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Foreword

Since the publication of the Budget and the accompanying OBR forecast it has
become clear that the UK, along with the rest of the world, is facing significant
economic disruption in the wake of the Covid-19 pandemic. The government’s careful
management of the public finances means that it is well placed to deal with the
challenges posed by Covid-19. The government has announced unprecedented
support for businesses and workers to protect them against the current economic
emergency caused by the Covid-19 outbreak.

The global economy has been hit hard by the spread of Covid-19 and the
accompanying containment measures. Early data releases suggest the short-term
impact of Covid-19 on the global economy may be significantly larger than that of
the global financial crisis.

The UK is facing significant economic disruption, but the underlying causes of this
disruption will pass. The spread of the virus means that growth in 2020 is going to
be significantly below that of last year, though estimates are highly uncertain. This is
why the government has acted to support people and businesses, to minimise deep
and long-lasting impacts, and to support the economy through this difficult period.
The economic support that is being offered is unprecedented. However, the
consensus both in the government and among external economists is that not taking
these steps would risk the effects of the Covid-19 virus leaving permanent scars on
our economy. The independent OBR have said that “the costs of inaction would
certainly have been higher”.

Spring Budget 2020 was delivered to meet the following fiscal rules:

e to have the current budget at least in balance by the third year of the rolling,
five-year forecast period

e to ensure that public sector net investment (PSNI) does not exceed 3% of GDP
on average over the rolling five-year forecast period

e if the debt interest to revenue ratio is forecast to remain over 6% for a
sustained period, the government will take action to ensure the debt-to-GDP
ratio is falling

The Office for Budget Responsibility’s (OBR) Budget forecast confirmed that the
government delivered the budget within these fiscal rules.

The government made significant progress since 2010 in restoring the public finances
to health; by 2018-19 the deficit had been reduced by four-fifths — from 10.2% of
GDP to 1.8% — and debt brought back under control. The work of the last ten years
in bringing borrowing and debt back under control has ensured the public finances
are well placed to deal with the challenges posed by Covid-19.

However, it is clear that the impact on the economy as a result of Covid-19, and the
government's necessary response to it, will lead to a significant increase in borrowing
this year compared to the OBR's forecast. We expect this increase in borrowing to be



temporary. Under the OBR’s Covid-19 reference scenario’ borrowing is expected to
rise sharply this year, but fall back quickly in 2021-22 as temporary policy costs end
and the economy recovers. The OBR note that the government’s policy response will
have substantial direct fiscal costs, but that the measures taken should help limit the

long-term damage to the economy and public finances — and the costs of inaction
would have been higher.

1 Coronavirus reference scenario, OBR, April 2020
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Chapter 1
Introduction

The Stability and Growth Pact (SGP) requires Member States to provide information
on economic developments in their country for the purposes of the multilateral
surveillance procedure under Articles 121 and 126 of the EU Treaty. Member States
submit either annual Stability Programmes (euro area countries) or annual
Convergence Programmes (non euro area countries) setting out their medium-term
fiscal policies.

On 31 January 2020, the United Kingdom withdrew from the European Union. As
set out in the Withdrawal Agreement, the United Kingdom will continue to apply
the EU acquis, including in matters relating to the European Semester and

the Stability and Growth Pact (SGP), for the duration of the transition. Therefore,
during this period the government continues to submit its Convergence Programme.

The UK cannot face sanctions under the SGP. The UK’s obligation under the SGP is
to “endeavour to avoid an excessive government deficit” as a result of its Protocol to
the EU Treaties (Protocol 15). The Convergence Programme sets out the UK's
medium-term fiscal policies.

The Spring Budget 2020 has been the only major fiscal event since the last
Convergence Programme. The Convergence Programme 2020 draws largely from
the announcements of this publication.

The forecasts for the economy and public finances included in the UK’s Convergence
Programme are prepared by the independent Office for Budget Responsibility (OBR).
Information on the OBR’s mandate is set out in Chapter 4. The forecasts set out in
the Convergence Programme are from the OBR’s March 2020 Economic and Fiscal
Outlook, which was published alongside Spring Budget 2020.

Under Section 5 of the European Communities (Amendment) Act 1993, Parliament
is required to approve the government’s assessment of the UK’s medium-term
economic and budgetary position. This forms the basis of the UK’s Convergence
Programme. The UK presents copies of assessments of its Convergence Programme
to Parliament.

Structure of the Convergence Programme

The first five chapters of this Convergence Programme set out the government’s
policy on the fiscal position, sustainability of the public finances and the macro-
economy, as required by the Stability and Growth Pact Code of Conduct.

Detail on the OBR’s economic and fiscal forecasts is set out separately in Annex A of
the Convergence Programme, drawing upon the OBR’s March 2020 Economic and
Fiscal Outlook Annex B provides details of the financial impact of Spring Budget
2020 policy decisions. Annex C provides supplementary data.

Annex B provides details of the financial impact of Spring Budget 2020 policy
decisions. Annex C provides supplementary data



Chapter 2

Overall policy framework and
objectives

The government published a Budget on 11 March 2020. To fulfil their legal
requirements to publish two forecasts per year, the Office for Budget Responsibility
(OBR) also published a second supplementary forecast in March.

The following chapters are from the Budget 2020 document. Please note that
where these chapters reference the OBR forecast, they refer to the 11 March 2020
forecast.



Budget Report

Economy and Public Finances

1.1 The UK economy has many strengths: a globally competitive tax system, some of the best
universities in the world, is home to many highly innovative firms, and its economic prospects
are underpinned by a strong macroeconomic framework. Since 2010, the economy has grown
faster than France, Italy and Japan. Employment is at a record high and the unemployment
rate is the joint-lowest since 1975. In common with other advanced economies, the UK faces
economic challenges. In the near term, the outbreak of COVID-19 is expected to have a
significant but temporary effect on the economic outlook. Productivity remains weak and is
distributed unevenly across the country; and the transition to a net zero economy by 2050 will
require radical changes in every sector.

1.2 The Budget announces a plan to support the economy over the short term in response
to the COVID-19 outbreak. This includes measures to support public services, individuals
and businesses.

1.3 The Budget builds on the UK's economic strengths and takes steps to address the UK's
long-standing structural challenges. The government is committed to levelling up across the
UK in order to raise productivity and growth in all nations and regions, creating opportunity for
everyone and addressing disparities in economic and social outcomes.

1.4 Since 2010, the government has restored the public finances to health after inheriting
debt that had nearly doubled in two years. The deficit has been reduced by four fifths from a
post-war peak of 10.2%"'of GDP in 2009-10 to 1.8% of GDP in 2018-19.

1.5 With historically low borrowing costs and the public finances in a more secure position,
the government can now increase borrowing for investment without compromising fiscal
sustainability. The Budget provides significant levels of funding for public services to meet the
economic challenges and priorities of today, and to address the long-term challenge of low
productivity growth.

1.6 This increase in spending, which provides the envelope for the upcoming CSR, has been
delivered while meeting a set of fiscal rules that ensures the government is only borrowing

to invest over the medium term, with the current budget in surplus, and that limits public
sector net investment to an average of 3% of GDP, to keep control of borrowing and debt. To
ensure the fiscal framework remains appropriate for the current macroeconomic environment
HM Treasury will undertake a review over the summer and announce any changes by Autumn
Budget 2020.

" Details of the sources of all numerical references, including National Statistics, used in this section can be found in ‘Spring Budget 2020 data sources'.
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Economic context

1.7 The OBR’s economy forecast was closed for new data when the spread of COVID-19 was at
a much earlier stage. As such, the OBR’s forecast includes an estimate of the impact on global
growth, based on the assumption that the spread of the virus would be relatively limited. The
forecast does not reflect the now global spread of COVID-19 or an outbreak in the UK.

Global economy

1.8 The International Monetary Fund (IMF) estimates that the global economy grew by 2.9%

in 2019, down from 3.6% in 2018, and the slowest growth since the financial crisis (Chart 1).
The COVID-19 outbreak is expected to reduce global growth this year. The OBR forecasts that
annual global GDP growth will be 3.0% in 2020, down from 3.6% in its Spring Statement

2019 forecast. This includes an assumption that the outbreak would be “relatively limited” and
its impact on the forecast “largely confined to a modestly weaker outlook for growth in world
trade and the UK's export markets.” The OBR notes that, since closing its global forecast to new
data, “it has become clear that the spread of coronavirus will be far wider than assumed in our
baseline forecast, pointing to a deeper — and possibly more prolonged — slowdown."?

1.9 There have already been clear signs that activity in China, where the outbreak began, has
slowed. In its most recent economic assessment published on 2 March 2020, the Organisation
for Economic Co-operation and Development (OECD) downgraded its forecast for Chinese
growth in 2020 by 0.8 percentage points, to 4.9%.

1.10 Highly integrated just-in-time manufacturing processes across the globe mean that
disruption to Chinese output is likely to affect production globally. Lower Chinese growth will
affect global demand. There will also be spillovers through financial markets and potential hits
to business and consumer confidence.

1.11 The OECD has produced two scenarios. In the ‘baseline’ scenario it assumes the virus is
contained largely in China and revised down expectations of global growth in 2020 from 2.9%
to 2.4%. In a second scenario, assuming broader contagion, the OECD suggests that global
growth could be reduced more significantly in 2020, to 1.5%.

2'Economic and fiscal outlook’, OBR, March 2020.
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Chart 1.1: Global GDP growth
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UK economy

1.12 The OBR closed its forecast before the spread of COVID-19 in the UK, noting that this
means “the precise forecasts for the economy ... can no longer be regarded as central.”3 As an
open economy, the UK will be affected because of the wider impacts the outbreak is having on
the global economy. The OBR’s estimate of the impact on global growth, based on the spread of
the virus being relatively limited, reduces UK GDP growth by 0.1 percentage points this year.

1.13 The impact of a wider spread outbreak of COVID-19 on the UK economy is highly
uncertain. The drivers of any economic impact are health-related factors, including how many
people get infected, the persistence of an outbreak and measures put in place to protect public
health and prevent the spread. There will likely be significant, temporary disruption to the
economy. Disruption could include temporary absences from work and interruptions to global
supply chains, both of which would constrain the UK's productive capacity for a temporary
period. In addition, the economy could be affected by a reduction in consumer spending and
lower business investment, largely reflecting the response to measures to contain the outbreak,
and weaker demand for UK exports.

Growth

1.14 The Office for National Statistics (ONS) estimates that the UK economy grew by 1.4%
in 2019, 0.1 percentage points higher than in 2018. Delays to the UK's departure from the
EU affected the profile of economic activity throughout 2019, leading to volatility in quarterly
growth over the year.

1.15 Growth is distributed unevenly across the UK. England has historically had the highest
GDP growth, averaging 2.2% between 1998 and 2018. Over the same period, Wales grew at
an average rate of 1.7%, while Scotland and Northern Ireland both grew at an average rate

3'Economic and fiscal outlook’, OBR, March 2020.
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of 1.9%. Growth is also uneven at a regional level — London has seen the fastest growth of all
regions, averaging 3.1% between 1998 and 2018, while the North East of England had an
average growth rate of 1.5%, the slowest of all regions.

1.16 Over the forecast, the OBR has revised down its forecast for cumulative GDP growth by
0.5 percentage points, largely reflecting downward revisions to potential productivity and net
migration. The OBR expects GDP growth of 1.1% in 2020, revised down from 1.4% in its Spring
Statement 2019 forecast, with weaker contributions from both consumption and business
investment growth. The OBR expects annual consumption growth to be 1.1% and for there

to be no growth in business investment in 2020 (Chart 1.2). GDP growth is then expected to
increase to 1.8% in 2021 before slowing slightly, reaching 1.4% in 2024.

Chart 1.2: UK GDP - contributions to annual GDP growth
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Source: Office for National Statistics and Office for Budget Responsibility.

The labour market and earnings

1.17 Employment is at a record high. The number of people aged 16 years and over in paid
work was 32.8 million in 2019 and was at a record high of 32.9 million in the three months
to December 2019. The employment rate — the proportion of people aged 16 to 64 who are

in paid work — also reached a record high of 76.5% in the same period (Chart 1.3). The OBR
expects the employment level to increase further over the forecast period, reaching 33.4 million
in 2024.

