OBR should look only at the Government’s plans, or also 
at Opposition party plans (especially before general elections)? 

 
If an OBR had been in existence over recent years it might have discouraged 
Gordon Brown from persevering with fiscal forecasts that most independent 
analysts thought over-optimistic from 2002 onwards. If he had taken steps to 
strengthen the public finances earlier, the UK would have confronted the 
financial crisis with somewhat lower government borrowing and debt, and 
perhaps with the public and investors seeing fiscal promises as more credible. 
 



 

But this would not have avoided the need for a big fiscal tightening over the 
next few years. As in the early 1990s, the need for a tightening does not just 
reflect the puncturing of politically inflated revenue forecasts, but a judgment 
that the economy is going to be permanently and significantly smaller in 
future than previously expected. An OBR is unlikely to have avoided this. 
 
An independent budget watchdog might help take the politics out of fiscal 
policy in the same way that the independence of the Bank of England took the 
politics out of monetary policy. But it would likely have a rougher ride in its 
early years. The Bank had the advantage that it was made independent at a 
time when inflation was near its target and was to turn out much more stable 
than anyone expected. An OBR would come into being when the pace of fiscal 
tightening is highly controversial and when fiscal forecasting is likely to be 
unusually difficult, thanks to the very uncertain outlook for the economy and 
the prospect of significant tax and spending changes with uncertain effects. 
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http://www.ifs.org.uk/bns/bn87.pdf


 

 

 

 



 

 

 

 

 

 



 

 

 

 



 

 

 

 

 

 

 

 



 

 

 

 

 



 



 


