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Fiscal targets: 2 for 12 years 
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Fiscal targets: 2 for 12 years and then 16 in 10 years
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Fiscal targets: 2 for 12 years and then 16 in 10 years, often missed
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The new government’s fiscal targets
Current budget target
• Current budget balance or surplus in the third year of each forecast

‒ allows borrowing for investment and for temporary reasons
‒ allows policy time to adjust gradually to permanent shocks 

Two additional targets unlikely to bind for now
• Investment spending cannot exceed three per cent of national income 

‒ places a ceiling on overall borrowing
• If debt servicing costs exceed six per cent of revenues, re-evaluate 

investment plans
‒ Similar to IMF debt sustainability assessments  

The Conservative manifesto also promised that the debt burden 
would fall over the Parliament.
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Cuts to spending, and a rise in current receipts, have brought 
borrowing to below its pre-crisis level
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First current budget surplus in seventeen years
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The investment ceiling
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Even with increases proposed in the Conservative manifesto, there is plenty of 
headroom against the 3% ceiling.
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Conservative 
manifesto

Ceiling



The debt interest ceiling

0

2

4

6

8

10

12
19

80
-8

1
19

82
-8

3
19

84
-8

5
19

86
-8

7
19

88
-8

9
19

90
-9

1
19

92
-9

3
19

94
-9

5
19

96
-9

7
19

98
-9

9
20

00
-0

1
20

02
-0

3
20

04
-0

5
20

06
-0

7
20

08
-0

9
20

10
-1

1
20

12
-1

3
20

14
-1

5
20

16
-1

7
20

18
-1

9
20

20
-2

1
20

22
-2

3

Pe
r c

en
t o

f r
ev

en
ue

s

Unless interest rates were to rise sharply, the debt interest rule will not bite in the 
near future.
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Forecast

Ceiling

Central government debt interest, net of APF

Between the Second World War and 
the turn of the century, the ceiling 
would have been breached in every 
year but one.



Meeting the current budget target?

Forecast current budget deficit
• OBR’s restated 2019 forecast incorporates methodological and 

classification changes
• Add Spending Round 2019 and multi-year settlements for the NHS and 

schools in England
• Add impact from Conservative manifesto: modest spending increase 

more than matched by tax rises
• Adjust for Bank of England’s weaker January 2020 growth projection
• Assume favourable outturn for borrowing this year persists

Meeting the new fiscal targets?



Current budget close to balance for whole forecast period
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The current budget deficit in the target year of 2022-23
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Average forecast 
difference 3 years out: 
£30bn in today’s terms



Borrowing forecast
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forecast

Current projection

Outturn

£38bn



Debt
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Excluding Bank of England

Including Bank of England

and a 1% current budget deficit
with investment at 3%



Conclusions

Very different amounts of headroom on day-to-day and investment 
spending
• Investment spending could be increased by much more than proposed 

in the 2019 Conservative manifesto
• Target requires any tax cuts or increases day-to-day spending to be 

matched by tax rises or spending cuts elsewhere

Meeting the new fiscal targets?

The latest Conservative fiscal targets join a fast-growing set of 
targets, most were quickly abandoned
• Rolling current budget target has much to commend it
• Abandoning December’s fiscal targets in March would undermine 

credibility



A look ahead to the March 2020 Budget
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One Birdcage Walk, London

@TheIFS


	A look ahead to the March 2020 Budget
	Meeting the new fiscal targets?
	Fiscal targets: 2 for 12 years 
	Fiscal targets: 2 for 12 years and then 16 in 10 years
	Fiscal targets: 2 for 12 years and then 16 in 10 years, often missed
	The new government’s fiscal targets
	Cuts to spending, and a rise in current receipts, have brought borrowing to below its pre-crisis level
	First current budget surplus in seventeen years
	The investment ceiling
	The debt interest ceiling
	Meeting the current budget target?
	Current budget close to balance for whole forecast period
	The current budget deficit in the target year of 2022-23
	Borrowing forecast
	Debt
	Conclusions
	The outlook for public spending
	A Spending Review is coming this year�
	Departmental day-to-day budgets will see a considerable real increase between this year and next…
	…but if the Chancellor does not find extra funding, some areas could face cuts after next year
	Day-to-day spending outside of health has fallen substantially since 2010
	The outlook for investment spending
	Government investment is already at high levels by recent historical standards
	The government tends to undershoot its capital spending plans�
	The government tends to undershoot its capital spending plans
	The government tends to undershoot its capital spending plans�
	The regional distribution
	Investment spending per head is highest in London
	Higher investment spending in London is driven in large part by transport
	The regional imbalance in investment: how did we get here?
	Overall spending per head is lowest in the East Midlands, South East and East of England
	The UK is reliant on tax revenues from London and the South East
	The UK is reliant on tax revenues from London and the South East
	Only London, the South East and the East of England had a net fiscal surplus last year
	The UK public finances are increasingly reliant on London and the South East�
	The outlook for benefits spending
	The outlook for public spending: a summary
	Tax: what can we expect?
	Already due to happen in April
	Increasing the NICs threshold
	Cancelling the corporation tax cut
	Other manifesto promises
	Reviews promised
	Aspirations
	Tax rises tend to follow elections
	Aspirations
	Entrepreneurs’ relief
	Tax relief on pension contributions
	‘Mansion tax’
	Sources of UK tax revenue
	Sources of UK tax revenue
	Sources of UK tax revenue
	Sources of UK tax revenue
	Sources of UK tax revenue
	Sources of UK tax revenue
	Sources of UK tax revenue
	Conclusions
	Potential trade arrangements with the EU
	Introduction
	EU is UK’s most important trade partner
	Measuring the depth of trade agreements
	Slide Number 62
	Slide Number 63
	Slide Number 64
	Slide Number 65
	Slide Number 66
	Slide Number 67
	Slide Number 68
	Slide Number 69
	Slide Number 70
	Slide Number 71
	Slide Number 72
	Slide Number 73
	Slide Number 74
	% of total employment GB LAs in 2018
	Slide Number 76
	Conclusion
	Starting levels: how geographically unequal are we, and is geographically inequality increasing? 
	Regional inequalities
	Big differences in productivity across the UK
	Big differences in productivity across the UK
	Big differences in productivity across the UK
	Translate into significant differences in mean full time earnings
	Smaller differences in median earnings
	The tax and benefit system acts to reduce geographic income inequalities... 
	As do differences in housing costs 
	As do differences in housing costs 
	As do differences in housing costs 
	Productivity in London and rUK grown at same rate since early 2000s...
	... but earnings have done better outside London, driven by post-recession period...
	... and picture for median household income depends on treatment of housing costs
	Clear increase in geographical inequality in mean household wealth
	Clear increase in geographical inequality in mean household wealth
	Local inequalities
	Significant inequality within regions
	Significant inequality within regions
	Significant inequality within regions
	Significant inequality within regions
	Significant inequality within regions
	Trends for different kinds of places
	Key takeaways
	Key takeaways 
	Key takeaways (II)
	A look ahead to the March 2020 Budget