Budget 2020



Chart 1.3: UK employment and unemployment rates since 19712
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1.18 The unemployment rate — the proportion of the economically active population (those in
work plus those seeking and available to work) who are unemployed — was 3.8% in the three
months to December 2019, the joint-lowest in over 40 years. The OBR expects the annual
unemployment rate to remain at 3.8% in 2020 and 2021, before rising to 4.1% by 2024.

1.19 Every nation and region of the UK has higher employment and lower unemployment
than in 2010. Wales has seen the largest reduction in its unemployment rate since 2010, of
5.6 percentage points. There are 3.9 million more people in work than in 2010, with over
60% of the increase taking place in UK nations and regions outside London and the South
East. Table 1.1 gives national and regional labour market statistics for the three months to
December 2019.

1.20 Earnings growth remains above inflation. Nominal wage growth (including bonuses) and
regular nominal wage growth (excluding bonuses) were 2.9% and 3.2% respectively in the final
quarter of 2019. Over the same period, real total pay growth was 1.4% and real regular pay
growth was 1.8%. The OBR forecasts average earnings to grow by 3.3% in 2020 and rise to
3.6% in 2021.41t then expects growth to fall back to 3.1% by 2024.

1.21 Rising real wages have helped to support the growth of real household disposable income
(RHDI) per head, a measure of living standards. RHDI per head grew by 0.3% in the year to

Q3 2019, down from 1.0% in the year to Q2 2019. The OBR expects annual growth in RHDI per
head of 0.6% in 2020, before reaching 1.1% by 2024.5

“The OBR uses wages and salaries divided by employees to estimate wage growth, and so this will not necessarily correspond to the ONS headline
Average Weekly Earnings measure.

>The OBR’s measure of RHDI per head differs from the ONS’s by including households and non-profit institutions serving households (NPISH) in the
calculations, whereas the ONS measure refers to households only.

Budget 2020



Table 1.1: National and regional employment and unemployment rates (3 months to
December 2019)

Employment rate Unemployment rate
Actual’ Difference Actual? Difference
from UK from UK
average’® average’®
North East 71.1 -5.4 6.1 2.3
North West 75.9 -0.6 4.2 0.4
Yorkshire & the Humber 73.3 -3.2 4.5 0.7
East Midlands 78.4 1.9 3.6 -0.2
West Midlands 75.5 -1.0 4.4 0.6
East of England 78.6 2.1 3.3 -0.5
London 75.5 -1.0 4.3 0.5
South East 80.0 3.5 3.1 -0.7
South West 80.1 3.6 2.8 -1.0
Wales 74.4 -2.1 2.9 -0.9
Scotland 75.0 -1.5 3.5 -0.3
Northern Ireland 72.4 -4.1 2.4 -1.4
United Kingdom 76.5 0.0 3.8 0.0

"Employed people as a percentage of the population (aged 16-64).
2Unemployed people as a percentage of the economically active population (aged 16+).
3 Percentage points.

Source: Office for National Statistics.

Productivity

1.22° YK labour productivity (measured as output per hour) did not grow at all in 2019,
following subdued growth of 0.5% in 2018. This weakness has partly contributed to the OBR's
judgement to revise down potential productivity growth — the underlying rate that determines
how quickly productivity can grow sustainably — by an average of 0.1 percentage points per
year across the forecast.® The OBR does note that “the significant planned increase in public
investment potentially boosts productivity by raising the public capital stock, but we have
assumed that the effect is likely to be felt mainly beyond our forecast horizon.””

1.23 The UK's level of productivity has been lower than that of other advanced economies since
the 1960s. The UK's level of productivity is more than 20% lower than other major advanced
economies such as the US, France and Germany (Chart 1.4). In addition, UK productivity growth
has slowed more since the financial crisis than other advanced economies. UK productivity
growth has averaged 0.3% since 2008, slowing from 2.3% in the decade prior. By comparison,
growth across the G7 has averaged 0.8% since 2008, compared to 1.9% in the decade prior.

5The OBR's productivity growth forecast is based on Non-North Sea Gross Value Added (GVA) per hour, which is different from the ONS productivity
growth measure.
7'Economic and fiscal outlook’, OBR, March 2020.
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Chart 1.4: Comparison of productivity levels relative to US
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1.24 There is wide variation in productivity within the UK. As measured by output per hour,
the only two areas with average levels of productivity above the UK average in 2018 were
London (31.6% higher than the UK average) and the South East (9.1% higher than average).
Productivity can vary significantly within each of the nations and regions as well as between
them (Chart 1.5).

1.25 In the long term, higher productivity remains the only path to sustainable economic
growth and rising living standards. Investing in skills and infrastructure to improve productivity
across the UK permits growth by enabling firms to pay higher wages, offer goods and services
at lower prices, and increase their profits. Productivity improvements, by enhancing economic
growth, are also a fundamental source of long-run growth in tax receipts and the government’s

ability to fund public services. A low average level of productivity — as well as significant variation

between and within regions — are signs of untapped economic potential. The government is
committed to levelling up investment across nations and regions to improve living standards
nationally, as well as to address disparities in economic and social outcomes.

Budget 2020

12



Chart 1.5: Spread of productivity across the UK, 2018234
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Prices

1.26 The annual rate of Consumer Prices Index (CPI) inflation was 1.8% in 2019, down from
2.5% in 2018. Inflation fell through much of 2019, reaching 1.4% in the final quarter of the
year, before increasing to 1.8% in January 2020. The ONS’s headline measure of inflation,

the Consumer Prices Index including owner occupiers’ housing costs (CPIH), was also 1.8% in
January 2020.8 The OBR forecasts CPI inflation to be 1.4% in 2020, gradually rising to 2.1% in
2022 and 2023, and settling at 2.0% by 2024.

1.27 Alongside the Budget, the government and UK Statistics Authority (UKSA) are launching
a consultation, announced on 4 September 2019,° on UKSA’s proposal to address the
shortcomings of the Retail Prices Index (RPI) measure of inflation. The consultation will cover,
among other things, the issue of timing, including whether the UKSA's proposal might be
implemented at a date other than 2030, and if so, when between 2025 and 2030, and issues
on technical matters concerning the implementation of its proposal. The consultation will

be open for a period of six weeks, closing on 22 April 2020. The government and UKSA will
respond to the consultation before the Parliamentary summer recess.

Current Account

1.28 The current account measures the flow of goods, services, income and transfers between
the UK and the rest of the world. In 2018, the current account balance widened to a deficit of
3.9% of GDP from 3.5% in 2017. This was driven by a widening of both the trade and income
deficits. The current account deficit averaged 4.7% of GDP in the first three quarters of 2019.
The OBR expects the current account deficit for the whole of 2020 to be 3.8%. It is then forecast
to remain close to 4.0% of GDP throughout the forecast period.

8CPIH extends CPI to include costs associated with owning, maintaining and living in one’s own home as well as council tax.
°‘Letter from the Chancellor of the Exchequer’, HM Treasury, September 2019.
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Monetary Policy

1.29 The Monetary Policy Committee (MPC) of the Bank of England has operational
independence to set monetary policy to meet its primary objective of price stability and, subject
to that, to support the economic policy of the government, including its objectives for growth
and employment.

1.30 Independent monetary policy is a critical element of the UK’s macroeconomic framework,
alongside sustainable public finances and a resilient financial system. Low and stable inflation
supports living standards and provides certainty for households and businesses, helping them
make decisions about saving, investment and spending.

1.31 The Chancellor is responsible for setting the MPC’s remit. In the Budget, the Chancellor
reaffirms the symmetric inflation target of 2% for the 12-month increase in the CPl measure of
inflation. This target applies at all times.®The Chancellor also confirms that the Asset Purchase
Facility (APF) will remain in place for the financial year 2020-21.

Table 1.2: Summary of the OBR’s central economic forecast (percentage change on year
earlier, unless otherwise stated)’

Forecast
2019 2020 2021 2022 2023 2024
GDP growth 1.4 1.1 1.8 1.5 1.3 1.4
GDP growth per capita 0.8 0.5 1.3 1.1 0.9 1.1
Main components of GDP
Household consumption? 1.3 1.1 1.2 1.2 1.4 1.4
General government consumption 3.6 3.7 2.8 2.1 1.9 2.2
Fixed investment 0.4 -0.8 3.4 2.9 2.0 1.8
Business investment 0.3 0.0 1.8 3.0 2.4 2.3
General government 2.1 1.9 10.9 4.6 1.8 1.2
Private dwellings? -0.3 -4.2 1.5 1.6 1.3 1.2
Change in inventories* 0.1 -0.1 0.1 0.0 0.0 0.0
Net trade* 0.0 -0.1 -0.3 -0.2 -0.4 -0.3
CPl inflation 1.8 1.4 1.8 2.1 2.1 2.0
Employment (millions) 32.8 33.0 33.1 33.2 333 334
Unemployment (% rate) 3.8 3.8 3.8 3.9 4.0 4.1
Productivity per hour 0.0 0.9 1.2 1.2 1.1 1.2

" All figures in this table are rounded to the nearest decimal place. This is not intended to convey a degree of unwarranted accuracy. Components may
not sum to total due to rounding and the statistical discrepancy.

2Includes households and non-profit institutions serving households.

?Includes transfer costs of non-produced assets.

4 Contribution to GDP growth, percentage points.

Source: Office for National Statistics and Office for Budget Responsibility.

©"Monetary policy remit: Budget 2020’, HM Treasury, March 2020.
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Public finances

1.32 Since 2010, the government has restored the public finances to health after inheriting a
deficit at a post-war high and debt that had nearly doubled in two years. The deficit has been
reduced by four-fifths from a peak of 10.2% of GDP in 2009-10 to 1.8% of GDP in 2018-19."
As Chart 1.6 and 1.7 show the cost of government debt as a share of government revenues is
now at a post-war low, due to historically low interest rates on government borrowing.

1.33 With low borrowing costs and the public finances in a more secure position, the
government can support the economy and fund the response to COVID-19 in the short-term
and take action over the medium-term to drive growth and improve public services, without
compromising fiscal sustainability. In addition to short-term support for the COVID-19 response,
the Budget provides for a significant medium-term increase in day-to-day spending on public
services. With historically low borrowing costs, it is right that the government borrows to invest
in the country’s future and address challenges. The government is therefore borrowing to fund
a new set of growth-enhancing policies focused on delivering a step-change in infrastructure
investment, which aims to raise the UK's productivity growth in the long-run.

Chart 1.6: Debt interest to revenue ratio from 1946-47 to 2024-25
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Chart 1.7: Historical quarterly 10-year gilt yields from 1989 to 2019
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Benchmark 10-year Treasury gilt yield from 1989 to year end 2019.

Source: Bloomberg.

The fiscal framework
1.34 This Budget has been delivered to meet the following fiscal rules:

*  to have the current budget at least in balance by the third year of the rolling five-year
forecast period

*  to ensure that public sector net investment (PSNI) does not exceed 3% of GDP on average
over the rolling five-year forecast period

e if the debt interest to revenue ratio is forecast to remain over 6% for a sustained period, the
government will take action to ensure the debt-to-GDP ratio is falling

1.35 The Budget also sets the spending envelope for the upcoming CSR within these rules,
which allow for significant investment in growth-enhancing infrastructure while maintaining
control of day-to-day spending. They allow policy to meet the economic demands of today while
ensuring that borrowing and debt remain under control. Chart 1.8 shows that public sector net
debt has stabilised after the sharp rise driven by the financial crisis and is expected to be broadly
stable across the forecast period. The rules also provide the flexibility to respond fully to near-
term shocks to the economy and public finances such as from COVID-19.
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Chart 1.8: Public sector net debt from 2000-01 to 2024-25
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1.36 Interest rates are expected to remain at very low levels for an extended period. This
has prompted an international debate around the implications of this environment for fiscal
sustainability and the role of fiscal policy. In this context, the Chancellor has announced that
HM Treasury will conduct a review of the UK's fiscal framework, to:

e ensure that it remains appropriate for the current macroeconomic environment

e support the ambitious new policy agenda of the government to invest in and level up every
part of the country

e keep the United Kingdom at the leading edge of international best practice in
macroeconomic policy

1.37 The review will report back by Autumn Budget 2020, to allow the government to confirm
its fiscal objectives for the Parliament. It will be undertaken by HM Treasury and will involve
broad consultation with external experts from across the UK and internationally. The review will
be guided by the following principles:

e fiscal policy should support the government’s economic objectives, while maintaining the
sustainability of the public finances by keeping control over borrowing and debt

* low and stable inflation should be supported, as an essential pre-requisite to deliver the
government’s economic objectives

e the UK’s existing institutional strengths in fiscal policy making — the independent Office
for National Statistics (ONS) producing official economic and fiscal statistics, and the
independent OBR producing the official economic and fiscal forecasts and assessing the
government’s performance against its fiscal objectives — should be preserved and built on

17 Budget 2020



1.38 The review will consider the following areas:

The low interest rate environment: It has been argued that, given persistently very

low interest rates, there is further fiscal space to borrow for investment. This needs to

be weighed against the risks posed by high levels of public debt, for example from rapid
changes in economic conditions and from longer-term fiscal pressures. The review will look
at how to balance the opportunities and risks within the fiscal framework.

Macroeconomic stabilisation: The review will consider the case for a more active role
for fiscal policy in stabilising the economy, especially if there is reduced space for monetary
policy due to low interest rates. This will be judged alongside consideration of the extent to
which active fiscal policy can provide timely and effective demand management, and the
implications for wider policy objectives and fiscal sustainability. The review will look at how
to reflect these trade-offs within the fiscal framework.

Incentives for value for money prioritisation: The fiscal framework should support the
prioritisation of public investments which most enhance growth. The review will consider
whether some well-evidenced spending, beyond what the current international frameworks
class as capital investment, is currently disincentivised. This will include an assessment of the
practical challenges in evolving the framework: including measurement issues, consistency
with internationally recognised statistical and accounting frameworks, how other countries
have approached these issues, and the need to balance fiscal sustainability objectives.

Developments in the management and measurement of the balance sheet:
Completion of HM Treasury’s Balance Sheet Review discussed in Box 1.Ain the

summer provides an opportunity to consider its conclusions and options to improve

the management of loans, guarantees, contingent liabilities, and wider balance sheet
transactions. The review will also consider the strengths and limitations of using broader
balance sheet measures to assess fiscal sustainability.

Mitigating fiscal risks and pressures: The review will consider how to further support
the effective management of fiscal pressures and risks, through a framework which can
provide operationally-effective controls on the short and medium-term fiscal position, and
can address and mitigate the challenge of longer-run pressures on fiscal sustainability,
including from the ageing population and the actions needed to achieve net zero by 2050.

Building on the strength of the UK’s world class institutions: The review will
consider options to support and strengthen the practices and institutions that deliver
the UK's fiscal framework, including the independent OBR and ONS, and advisory
bodies such as the National Infrastructure Commission. The review will also consider
the case for strengthening the legislative underpinning for the UK's system of public
financial management.

1.39 When the review is concluded, HM Treasury will lay before Parliament a new Charter

for Budget Responsibility; the Autumn 2016 Charter therefore remains in force at the current
time.’? The Budget has been delivered within the fiscal rules set out above in paragraph 1.34.
The Chancellor wrote to the OBR ahead of the Budget to ask it to assess the government against
these rules, in addition to those set out in the Autumn 2016 Charter.™

12 Charter for Budget Responsibility: autumn 2016 update; HM Treasury, January 2017.

3ipid.
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Box 1.A: Balance Sheet Review

The government manages assets worth £2 trillion alongside £4.6 trillion of liabilities on behalf of
citizens.'* The Balance Sheet Review (BSR) was launched in 2017 to identify opportunities to dispose
of assets that no longer serve a policy purpose, improve returns on retained assets, and reduce the
risk and cost of liabilities. This work aims to put the UK at the forefront of the international drive

to reduce waste and deliver improvements in the cost-effective management of public wealth, as
recognised by the IMF in its October 2018 Fiscal Monitor. The BSR will conclude and report at this
year's Comprehensive Spending Review.

Strengthening the assessment of balance sheet transactions

The BSR has highlighted the importance of considering the impacts on the government'’s balance
sheet, as well as on income flows over the longer term, when deciding to buy or sell assets and settle
or incur liabilities. The government is therefore considering a new framework to evaluate the case for
proceeding with significant balance sheet transactions. This will take into account impacts across a
range of fiscal metrics, including Public Sector Net Debt (PSND), Public Sector Net Financial Liabilities
(PSNFL) and Public Sector Net Worth (PSNW). The government will work with the ONS and OBR to
further develop statistics and forecasts for PSNW and depreciation in the public sector finances, as
well as assessing how these reconcile with the Whole of Government Accounts (WGA). This will
inform the fiscal framework review set out in paragraphs 1.36 to 1.39.

Managing risk from contingent liabilities

The government is exposed to £192 billion of contingent liabilities, including guarantees and
insurance provided to the private sector.” The BSR has developed proposals to improve the
management of these liabilities and address a key balance sheet risk recognised by the OBR in its July
2019 Fiscal Risk Report.’ The government is publishing a report alongside Budget: ‘Government as
insurer of last resort’ providing more detail on the policy approach.

Knowledge assets

To improve social, economic and financial returns from its c.£150 billion'” of knowledge assets in the
public sector, and following publication of a report at Budget 2018,'®the government will establish a
new unit and fund to develop knowledge assets.

The fiscal outlook

1.40 Borrowing this year is forecast to be £47.4 billion, £0.2 billion lower than the OBR's
restated March 2019 forecast. Underlying receipts are forecast to be £4.9 billion higher,
driven by a combination of stronger National Insurance contributions (NICs), capital gains tax
and onshore corporation tax receipts. The strength in receipts is offset by higher spending,
which is forecast to be £5.3 billion higher and is largely due to an increase in local and

public corporations’ capital expenditure, an increase in company tax credits and lower than
expected underspends by government departments. Policy decisions made by the government
at Spending Round 2019 and at Budget, and described in Chapter 2, decrease borrowing by
£0.6 billion in 2019-20."

*"Whole of Government Accounts 2017 to 2018'; HM Treasury; May 2018.

ibid.

16 "Fiscal Risks Report 2019’; Office for Budget Responsibility; July 2019.

7"Measuring Intangible Capital in the Public Sector’; SPINTAN; December 2016.

'8 Getting smart about intellectual propery and other intangibles in the public sector: Budget 2018; HM Treasury; October 2018
19 ’Economic and fiscal outlook’, OBR, March 2020.
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1.41 Across the rest of the forecast, compared to the OBR'’s restated March 2019 forecast,

the underlying forecast for borrowing is expected to be higher by £3.1 billion on average from
2020-21 onwards. The changes in the underlying fiscal outlook are due to a combination of the
following factors:

e A downward revision to underlying receipts from 2020-21 onwards that is predominantly
driven by downward revisions to growth in GDP and its components. Excluding a fiscally
neutral switch that means that customs duty revenues previously remitted to the EU
are now recognised in both receipts and spending, receipts are lower by an average of
£3.0 billion a year from 2020-21 onwards. Lower wage growth, consumer spending and
profits, and an adjustment to fuel efficiency assumptions have downward effects on income
tax and NICs, VAT, corporation tax and fuel duty receipts respectively. Lower interest rates
reduce the interest received from government assets.

e Underlying spending (excluding debt interest expenditure) is forecast to be higher in
every year from 2020-21 onwards. Excluding the fiscally neutral change to the treatment
of customs duties, non-interest spending is higher by an average of £7.4 billion. Higher
expenditure on welfare, company tax credits, capital transfers associated with new student
loans, and capital spending by local government are the main reasons for this increase.

e However, underlying debt interest expenditure has been revised down by £7.4 billion on
average from 2020-21 onwards. This is due to downward revisions in the forecasts for RPI
inflation and interest rates.

1.42 The most significant changes to the forecast since restated March 2019 are the decisions
taken by the government in the Budget and described in Chapter 2, which increase borrowing
across the forecast. On average they increase borrowing by £21 billion from 2020-21 onwards.
The direct cost of the measures is partly offset by the positive short-term impact on the fiscal
position of the higher economic growth that is generated as a result of the Budget package.
Higher growth in the short term, and a medium-term increase in nominal GDP leads to
increased tax revenues. This is partly offset by the effect of higher borrowing, interest rates and
inflation which increase debt interest and welfare spending.

1.43 In the usual way, the OBR have incorporated Budget policy decisions (set out in Table 2.1)
into their final post-measures forecast. The government has not asked the OBR to incorporate
the fiscal and economic impacts of the government’s plan to tackle the economic impact

of COVID-19 into their final forecast. This reflects that the OBR’s baseline forecast does not
incorporate the most recent estimate of the likely economic and fiscal impacts of a spread of
COVID-19 and to do so would have introduced an inconsistency between the baseline forecast
and the policy package. Moreover, given the fast-developing situation, the government will
continue to adapt its policy to best respond to the latest circumstances. The OBR has said that,
relative to their Budget forecast, COVID-19 is likely to put upward pressure on borrowing in the
short term but expect limited impact over the medium and longer term.

1.44 The government will therefore reflect the costs of its response to COVID-19 at a future
fiscal event alongside an updated OBR forecast. The current fiscal framework provides the
near-term flexibility to respond fully to the challenge of COVID-19, and the government has built
headroom against the medium-term rules should it be needed.
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Table 1.3: Changes to the OBR’s forecast for public sector net borrowing since restated March
2019 forecast (£ billion)

2019-20 2020-21 2021-22 2022-23 2023-24

Restated March 2019 47.6 40.2 37.6 35.4 333
Total underlying forecast changes since restated March 2019! 0.4 2.3 5.1 3.6 1.5
of which

Receipts forecast? -4.9 1.0 3.5 4.1 3.5

Debt interest forecast -2.0 -6.7 -6.6 -7.7 -8.5

Other spending forecast? 7.3 7.9 8.2 7.1 6.5
Total effect of government decisions since March 2019' -0.6 12.3 24.0 22.5 25.4
of which

Direct effects -0.6 15.6 311 32.2 33.8

Indirect effects 0.0 -33 -7.1 -9.7 -8.4
Total changes since restated March 2019 -0.2 14.6 29.1 26.0 26.9
Budget 2020 47.4 54.8 66.7 61.5 60.2

Figures may not sum due to rounding.
" Equivalent to lines from Table 1.3 of the OBR (March 2020) ‘Economic and fiscal outlook’; full references available in ‘Budget 2020 data sources'.
2Excludes a fiscally neutral change to the treatment of customs duty revenues previously remitted to the EU.

Source: Office for Budget Responsibility and HM Treasury calculations.

1.45 Compared to the restated March 2019 forecast, borrowing is lower in 2019-20, but
higher in every other year of the forecast. It rises over the forecast period from 2.1% of GDP in
2019-20 to 2.8% of GDP in 2021-22, before falling to 2.2% in 2024-25.

Table 1.4: Overview of the OBR’s borrowing forecast as a percentage of GDP

Outturn Forecast

2018-19 20 9-20 2020-21 2021-22 2022-23 2023-24 2024-25
Public sector net borrowing 1.8 2.1 2.4 2.8 2.5 24 2.2
Cyclically-adjusted public sector net borrowing 1.9 2.2 2.4 3.0 2.7 2.5 2.2
General government net borrowing’ 1.8 2.2 2.5 3.1 2.6 2.4 2.4
Memo: Output gap? 0.3 0.0 0.1 0.4 0.4 0.1 0.0

" Consistent with Manual on Government Deficit and Debt, Eurostat, 2019.
2Qutput gap measured as a percentage of potential GDP.

Source: Office for National Statistics and Office for Budget Responsibility.

1.46 Compared with the restated March 2019 forecast, debt is lower in 2020-21, it is then
higher in all the remaining years of the Budget forecast as a share of GDP, largely as a result of
higher borrowing. Public sector net debt is expected to continue to fall over the forecast, from
79.5% in 2019-20, to a low of 75.0% in 2021-22 before rising slightly to 75.2% in 2024-25.
Public sector net debt ex Bank of England is broadly stable across the forecast.

Table 1.5: Overview of the OBR’s debt forecast as a percentage of GDP

Outturn Forecast

2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Public sector net debt! 80.6 79.5 77.4 75.0 75.4 75.6 75.2
Public sector net debt ex Bank of England’ 72.3 71.9 71.9 72.3 72.9 73.1 72.9
Public sector net financial liabilities’ 67.4 66.7 65.9 65.3 64.9 64.5 63.4
General government gross debt? 84.1 83.2 82.9 83.2 83.3 83.3 83.0

"Debt and liabilities at end of March; GDP centred on end of March.
2Consistent with Manual on Government Deficit and Debt, Eurostat, 2019.

Source: Office for National Statistics and Office for Budget Responsibility.
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Table 1.6: Changes to the OBR’s forecast for public sector net debt since restated March 2019
forecast as a percentage of GDP

2019-20 2020-21 2021-22 2022-23 2023-24

Restated March 2019 81.3 78.2 74.3 73.6 72.7
Total forecast changes since restated March 2019' -1.8 -0.8 0.7 1.9 2.9
of which
Change in nominal GDP? -1.0 -1.1 -1.2 -1.0 -0.9
Change in cash level of net debt -0.8 0.4 1.9 2.9 3.8
Budget 2020 79.5 77.4 75.0 75.4 75.6

Figures may not sum due to rounding.
"Equivalent to lines from Table 3.34 of the OBR (March 2020) ‘Economic and fiscal outlook’; full references available in ‘Budget 2020 data sources’.
2Non-seasonally adjusted GDP centred end of March.

Source: Office for Budget Responsibility.

1.47 The OBR's ‘Economic and Fiscal Outlook’ shows that the government is forecast to

meet the fiscal rules set out above in paragraph 1.34. There is a current budget surplus of
£11.7 billion in 2022-23, providing headroom against this rule. Net investment is expected to
average 2.9% of GDP over 2020-21 to 2024-25 — below the 3% target — while the debt interest
to revenue ratio remains below 6%.

Table 1.7: Metrics used for fiscal rules

Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Current budget deficit (% of GDP) -0.1 -0.2 -0.1 -0.5 -0.7 -0.8
Public sector net investment (% of GDP) 2.2 2.6 2.9 3.0 3.0 3.0
Debt interest to revenue ratio’ 3.8 3.3 3.5 3.3 3.1 2.9

'The debt interest to revenue ratio is defined as public sector net interest paid (gross interest paid less interest received) as a proportion of
non-interest receipts.

Source: Office for Budget Responsibility.

Public spending

1.48 The government’s significant progress in restoring the public finances to health over the
last decade means it can now afford to support the economy in the short term while investing
to support long-term growth. The new fiscal framework allows for a significant increase in
growth-enhancing infrastructure investment, while maintaining control of day-to-day spending
and the commitment to long-term fiscal sustainability.

1.49 At Spending Round 2019, the government increased departmental spending by 4.1%

in real terms between 2019-20 and 2020-21, delivering the fastest planned growth in day-to-
day departmental spending in 15 years.?° Spending Round 2019 funded vital public services:
high-quality, readily accessible healthcare; schools and colleges that ensure every child receives a
superb education; and action to cut crime and help keep our streets safe.

1.50 Individual budgets for all departments have been set until 2020-21 for both departmental
capital totals (CDEL) and departmental resource totals (RDEL). Longer-term settlements have
already been announced for the NHS and schools, which have confirmed budgets until 2023-24
and 2022-23 respectively.

2 Spending Round 2019; HM Treasury; September 2019.
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Table 1.8: Departmental Capital Budgets in 2019-20 and 2020-21 (Capital DEL, in £ billion)

2019-20 2020-21
Capital DEL
Health and Social Care 7.1 8.2
Education 4.6 4.5
Home Office 0.7 0.8
Justice 0.5 0.7
Law Officers' Departments 0.0 0.0
Defence 10.5 10.6
Single Intelligence Account 0.6 0.8
Foreign and Commonwealth Office 0.1 0.1
International Development! 2.0 4.8
MHCLG Housing and Communities? 8.4 13.1
MHCLG Local Government 0.0 0.0
Transport? 14.6 17.6
Business, Energy and Industrial Strategy* 11.2 12.3
Digital, Culture, Media and Sport 0.6 0.6
Environment, Food and Rural Affairs 0.8 0.9
International Trade 0.0 0.0
Work and Pensions 0.1 0.2
HM Revenue and Customs 0.3 0.4
HM Treasury 0.1 0.0
Cabinet Office 0.1 0.1
Scotland 4.4 5.5
Wales® 2.3 2.4
Northern Ireland® 1.4 1.7
Small and Independent Bodies 0.4 0.5
Reserves’ 0.0 3.4
Adjustment for Budget Exchange® 0.0 -0.6
Total Capital DEL 711 88.5
Remove CDEL not in PSGP° -11.2 -13.3
Allowance for shortfall’ 0.0 -3.9
Public Sector Gross Investment in CDEL 59.9 71.2

"Figures for 2020-21 do not reflect all transfers which will be made from DfID to other government departments.

2MHCLG's CDEL budget in 2020-21 includes technical adjustments along with Budget announcements since Budget 2018.

*DfT’s CDEL budget in 2020-21 includes a net reduction due to business rates retention pilots.

4BEIS and other government departments’ CDEL budgets increased in 2020-21 to account for the reclassification of R&D in the National Accounts.
°This includes the 5% needs-based Barnett formula uplift.

This includes the 2.5% VAT abatement.

72020-21 adjusted to account for a change in the accounting treatment of leases. This money will be allocated to departments through the
Estimates process.

8Departmental budgets in 2020-21 include amounts carried forward from 2019-20 through Budget Exchange, which will be voted at Main Estimates.
These increases will be offset at Supplementary Estimates in future years so are excluded from spending totals.

9 Capital DEL that does not form part of public sector gross investment, including financial transactions in Capital DEL.

°The OBR's forecast of underspends in Capital DEL budgets.
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Table 1.9: Departmental Resource Budgets in 2019-20 and 2020-21 (Resource DEL excluding
depreciation, in £ billion)

2019-20 2020-21
Resource DEL excluding depreciation’
Health and Social Care 133.3 139.8
of which: NHS England 123.7 129.9
Education 63.8 67.8
of which: Schools 44.4 47.6
Home Office 11.5 13.0
Justice 7.8 8.3
Law Officers’ Departments 0.6 0.7
Defence 29.5 30.8
Single Intelligence Account 2.4 2.1
Foreign and Commonwealth Office? 2.4 1.1
International Development? 8.0 9.6
MHCLG Housing and Communities® 2.6 1.7
MHCLG Local Government? 5.2 8.2
Transport 3.8 4.2
Business, Energy and Industrial Strategy 2.5 2.5
Digital, Culture, Media and Sport 1.6 1.7
Environment, Food and Rural Affairs* 2.1 3.9
International Trade 0.5 0.5
Work and Pensions 5.7 5.8
HM Revenue and Customs 4.0 3.9
HM Treasury 0.4 0.2
Cabinet Office 1.0 0.5
Scotland® 16.9 21.1
Wales®® 12.1 12.8
Northern Ireland’ 11.2 11.5
Small and Independent Bodies 1.5 2.2
Reserves 0.0 6.7
Adjustment for Budget Exchange® 0.0 -0.1
Total Resource DEL excluding depreciation 330.4 360.6
OBR allowance for shortfall -0.5 -3.2
OBR resource DEL excluding depreciation forecast 329.9 357.3

"Resource DEL excluding depreciation is the Treasury’s primary control total within resource budgets and the basis on which Spending Round
settlements were made.

2Figures for 2020-21 do not reflect all transfers which will be made from DfID to FCO and other government departments.

*MHCLG Housing and Communities DEL in 2020-21 excludes the New Homes Bonus, reflecting a transfer to Local Government (LG) DEL. LG DEL
increase in 2020/21 is also driven by the ending of the 2019/20 75% Business Rates Retention pilots.

“DEFRA’s RDEL ex budget in 2020-21 increases due to the domestic replacement of Common Agricultural Policy spending.

*Block grant adjustments have been agreed with the Scottish Government for tax and welfare devolution and with the Welsh Government for
tax devolution as part of this respective fiscal framework.

This includes the 5% needs-based Barnett formula uplift.

"This includes the 2.5% VAT abatement.

8Departmental budgets in 2020-21 include amounts carried forward from 2019-20 through Budget Exchange, which will be voted at Main Estimates.
These increases will be offset at Supplementary Estimates in future years so are excluded from spending totals.

9The OBR's forecast of underspends in Resource DEL budgets.
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The Spending Envelope and Comprehensive Spending Review 2020

1.57 The Budget marks the start of an ambitious programme of investment in communities
across the country, many of whom feel left behind. The Budget launches the CSR, which will
conclude in July.?’

Path of Public Spending
The Comprehensive Spending Review envelope

1.52 The CSR will set Resource DEL budgets for three years to 2023-24 inclusive and Capital
DEL funding for departments to 2024-25. The CSR will be delivered within the fiscal rules set
out in paragraph 1.34. The Budget sets the overall spending envelope for resource and capital
spending within which the CSR will be delivered. Total departmental spending is set to grow
twice as fast as the economy over the CSR period. Day-to-day departmental spending is set to
grow at the fastest rate over a spending review period since Spending Review 2004.

1.53 Having left the EU, from 2021 the UK will no longer contribute to the EU budget as

a Member State, leaving only payments due as part of Financial Settlement obligations. The
government has accounted for this when setting its spending plans, allowing it to determine
how an additional £14.6 billion?? of spending by 2024-25 can be allocated to its domestic
priorities, rather than be sent in contributions to the EU. The implementation period (IP) will end
on 31 December 2020. The baseline scenario is that the UK will exit the IP at this time without a
future relationship being agreed with the EU. HM Treasury will ensure that all necessary funding
is made available to prepare for this outcome at the end of 2020.

Table 1.10: Total departmental budgets (Total DEL); Resource DEL excluding depreciation and
Capital DEL from 2019-20 to 2024-25"23 (£ billion, unless otherwise stated)

AARG
2019-20 to
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2024-25%5¢

Total Resource DEL excluding

depreciation 330.4 360.6 384.6 400.7 417.6 435.5 3.3%
OBR allowance for shortfall -0.5 -3.2 -3.9 -4.1 -4.3 -4.4

OBR resource DEL excluding

depreciation forecast 329.9 357.3 380.8 396.6 413.3 431.1

Total Capital DEL 71.1 88.5 101.7 107.5 109.1 112.8 6.9%
OBR allowance for shortfall 0.0 -3.9 -7.3 -7.8 -8.0 -8.1

OBR capital DEL forecast 71.2 84.6 94.3 99.6 101.1 104.7

Total departmental spending

(Total DEL) 401.5 449.0 486.3 508.1 526.8 548.3 4.0%

"Budgeting totals are shown including the Office for Budget Responsibility (OBR) forecast Allowance for Shortfall.

> Resource DEL excluding ring-fenced depreciation is the Treasury’s primary control within resource budgets and is the basis on which departmental
Spending Review settlements are agreed. The OBR publishes Public Sector Current Expenditure (PSCE) in DEL and AME. A reconciliation is published by
the OBR.

3 Capital DEL is the Treasury’s primary control within capital budgets and is the basis on which departmental Spending Review settlements are agreed.
The OBR publishes Public Sector Gross Investment (PSGI) in DEL and AME. A reconciliation is published by the OBR.

4DELin 2019-20 and 2020-21 is reduced by Business Rates Retention pilots that switched spending into AME. To ensure consistency, growth rates for
Resource DEL and Capital DEL have been adjusted to reverse this DEL-AME switch.

> Resource DEL from 2020-21 onwards is increased by the devolution of areas of welfare spending to the Scottish Government which has caused a
decrease in the Block Grant Adjustment and subsequent increase in Resource DEL. To ensure consistency, growth rates for Resource DEL and Capital
DEL have been adjusted to reverse this switch.

& Capital DEL from 2020-21 onwards includes a provision for the impact of the IFRS16 reclassification of leases on departmental capital budgets.

To ensure consistency, growth rates have been adjusted to reverse this provision.

2 The government will keep the timing of the CSR under review in the coming weeks, given the inherent uncertainty over the operational impact

of COVID-19.

22The OBR have removed the assumed spending in lieu of EU transfers from the forecast. This is a difference of £4.3 billion, increasing to £14.6 billion
by the end of the forecast period.
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1.54 The CSR will see an increase in day-to-day spending from £360.6 billion in 2020-21 to
£417.6 billion by 2023-24. Overall Resource DEL spending will increase by 2.8% per year on
average in real terms over the CSR period. Over the Parliament, it will grow by 3.3% on average
in real terms. Chart 1.9 shows the real terms growth in day-to-day departmental spending over
the forecast period.

Chart 1.9: Resource DEL excluding depreciation growth from 2002-03 to 2024-25" %34
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'Resource DEL excluding ring-fenced depreciation is the Treasury's primary control within resource budgets and is the basis on which
departmental Spending Review settlements are agreed. The OBR publishes Public Sector Current Expenditure (PSCE) in DEL and AME.

A reconciliation is published by the OBR.

2RDEL ex growth rates from 2010-11 to 2023-24 are sourced from Spring Statement 2019 data, with additions since Spring Statement 2019
sourced from Spring Budget 2020. Data for the years 2002-03 to 2010-11 are sourced from the published document that set out planned
budgets for each given year.

3Resource DEL in 2019-20 and 2020-21 is reduced by Business Rates Retention pilots that switched spending into AME. To ensure consistency,
growth rates for Resource DEL have been adjusted to reverse this DEL-AME switch.

“Resource DEL from 2020-21 onwards is increased by the devolution of areas of welfare spending to the Scottish Government which has caused
a decrease in the Block Grant Adjustment and subsequent increase in Resource DEL. To ensure consistency, growth rates for Resource DEL have
been adjusted to reverse this switch.

Source: Office for National Statistics, Office for Budget Responsibility.

Capital
1.55 Over the next five years the public sector will invest £640 billion, as set out in Table 1.11.

This significant increase in spending means that by 2024-25, public sector net investment will be
triple the average investment over the last 40 years in real terms, as shown in Chart 1.9.

1.56 This spending will provide world-class infrastructure and public services, delivering value
for money and focussing on efficient delivery. The CSR will allocate capital funding for projects
across the UK to drive growth, level up economic opportunity, decarbonise the economy, and
maintain and build high quality public infrastructure, including schools and hospitals. The
Budget sets out plans to increase public R&D investment to £22 billion per year by 2024-25,
taking public spending on R&D to 0.8% of GDP.

1.57 These allocations will be informed by early findings from the review of HM Treasury’s
Green Book, which will consider how the design and use of project appraisal affects the
ability of all areas to achieve their economic potential. The review will enhance the strategic
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development and assessment of projects, consider how to assess and present local impacts and
look to develop new analytical methods for transformative or place-based interventions. It will
also consider how project approval decisions are being made and provide clearer guidance and
support to practitioners. The government will work with users, academics and others, and a
revised Green Book will be published alongside the CSR.

Chart 1.10: Public sector net investment from 1980-81 to 2024-25
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Total managed expenditure

1.58 These firm decisions on the Departmental Expenditure Limits (DEL) envelope for the CSR
mean that the average annual real growth of Total Managed Expenditure (TME), the total
amount of money that the government spends through departments, local authorities, other
public bodies and social security, will be 1.9% between 2019-20 and 2024-25. Table 1.11 sets
out planned TME, public sector current expenditure (PSCE) and public sector gross investment
(PSGI) up to 2024-25. Chart 1.11 which shows the change in government spending as a share
of GDP over time, shows that tough decisions made in the aftermath of the financial crisis have
restored the public finances to health and the government can now afford to invest more in
public services and growing the economy.

1.59 Government spending is now set to be 40.7% of GDP in 2024-25. TME as a percentage of
GDP has also increased because of classification and methodology changes that have impacted
underlying spending, in particular those relating to student loans, public sector pensions and
depreciation.?* These are technical revisions that have been applied to the entire time series of
data to ensure comparison to other years can be done on an equal basis.

2 Public Sector Finances, UK: August 2019; Office for National Statistics; September 2019
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Table 1.11: Total Managed Expenditure’ from 2019-20 to 2024-25 (in £ billion, unless
otherwise stated)

2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Current expenditure
Resource AME 426.5 421.6 433.5 443 .4 453.2 464.7
Resource DEL excluding depreciation 3304 360.6 384.6 400.7 417.6 435.5
Ring-fenced depreciation 30.8 33.6 35.9 37.4 39.0 40.6
Total public sector current expenditure 787.7 815.8 854.1 881.5 909.9 940.8
Capital expenditure
Capital AME 33.6 304 26.6 26.9 28.5 29.2
Capital DEL excluding financial transactions 65.5 81.6 96.7 102.3 106.5 110.2
Total public sector gross investment 99.1 111.9 123.3 129.2 135.0 1394
Total managed expenditure 886.8 927.7 977.4 1010.7 1044.9 1080.2
Total managed expenditure % of GDP 39.8% 40.3% 40.8% 40.8% 40.8% 40.7%

" Budgeting totals are shown including the Office for Budget Responsibility (OBR) forecast Allowance for Shortfall. Resource DEL excludin

g ring-fenced

depreciation is HM Treasury’s primary control within resource budgets and is the basis on which departmental Spending Review settlements are
agreed. The OBR publishes Public Sector Current Expenditure (PSCE) in DEL and AME, and PSGI in DEL and AME. A reconciliation is published by

the OBR.
Source: Office for Budget Responsibility and HM Treasury calculations.

Chart 1.11: Total Managed Expenditure (% GDP) from 1990-91 to 2024-25
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Allocations for the Comprehensive Spending Review

1.60 Chapter 2 of this document sets out further detail on the allocations made at the
Budget. The overall allocations of total resource and capital funding over the CSR period will be

determined at the CSR in July.
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1.61 The CSR will prioritise:

e levelling up economic opportunity across all nations and regions of the country by investing
in infrastructure, innovation and people, to drive productivity and spread opportunity

* improving outcomes in public services, including supporting the NHS and taking steps to
cut crime and ensure every young person receives a superb education

e strengthening the UK's place in the world
e reducing carbon emissions and improving the natural environment

1.62 All new spending will be accompanied by a rigorous new focus on outcomes. To support
this the government is conducting an exercise across departments to identify savings and
projects that do not provide value for money or support these priorities. The government will
redirect this spending through the CSR to help achieve its priorities. The CSR will also set out
plans to improve the use of data, science and technology across the public sector, and to ensure
all programmes are supported by robust implementation and evaluation plans.

1.63 In conducting the CSR, the government will also build on the lessons of previous
spending reviews and ensure that policy issues are considered across departmental boundaries
to maximise the effectiveness and value for money of government spending. The Budget
announces the first allocation from the Shared Outcomes Fund to pilot improved approaches to
supporting adults with complex needs. This fund was established at Spending Round 2019 to
pilot new programmes to build an evidence base and test new ways of working collaboratively
across the public sector. Further details on this bid can be found in Chapter 2.

1.64 The CSR will be informed by the Integrated Security, Defence, Development and Diplomacy
Review (Integrated Review). The government intends to publish the main conclusions of the
Integrated Review alongside the CSR.

1.65 At the CSR the government will set out funding to meet commitments to replace the
Common Agricultural Policy and EU structural funds. The government may also choose to
participate in certain EU programmes, where it is in UK interests and the contributions are fair
and appropriate.

Improving public services

Priority outcomes and evaluation

1.66 The government’s spending plans provide for significant real increases in spending on
public services. It is crucial that increased government funding leads to real-world improvements
that make a difference to people’s lives. At the CSR, the government will establish a new
approach to link departments’ spending proposals to the outcomes they intend to achieve as
part of a new Public Value Framework (PVF).?*

1.67 The government is developing the medium- to long-term priority outcomes that it is
seeking to deliver for priorities such as levelling up, as well as the metrics that will be used to
measure and improve performance against these outcomes. Assessment of spending’s impact
on these priority outcomes will be central to making spending decisions at the CSR. These
priority outcomes and metrics will be published as part of the CSR and will include cross-cutting
outcomes in areas where closer working between departments could help achieve better results.

24'Public Value Framework and supplementary guidance’, HM Treasury; March 2019
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1.68 In order to ensure government programmes deliver for the public, it is crucial that
spending decisions are based on robust evidence and evaluation of their impact. At the CSR, the
government will assess the state of evaluation across all departmental spending programmes
and require every department to produce plans to improve evaluation of its work. This will lead
to more evidence-based allocation of public funding and better outcomes in the long term.

1.69 These reforms will ensure that spending decisions are based on the delivery of outcomes
and will put the UK at the forefront of international approaches to driving public value. This will
help the government provide world-class public services and the best value for taxpayers’ money.

Public representations

1.70 Throughout the CSR the government will engage with all regions and nations of the UK
to ensure that its policies level up and spread opportunity. The government has started this
engagement at Budget by launching a process for individuals and organisations to submit
written CSR representations to HM Treasury.

Financial transactions

1.71 Some policy measures do not directly affect PSNB in the same way as conventional
spending or taxation. These include financial transactions, which predominantly affect the
central government net cash requirement (CGNCR) and public sector net debt (PSND). Table 1.12
shows the effect of the financial transactions announced since Budget 2018 on CGNCR. Details
on the policy decisions made at the Budget can be found in Chapter 2.

Table 1.12: Financial transactions from 2019-20 to 2024-25 (£ million)'?
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

Ending student loan sales programme -2,125  -1,860  -1,740  -1,420 1,985 1,985
UKAR pension scheme 0 0 0 0 240 -35
VAT: cash flow impact of postponed accounting 0 -3,555 -180 910 295 -35
Freezing the maximum tuition fee cap:

2020-21 0 140 280 295 315 325
Entitlement to part-time maintenance loans 90 220 350 445 505 555
Nurse maintenance grants: student

finance implication 0 -15 -65 -125 -175 -190
Removing student finance residence requirement for

domestic abuse victims 0 neg -5 -5 -5 -5
Increase to UK Export Finance Direct Lending Facility 0 -250 -445 -685 -435 -180
Help to Buy: policy definition 0 -65 570 650 0 0
Universal Credit: extending advances repayment

period and reducing maximum debt deductions 0 0 -15 -165 -100 -85
British Business Bank: Start Up Loans 0 0 -115 25 25 20
British Business Bank: Life Sciences

Investment Programme 0 -10 -30 -35 -30 -15

British Business Bank: growth capital for

innovative business 0 -55 -95 -70 -50 -15
National Security Strategic Investment Fund 0 -50 0 0 0 0
Heat Networks Investment Project 0 0 -70 0 0 0
Nature for Climate Fund 0 -10 0 0 0 0
Total policy decisions -2,035 -5,510 -1,560 -180 2,570 2,325

Note: This table details new financial transactions scored at this Budget
" Costings reflect the Office for Budget Responsibility’s latest economic and fiscal determinants, and are presented on a UK basis.
2Negative numbers in the table represent a cost to the Exchequer.
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Devolved administrations

1.72 The application of the Barnett formula to spending decisions taken by the UK government
at the Budget will provide each of the devolved administrations with additional funding to

be allocated according to its own priorities. To reflect the additional powers devolved to the
Scottish and Welsh Governments their block grants will be adjusted as set out in their respective
fiscal frameworks. This includes a substantial increase in the Scottish Government’s block grant
to reflect the additional welfare responsibilities being devolved from April 2020. The Scottish
and Welsh Governments have already set provisional budgets for 2020-2021 using block grant
adjustments based on previous OBR forecasts. They have been given the choice of taking on

the updated block grant adjustments following the UK Budget or waiting for the outturn
reconciliation processes that will take place after the end of 2020-2021.

1.73 While all block grant funding remains in DEL, the Scottish Government now has such
substantial self-funding powers (from taxation, borrowing and reserves) that its spending is
recorded in Annually Managed Expenditure (AME).

Welfare cap

1.74 The welfare cap was introduced in 2014 to limit the amount spent on certain social
security benefits and tax credits. It improves Parliamentary accountability for welfare spending
and supports the government’s aim of ensuring the welfare system is sustainable.

1.75 The cap was last reset at Autumn Budget 2017, following the OBR'’s judgement that the
government had successfully met the terms of the welfare cap set at Autumn Statement 2016.
The cap applies to spending within its scope in 2022-23, with a 3% margin of flexibility to
manage unavoidable fluctuations in spending.

1.76 In accordance with the Charter for Budget Responsibility, as is mandated for the first fiscal
event of the Parliament, the OBR has formally assessed spending against the welfare cap in its
‘Economic and fiscal outlook’. Total relevant spending is forecast to be within the welfare cap
and margin, and so the fiscal rule is judged to have been met with £3.4 billion of headroom.

1.77 The government is now required to reset the welfare cap for the new Parliament. The cap
will be based on the OBR’s Budget forecast of the benefits and tax credits in scope, as set out in
Annex B, and will apply to spending in 2024-25. In the interim years, progress towards the cap
will be managed internally, based on monitoring by HM Treasury and the Department for Work
and Pensions (DWP) of the OBR'’s welfare spending forecasts. As before, there will be a margin
rising to 3% above the forecast to manage unavoidable fluctuations in spending. The cap will be
breached if spending exceeds the cap plus the margin at the point of assessment. Performance
against the cap will be formally assessed by the OBR at the first fiscal event of the next
Parliament. This will avoid the government having to make short-term responses to changes in
the welfare forecast, while ensuring welfare spending remains sustainable in the medium term.

Table 1.13: New welfare cap (in £ billion, unless otherwise stated)

2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

Cap - - - - - 137.2
Interim pathway 119.3 125.7 127.5 130.5 133.8

Margin (%) 0.5 1.0 1.5 2.0 2.5 3.0
Cap, pathway and margin 119.9 127.0 129.5 133.1 137.1 141.3

Source: HM Treasury.

Debt and reserves management

1.78 The government’s financing plans for 2020-21 are summarised in Annex A. They are set
out in full in the ‘Debt management report 2020-21’, published alongside the Budget.
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Supporting those affected by COVID-19

1.79 Since emerging in China in December 2019, COVID-19 has spread widely, with a
significant number of cases reported worldwide, including an increasing number in the UK.

1.80 The impact of the outbreak of COVID-19 on the UK economy is highly uncertain, and
while the effect could prove significant, it is expected to be temporary.

1.81 As an open economy, the UK will be affected because of the wider impacts the outbreak
is having on the global economy. In a domestic outbreak, there could also be direct economic
impacts in the UK driven by health-related factors, including how many people are infected

and the persistence of any outbreak. Disruption could include temporary absences from work
and interruptions to global supply chains, both of which would constrain the UK’s productive
capacity for a temporary period. In addition, the economy could be affected by demand-side
impacts through a reduction in consumer spending, and lower business investment and exports.
The government’s Action Plan on Coronavirus sets out the potential scale of these effects in the
event of a severe outbreak.

1.82 The government recognises that people will be concerned about the impact COVID-19
could have on their lives, and some businesses will be concerned about reduced demand,
potential disruptions to supply chains and export markets, and to their workforce during this
temporary period. Therefore, the Budget announces a three-point plan to provide support for:

*  public services
e individuals
e businesses

1.83 The plan includes a range of timely, targeted and temporary measures to deliver support
when and where it is needed, at a total cost of £12 billion. The wider Budget policy decisions
set out in Table 2.1 represent £18 billion of additional government spending, which will provide
support to the economy. Together, the government is taking £30 billion of policy action in
2020-21, equivalent to approximately 1.3% of GDP.

1.84 In addition to the measures set out here, the government will continue to monitor
the situation and stands ready to provide further support, should it be needed. Support will
be available for as long as it is needed, based on the latest scientific evidence. HM Treasury
will continue to work closely with the Bank of England to coordinate the response of the UK
authorities to ensure it is as effective as possible.

1.85 The government is working closely with the devolved administrations on this issue

and it stands ready to provide further support. Where measures do not apply UK-wide,

the devolved administrations will receive a share of any additional funding for support in
devolved areas through the Barnett Formula. As set out in the Statement of Funding Policy the
devolved administrations can also access the Reserve where they are unable to manage any
disproportionate costs from their own resources.

1.86 The government welcomes the statement by UK Finance on behalf of the sector which
announced that banks, building societies and credit card providers are ready and able to offer
support to consumers, including offering or increasing an overdraft or allowing repayment
relief for loan or mortgage repayments. Banks and other providers of SME finance will also
provide support for businesses that are facing cash flow disruption and stand ready to help
when needed.
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1.87 Tackling COVID-19 is a global challenge. To complement its domestic response, the UK

is leading the way to ensure a swift and effective global response, including by working closely
with all our international partners and supporting the most vulnerable countries to deal with the
impacts of the virus, including cooperating closely with counterparts in the G7 and G20.

1.88 The Chancellor will continue to co-operate closely with his counterparts in the G7 and
G20. G20 Finance Ministers last week committed to monitoring the evolution of COVID-19
including its impact on markets and economic conditions, and highlighted their readiness to
take further actions to aid in the response to the virus, support the economy and maintain the
resilience of the financial system.

Support for public services

1.89 Public safety is the government’s top priority in its response to COVID-19. The government
will ensure that public services receive the funding they need to respond to the outbreak as the
situation develops. This includes continuing to ensure our health services have the resources they
need to respond.

1.90 COVID-19 response fund — HM Treasury is creating an emergency response fund, set
aside to ensure the National Health Service (NHS) and other public services have the resources
they need to tackle the impacts of COVID-19. Initially set at £5 billion, it will fund pressures in
the NHS, support local authorities to manage pressures on social care and support vulnerable
people, and help deal with pressures on other public services. The size of the fund will be
reviewed as the situation develops, to ensure all necessary resources are made available.

1.91 Funding for research and development — The government is providing the National
Institute for Health Research with £30 million of new funding to enable further rapid research
into the disease. Research is essential in order to understand COVID-19, and it will inform
how the NHS frontline service approach tackling the virus. The funding could also allow rapid
screening of potential therapeutics and support clinical trials to inform treatment and improve
patient outcomes.

1.92 Funding for diagnostic testing — The government will increase the capacity and
capability of diagnostic testing and surveillance facilitated by Public Health England to support
the NHS, by providing an additional £10 million of new funding to DHSC.

Support for individuals

1.93 The Budget announces measures to support people who are unable to work because
of COVID-19.

1.94 Eligibility for Statutory Sick Pay (SSP) — The Prime Minister has already announced
that the forthcoming COVID-19 Bill will temporarily allow SSP to be paid from the first day

of sickness absence, rather than the fourth day, for people who have COVID-19 or have to
self-isolate, in accordance with government guidelines. The Budget sets out a further package
to widen the scope of SSP and make it more accessible. The government will temporarily extend
SSP to cover:

e individuals who are unable to work because they have been advised to self-isolate

e people caring for those within the same household who display COVID-19 symptoms and
have been told to self-isolate

1.95 Medical Evidence for SSP — The government has already issued guidance to employers,
advising them to use their discretion not to require a GP fit note for COVID-19 related absences.
This Budget announces that the government and the NHS will bring forward a temporary
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alternative to the fit note in the coming weeks which can be used for the duration of the
COVID-19 outbreak. This system will enable people who are advised to self-isolate to obtain a

notification via NHS111 which they can use as evidence for absence from work, where necessary.

This notification would meet employers’ need for evidence, whilst taking pressure away from
General Practices.

1.96 Support for those ineligible for SSP — The government recognises that self-employed
people and employees below the Lower Earnings Limit are not entitled to SSP. The best system
of financial support for these people is the welfare system and, in particular, ‘new style’
Employment and Support Allowance and Universal Credit. The government is committed to
supporting these groups, and the Budget announces further support by making it quicker and
easier to receive benefits:

*  'New style’ Employment and Support Allowance will be payable for people directly affected
by COVID-19 or self-isolating according to government advice for from the first day of
sickness, rather than the eighth day

e people will be able to claim Universal Credit and access advance payments where they are
directly affected by COVID-19 (or self-isolating), without the current requirement to attend
a jobcentre

e for the duration of the outbreak, the requirements of the minimum income floor in
Universal Credit will be temporarily relaxed for those directly affected by COVID-19 or
self-isolating according to government advice for duration of the outbreak, ensuring
self-employed claimants will be compensated for losses in income

1.97 Hardship Fund — The government will provide Local Authorities in England with

£500 million of new grant funding to support economically vulnerable people and households
in their local area. The government expects most of this funding to be used to provide more
council tax relief, either through existing Local Council Tax Support schemes, or through
complementary reliefs.

Support for businesses

1.98 Some businesses may experience increased costs or disruptions to their cash flow as a
result of COVID-19. The Budget announces a set of measures to provide support to businesses
during this temporary period by either reducing their costs or bridging cashflow problems
arising from the outbreak, and to protect people’s jobs.

1.99 Statutory Sick Pay — The government will support small and medium-sized businesses
and employers to cope with the extra costs of paying COVID-19 related SSP by refunding eligible
SSP costs. The eligibility criteria for the scheme are as follows:

e this refund will be limited to two weeks per employee

e employers with fewer than 250 employees will be eligible. The size of an employer will be
determined by the number of people they employed as of 28 February 2020

e employers will be able to reclaim expenditure for any employee who has claimed SSP
(according to the new eligibility criteria) as a result of COVID-19

e employers should maintain records of staff absences, but should not require employees to
provide a GP fit note

e the eligible period for the scheme will commence from the day on which the regulations
extending SSP to self-isolators come into force
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e while existing systems are not designed to facilitate such employer refunds for SSP, the
government will work with employers over the coming months to set up a repayment
mechanism for employers as soon as possible

1.100 Business Rates Reliefs — The government has already announced the Business Rates
retail discount will be increased to 50% in 2020-21. To support small businesses affected by
COVID-19 the government is increasing it further to 100% for 2020-21. The relief will also

be expanded to the leisure and hospitality sectors. These temporary measures, taken together
with existing Small Business Rates Relief, mean that around 900,000 properties, or 45% of all
properties in England, will receive 100% business rates relief in 2020-21. The government has
also already announced the introduction of a £1,000 Business Rates discount for pubs with a
rateable value below £100,000 in England for one year from 1 April 2020. To support pubs in
response to COVID-19 the discount will be increased to £5,000. Local authorities will be fully
compensated for these Business Rates measures.

1.101 Small business grant funding — The government recognises that many small
businesses pay little or no business rates because of Small Business Rate Relief (SBRR). To support
those businesses, the government will provide £2.2 billion of funding for Local authorities in
England. This will provide £3,000 to around 700,000 business currently eligible for SBRR or
Rural Rate Relief, to help meet their ongoing business costs. For a property with a rateable value
of £12,000, this is one quarter of their rateable value, or comparable to 3 months of rent. Most
properties that are eligible for SBRR will have a lower rateable value, and so this will represent an
even greater proportion of their annual rent.

1.102 Time to Pay — The government will ensure that businesses and self-employed individuals
in financial distress and with outstanding tax liabilities receive support with their tax affairs.

Her Majesty’s Revenue and Customs (HMRC) has set up a dedicated COVID-19 helpline to

help those in need, and they may be able to agree a bespoke Time to Pay arrangement. Time

to Pay was successfully used in response to flooding and the financial crisis, giving businesses

a time-limited deferral period on HMRC liabilities owed and a pre-agreed time period to pay
these back. These tailored arrangements will give a business the time it needs to pay HMRC to
support their recovery while operating through any temporary financial challenges that occur. To
ensure ongoing support, HMRC have made a further 2,000 experienced call handlers available
to support firms when needed. HMRC will also waive late payment penalties and interest

where a business experiences administrative difficulties contacting HMRC or paying taxes due

to COVID-19.

1.103 Coronavirus Business Interruption Loan Scheme — The government will launch a
new, temporary Coronavirus Business Interruption Loan Scheme, delivered by the British Business
Bank, to support businesses to access bank lending and overdrafts. The government will provide
lenders with a guarantee of 80% on each loan (subject to a per lender cap on claims) to give
lenders further confidence in continuing to provide finance to SMEs. The government will not
charge businesses or banks for this guarantee, and the Scheme will support loans of up to

£1.2 million in value. This new guarantee will initially support up to £1 billion of lending on top
of current support offered through the British Business Bank.

International response

1.104 The government has already committed £91 million to the international response. The
Budget makes available £150 million from the UK’'s ODA budget to the International Monetary
Fund’s Catastrophe Containment and Relief Trust (CCRT), of which £75 million, with an
immediate commitment of £75 million. This demonstrates that the UK can use its ODA budget
to directly support our national interest. The government stands ready to provide further support
as the situation develops, playing our full part in a well-coordinated global response.
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1.105 Alongside the Budget, the government has published information about the support
available to individuals and businesses whose finances are affected by COVID-19. This
information, which will be regularly updated as the situation develops, can be found at:_
https://www.gov.uk/government/publications/support-for-those-affected-by-covid-19.
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Investing in excellent public services

1.106 The government is delivering world-class public services for hard-working people across
the UK. The Budget builds on the significant investment in public services made at Spending
Round 2019, with action to make the UK a safer, healthier place to live.

Investing in the NHS

1.107 The NHS is the government’s number one spending priority. The NHS settlement,
confirmed in January 2019, provided the largest cash increase in public services since the Second
World War — an additional £34 billion per year by 2023-24.2> Spending Round 2019 confirmed
the government’s commitment to the NHS, with £139 billion for health budgets in 2020-21.2
The Budget provides over £6 billion of further funding to strengthen the NHS in England

and pay for vital services that will improve people’s health, reaffirming the government’s
commitment to health and social care.

1.108 The government will invest to increase staffing, making sure that the NHS has the people
it needs. This will include a significant funding package to improve the recruitment,
training and retention of nurses in England, ensuring there are 50,000 more in the NHS;
and for the recruitment, training and retention of up to 6,000 more GPs and 6,000 more
primary care professionals in England, such as physiotherapists and pharmacists. This will create
50 million more GP surgery appointments a year. The government will also change
pensions tax rules to ensure that NHS staff across the UK, including senior doctors,
whose income is less than £200,000 can work additional hours for the NHS without
their annual allowance being reduced. (7)

1.109 The government will invest in our hospitals, including over £100 million in 2020-21
to make progress on 40 new hospital projects, as part of a long-term programme of
investment in health infrastructure to ensure the NHS has world-class facilities for patients.?” This
will be accompanied by an increase in DHSC's capital budget of £683 million in the 2020-21
financial year to protect the level of NHS operational capital investment. This will allow
Trusts to continue to invest in important capital projects such as estate refurbishments and
building maintenance. (5)

1.110 Toensure that new arrivals to the UK contribute to the funding of the NHS, the
Immigration Health Surcharge will be increased to £624. The government will also introduce
a new discounted rate of £470 for children in recognition of the increased financial impact on
family groups. (6)

1.111 The government is committed to long-term reform of adult social care and the Secretary
of State for Health and Social Care has written to parliamentarians to begin building cross-party
consensus on reform. Ahead of those discussions, the government will invest £1 billion of
additional funding for social care next year, as announced at Spending Round 2019.
The Budget confirms that this additional funding will continue for every year of the current
Parliament to continue to stabilise the system.

25 year NHS funding plan, Department of Health and Social Care, Her Majesty’s Treasury, June 2018
2 Spending Round 2019, Her Majesty’s Treasury, September 2019
2" Health Infrastructure Plan, Department of Health and Social Care, September 2019

Budget 2020


https://www.gov.uk/government/news/prime-minister-sets-out-5-year-nhs-funding-plan
https://www.gov.uk/government/publications/spending-round-2019-document/spending-round-2019
https://www.gov.uk/government/publications/health-infrastructure-plan

Supporting schools and young people

1.112 At Spending Round 2019, the government committed to a £7.1 billion cash increase
in funding for schools in England by 2022-23, compared to 2019-20 budgets. This funding
settlement included an increase to minimum per-pupil funding levels, a commitment now
enshrined in law.?¢ The minimum per pupil amount will increase to £3,750 for primary schools
and £5,000 for secondary schools in 2020-21, with the primary schools minimum then rising
to £4,000 in 2021-22.2°The settlement also provides for £780 million extra in 2020-21 to
support children and young people with special educational needs, to ensure all can reach
their potential.

1.113 On average, schools will see an increase of over 4% in funding per pupil compared to
2019-20 budgets.®* The three-year settlement will also allow the government to raise starting
salaries for teachers to £30,000 by September 2022.

1.114 This funding settlement reflects the government’s commitment to high quality education
for all school children. The Budget sets out new steps the government is taking to support
children to have the opportunity of an active and enriching school experience.

1.115 Toensure that children get an active start in life, the government will bring forward

an updated School Sport and Activity Action Plan following the Comprehensive Spending
Review. Ahead of that, the Budget provides £29 million a year by 2023-24 to support
primary school PE teaching and help schools make best use of their sports facilities.
The funding will support high quality teacher training and professional development for PE,
informed by best practice PE teaching.

1.116 The government also believes in the benefits of participating in the arts and the essential
role it plays in all children’s education. The Budget provides £90 million a year to introduce
an Arts Premium from September 2021, averaging out as an extra £25,000 a year per
secondary school for three years.?' The funding will help schools to provide high quality arts
programmes and extracurricular activities for pupils, including those delivered in partnership
with arts organisations, as well as supporting teachers to deliver engaging and creative lessons
in the arts.

Ensuring people’s safety and security

1.117 Protecting people and keeping them safe from crime and other threats is a principal
responsibility of any government. The government announced an extra £750 million of funding
at the 2019 Spending Round to begin the recruitment of 20,000 additional police officers, with
the first 6,000 officers to be recruited by March 2021. The Budget makes further important
investments in the police, security services and justice system.

1.118 In addition, the Budget will include £114 million in 2020-21 for counter-terrorism, to
maintain capability and officer numbers in the face of a changing terrorist threat. This includes
an extra £83 million for counter-terrorism policing, in addition to the government’s police
recruitment commitment, and £31 million for the UK Intelligence Community. The government
will also provide an additional £67 million for the UK Intelligence Community which will
enable them to develop further their world-leading technological capabilities to protect the UK's
security and help keep the country safe. (9)

2 Minimum funding levels for schools, Department for Education, January 2020

2 National funding formula tables for schools and high needs: 2020 to 2021, Department for Education, October 2019
Pibid.

3 Schools, pupils and their characteristics: January 2019, Department for Education, June 2019
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1.119 The government is committed to increasing support for victims of crime in their
experience of the criminal justice system. The government will provide an additional

£15 million to improve our offer to victims. This will boost the support available to victims
of rape and create a new digital hub to make the criminal justice process in England and Wales
easier to understand. The government will also provide an additional £5 million to begin a
trial of domestic abuse courts in England and Wales, allowing criminal and family matters
to be considered together. To protect victims of severe domestic abuse and their children

and reduce the number of serial perpetrators, the government will provide £10 million for
innovative new approaches to preventing domestic abuse, working with Police and
Crime Commissioners to expand projects like the “Drive” prevention programme.

1.120 The Budget contains an additional £5 million for the Youth Endowment Fund to support
the creation of a Centre of Excellence for Tackling Youth Violence. This will create a single
evidence hub on what works to divert young people away from criminal activity and improve
the effectiveness of our wider investments in crime reduction, including the work of the Youth
Endowment Fund and violence reduction units. The Budget will also provide £68.5 million to
toughen community sentences, including by increasing the number of offenders who are
required to wear an electronic tag.

1.121 The government will also provide £20 million for Fire and Rescue Services to enable
them to increase fire inspection and enforcement capability and to build capacity to respond to
the Grenfell Tower Inquiry’s findings, by investing in training, equipment and a stronger strategic
centre for the fire service.

Improving local services and infrastructure

1122 1pe government is committed to supporting the work of local authorities, in delivering
high quality local services in communities across the country. The 2020-21 local government
finance settlement enables a 6.3% nominal increase in councils’ Core Spending Power.3?

1.123 Local authorities also invest billions of pounds of capital finance every year in their
communities. The government supports this activity, in part, by offering low cost loans through
the Public Works Loan Board (PWLB). However, in recent years a minority of councils have used
this cheap finance to buy very significant amounts of commercial property for rental income,
which reduces the availability of PWLB finance for core local authority activities. To address

this the government will consult on revising the terms of PWLB lending to ensure
LAs continue to invest in housing, infrastructure and front-line services. To further
enable high quality investment by local authorities, the government is cutting the interest
rates for investment in social housing by 1 percentage point, and making an extra
£1.15 billion of discounted loans available for local infrastructure projects. (11)

1.124 Further details and additional announcements relating to public services can be found in
Chapter 2.

32 Core spending power: provisional local government finance settlement 2020 to 2021, Ministry of Housing, Communities and Local Government,
December 2019.
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Levelling up and getting Britain building

1.125 The Budget sets out the next stage of the government’s comprehensive plan to level up
opportunity and share prosperity across the UK. The only sustainable way to drive economic
growth and improve living standards in every corner of the country is to boost productivity.
The government is therefore investing in people and places — by taking the first steps in its
plan to level up skills across the country, ahead of setting out further details at the CSR, and by
committing record levels of investment to infrastructure that will directly support productivity.
These actions will boost national growth as well as addressing economic and social disparities
and restoring the fabric of our towns and cities.

Infrastructure

1.126 Infrastructure underpins the economy: it is essential for markets to function effectively,
it supports jobs, attracts investment, and it matters to families, communities, towns and cities.
Later in the spring the government will publish a landmark National Infrastructure
Strategy which will set out plans for a once in a generation transformation of the UK's
economic infrastructure.

Strategic transport projects

1.127 The government is transforming regional connections through the largest ever
investment in England’s motorways and major A roads.?* The second Road Investment
Strategy (RIS2) will spend over £27 billion between 2020 and 2025. It will take forward
schemes such as dualling the A66 Trans-Pennine and upgrading the A46 Newark bypass to
address congestion, and building the Lower Thames Crossing to increase road capacity across
the Thames east of London by 90%.3*RIS2 will be delivered alongside the government’s plans
for decarbonising the transport sector, which are set out in the ‘Growing a greener economy’
section of this chapter.

1.128 The government is also investing £20 million to develop the Midlands Rail Hub,
progressing plans for a major programme of improvements to rail services across these regions.

Local transport

1.129 The government intends to make an unprecedented investment in urban transport,
starting by confirming allocations of over £1 billion from the Transforming Cities
Fund. This will deliver a range of local transport schemes, including an iconic new Central Park
Bridge in Plymouth, a significant increase in the capacity of the Tyne and Wear Metro, and new
cycleways in Bournemouth, Christchurch and Poole. In line with the government’s priorities, this
will also include around £800 million for bus and cycling infrastructure.

1.130 Building on the Transforming Cities Fund, the government will also provide £4.2 billion
from 2022-23 for five-year funding settlements for eight Mayoral Combined
Authorities (in West Yorkshire, Greater Manchester, West Midlands, Liverpool City Region, Tyne
and Wear, West of England, Sheffield City Region and Tees Valley). While it will be for elected
Mayors to put forward ambitious plans, the government would welcome the opportunity to
support a range of schemes, such as the renewal of the Sheffield Supertram, the development
of a modern, low-carbon metro network for West Yorkshire and tram-train pilots in Greater
Manchester. As a first step, the government will open discussions with Greater Manchester,
Liverpool City Region and the West Midlands in the coming months.

3 'Departmental update’, Department for Transport, October 2019.
3 'Lower Thames Crossing’, Highways England.
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1.131 The government also intends to deliver better local transport for towns, rural areas and
other cities. In February, the Prime Minister announced £5 billion of new funding for buses and
cycling. Further details will be announced at the CSR, alongside a National Bus Strategy.

1.132 Well-maintained roads are important for all road users, including cyclists and bus
passengers. To that end, the Budget announces a new Potholes Fund that will provide
£500 million a year, resulting in a 50% increase to local road maintenance budgets in
2020-21. Furthermore, the Budget confirms the development of 15 local road upgrades
across the country, helping to reduce congestion, improve journey times and unlock
housing and employment opportunities in England. These include junction improvements to
the A350 in Wiltshire, a link road connecting Chesterfield to Staveley, and a dual carriageway
in Warwickshire.

1.133 The CSR will set out further plans for investment in local transport spending. To
inform these plans, the Infrastructure and Projects Authority will lead a study, working
with departments, into supply chain capacity, to assess how industry can best deliver the
government’s ambition.

Digital connectivity

1.134 Investment in broadband has had significant benefits to the UK economy.>>Forty times
faster than standard superfast broadband, gigabit broadband provides a step change in the
UK’s digital connectivity. The government is committing £5 billion to support the rollout of
gigabit-capable broadband in the most difficult to reach 20% of the country, so that
all areas are able to benefit. This investment will level up connectivity across the UK, particularly
in rural areas.

1.135 As part of over £1 billion that the government has already committed to next generation
digital infrastructure, the Budget announces the next seven areas that have successfully
bid for funding from the third wave of the Local Full Fibre Networks Challenge Fund:
North of Tyne (£12 million), South Wales (£12 million), Tay Cities (£6.7 million), Pembrokeshire
(£4 million), Plymouth (£3 million), Essex and Hertfordshire (£2.1 million) and East Riding of
Yorkshire (£1 million).

1.136 In too many places, phone reception is not good enough and people lack choice of
mobile provider. The Budget announces that the Shared Rural Network agreement has
been finalised between the government and industry. The government will commit
up to £510 million of funding, which will be more than matched by industry. This
means 95% of the UK’s landmass will have high quality 4G mobile coverage by 2025.

Flooding and water

1.137 Flooding has a devastating impact on homes, businesses and communities, and the
government is currently investing £2.6 billion in flood defences to ensure they are better
protected. This winter, the Environment Agency’s flood defences protected 127,000 properties.3®

1.138 However, the twin pressures of climate change and population growth mean that further
action is needed. The government will double the amount it invests in the flood and
coastal defence programme in England to £5.2 billion over six years, better protecting
a further 336,000 homes and non-residential properties. According to Environment Agency
modelling, this will reduce national flood risk by up to 11% by 2027. This doubling of funding

*'The economic impact of broadband: evidence from OECD countries’, Ofcom, April 2018.
% 'Flood risk begins to recede but public are warned to be vigilant’, Environment Agency and Department for Environment, Food & Rural Affairs,
February 2020.
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exceeds the level of investment recommended by the National Infrastructure Commission. The
government is also making available £120 million to the Environment Agency to repair the
assets damaged by the storms this winter.

1.139 Where flooding and coastal erosion is inevitable, further action is needed to ensure that
communities can respond and recover more quickly. The government will provide £200 million
over the next six years for a place-based resilience programme. This will support over

25 local areas, urban, rural and coastal, from the North, the Midlands and the South, to take
forward wider innovative actions that improve their resilience to flooding and coastal erosion.
Areas will be selected based on a range of criteria, including repeated significant flooding in
the past.

1.140 Climate change also makes it even more important that water resources are properly
managed and conserved. The government will invest £39 million in the Environment Agency's
network of water supply and water navigation assets.

1.141 As floods do not respect national boundaries, it is right that the devolved administrations
will benefit from the Barnett consequentials of this substantial increase in government
investment in flood and water infrastructure.

Housing

1.142 Everyone should be able to access a safe and affordable home. Increasing housing supply
is essential to creating a fairer, more affordable housing market and boosting productivity across
the country.

1.143 The government has made good progress in boosting housing supply with over
240,000 new homes created in 2018-19, the highest level in 32 years.?”-3 To continue to
support the country’s needs the government has committed to creating at least 1 million new
homes in England by the end of this Parliament and an average of 300,000 homes a year by
the mid-2020s.

1.144 The Budget sets out an ambitious package of investment to build the high quality and
affordable homes the country needs. This includes £12.2 billion for the Affordable Homes
Programme and £400 million for ambitious Mayoral Combined Authorities and local areas to
establish housing on brownfield land across the country. The Budget also confirms allocations
from the Housing Infrastructure Fund totalling £1.1 billion for nine different areas including
Manchester, South Sunderland and South Lancaster.

1.145 Land availability, as constrained by the planning system, is the most significant barrier to
building more houses. The Secretary of State for Housing, Communities and Local Government
will shortly set out comprehensive reforms to bring the planning system into the 21t century,
followed by a Planning White Paper in the spring. These reforms will aim to create a simpler
planning system and improve the capacity, capability and performance of Local Planning
Authorities (LPAs) to accelerate the development process. Where LPAs fail to meet their local
housing need, there will be firm consequences, including a stricter approach taken to the release
of land for development and greater government intervention. The government will also explore
long-term reforms to the planning system, rethinking planning from first principles, to ensure
the system is providing more certainty to the public, LPAs and developers.

37'Written question — 292970°, House of Commons, October 2019.
% 'Housing Statistical Release’, Ministry of Housing, Communities & Local Government, December 2019.
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Skills

1.146 Supporting people to improve their skills is a vital part of the government’s aim to level
up opportunity across the country. Increasing productivity depends on improving the skills levels
of this generation and the next. Achieving this will require vocational and technical education
that genuinely responds to the needs of business and the country as a whole. The government
will confirm its plans on skills at the CSR. But the first steps come now.

1.147 Further education should be at the forefront of providing all learners with the
opportunity and tools to progress into skilled employment. At Spending Round 2019, the
government increased day-to-day spending on further education by £400 million in 2020-21,
recognising its vital role in equipping people with the skills they need to succeed.

1.148 The Budget goes further, providing £1.5 billion over 5 years (£1.8 billion inclusive
of indicative Barnett consequentials) in capital investment to ensure that all further
education college estates are in good condition. This investment will ensure that colleges
have cutting-edge facilities to train people for jobs in the industries of the future, and is part of
the government’s plan to upgrade the nation’s infrastructure.

1.149 Alongside this, adult skills provision must improve to meet the needs of people and
business now and in the future. To address this issue, the government has committed to a
new £2.5 billion (£3 billion inclusive of indicative Barnett consequentials) National
Skills Fund to improve the technical skills of adults across the country.

1.150 The government will consult widely in the spring on how to target this fund most
effectively, before confirming details at the CSR. The government wants to hear directly from
people and employers across England to understand what works in the current system and what
does not, and to ensure that the fund is focused on helping people gain the skills they need for
rewarding, well-paid jobs.

1.151 More broadly, the government wants to facilitate two culture changes with this fund: for
individuals to be able to train and retrain over the course of their lifetimes; and for employers
and the government to increase investment and fill the skills gaps that hold back productivity at
a local, regional and national level.

1.152 Apprenticeships also provide the opportunity for people to learn valuable skills and

get good jobs. Since its introduction in April 2017, the Apprenticeship Levy has enabled

the government to raise the standard of apprenticeships, supporting employers to make a
long-term, sustainable investment in training. The government will now look at how to improve
the working of the Apprenticeship Levy, to support large and small employers in meeting the
long-term skills needs of the economy. In the meantime, the government will ensure that
sufficient funding is made available in 2020-21 to support an increase in the number of new
high-quality apprenticeships in small- and medium-sized businesses.

Growth across the country

1.153 The growth of every region and nation in the UK is important for boosting the economy
and creating a strong and inclusive society. In addition, the government will publish an English
Devolution White Paper in the summer, setting out how it intends to meet its ambition for full
devolution across England.

1.154 Towns are home to some of our key businesses and employers. This is why the
government has already set up the £3.6 billion Towns Fund to support the regeneration
of high streets, town centres and local economies. The government is also supporting
our ports, which are major hubs for trade, innovation and commerce — it has launched a
consultation on creating up to 10 new Freeports that will work for all of the UK.
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1.155 The Budget goes further to support places, regions and nations to grow. As part of

this the government has agreed a devolution deal with West Yorkshire to establish

a Mayoral Combined Authority with a directly-elected Mayor from May 2021. This
deal will provide £1.1 billion of investment for the area over 30 years, as well as devolving
significant new decision-making powers on transport, planning and skills. It also underpins the
agreement of a long-term intra-city transport settlement for the region starting in 2022-23. This
devolution deal is an important step in delivering on our levelling up agenda by giving power
and investment to local areas. As part of this, the government is also providing up to
£500,000 to support Bradford in its regeneration and development plans to increase
the benefits of potential Northern Powerhouse Rail connections.

1.156 In repatriating the EU structural funds, the government has an historic opportunity to
design a UK Shared Prosperity Fund to match domestic priorities. The UK Shared Prosperity Fund
will replace the overly bureaucratic EU structural funds, levelling up opportunity in each of the
four nations of the country. Funding will be realigned to match domestic priorities, not the EU’s,
with a focus on investing in people. At a minimum, it will match current levels of funding for
each nation from EU structural funds. The government will set out further plans for the Fund,
including at the CSR.

1.157 The Budget also sets out how the government will make decisions differently in future.
To ensure the civil service reflects the public it serves, the government is committed to
moving 22,000 civil service roles out of central London within the next decade, the
vast majority to the other regions and nations of the UK. The government will establish a
significant new campus in the north of England focused on economic decision making,
which will include teams from HM Treasury, DIT, BEIS and MHCLG. Furthermore, as the UK's
economics and finance ministry HM Treasury will establish representation in all the
nations of the UK, building on its existing presence in Scotland with new positions based in
Northern Ireland and Wales for the first time.

1.158 A cornerstone of the government’s levelling up agenda is its commitment to regional
connectivity. The aviation industry has an important role to play in connecting the nations and
regions of the UK. Following the review of Air Passenger Duty (APD) that has been undertaken
by HM Treasury, the government will consider the case for changing the APD treatment of
domestic flights, such as reintroducing a return leg exemption, and for increasing the number
of international distance bands. These considerations will form part of a consultation on
aviation tax reform that will be published in spring 2020.

Scotland, Wales and Northern Ireland

1.159 As part of its commitment to levelling up the whole of the UK, the government will
support economic growth in each of the four nations and will strengthen the ties that bind
them into a prosperous United Kingdom. The government will work closely with the devolved
administrations on this agenda, especially where it is possible to achieve better outcomes in
partnership with Cardiff Bay, Holyrood and Stormont.

1.160 The Budget announces changes across tax, welfare and public spending that apply across
the whole of the UK and so will directly benefit people and businesses in Scotland, Wales and
Northern Ireland. This includes steps to upgrade digital infrastructure, support decarbonisation
and reduce tax for employees and the self-employed.
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1.161 Where Budget measures do not apply across all nations, the devolved
administrations will receive significant additional funding through the Barnett
formula to invest further in public services, infrastructure and other priorities:

e the Scottish Government's block grant will increase by over £640 million through to
2020-21 before adjustments for tax devolution

e the Welsh Government's block grant will increase by over £360 million through to
2020-21 before adjustments for tax devolution, this includes a 5% uplift in Barnett
consequentials agreed as part of the Welsh Government's fiscal framework in 2016

e the Northern Ireland Executive’s block grant will increase by over £210 million through
to 2020-21

1.162 The Budget announces £242 million to fund a further four City and Growth Deals across
Scotland, Wales and Nothern Ireland. This builds on the £2.5 billion already allocated to existing
deals and ensures that every part of Wales and Nothern Ireland benefits from a City or Growth
Deal, with another deal that benefits Scotland.

1.163 The government will also take action to improve cross-border links, including improving
transport links between North Wales and England by developing the A483 Pant Llanymynech
Bypass, and supporting an independent economic review of the Western Gateway, which
stretches across Wales and the west of England.

1.164 The Budget announces further support targeted at each of the nations — including a
package for the whisky industry, action to allow TV channel S4C to recover in full any VAT it
pays, and legislation to provide appropriate exemptions for payments for injuries relating to the
Troubles in Northern Ireland.

1.165 Additionally, the government is working with the Scottish Government to devolve
further tax and welfare powers as set out in the Scotland Act 2016. This includes transferring
responsibility to the Scottish Government for around £3 billion of disability benefits in April
2020 and, from 2021, assigning half of the VAT revenues generated in Scotland.

1.166 Further details and additional announcements targeted at levelling up and getting Britain
building can be found in Chapter 2.
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Supporting people and families

1.167 Record employment and rising real wages have benefited households across the
country.3The OBR forecasts employment to rise by 522,000 by the first quarter of 2025 and
wages to outpace inflation in every year of the forecast.*° The government’s ambition is to
support people and families through a fair and sustainable tax system, that rewards hard work,
minimises economic distortions and funds first class public services.

1.168 The Budget announces a range of measures to improve living standards for people
across the UK, delivering on commitments to cut taxes and costs, to put more money in
people’s pockets.

Helping hard-working people

1.169 The government is committed to keeping taxes low, helping hard-working people
keep more of what they earn. In less than a decade, the Personal Allowance has increased
by over 90% and has taken 1.7 million individuals out of income tax altogether compared to
2015-16.4142The Budget confirms the government’s commitment to increase the National
Insurance contributions (NICs) Primary Threshold and Lower Profits Limit, for
employees and the self-employed respectively, to £9,500 from April 2020.43(12)

1.170 This increase will benefit around 31 million people,* with a typical employee saving
around £104 and a typical self-employed person around £78 in 2020-21.%> Around 1.1 million
people will be taken out of paying Class 1 and Class 4 NICs entirely.“¢ This is the first step in
meeting the government’s ambition to increase these thresholds to £12,500, which would save
a typical employee over £450 per year.#’ Taken together with increases to the National Living
Wage (NLW) and previous increases to the Personal Allowance, an employee working full-time
on the NLW anywhere in the UK will be over £5,200 better off compared to April 2010.4 This
reform is in line with the government’s ambition to support hardworking people and families
through a fair and sustainable tax system.

1.171 By saving towards their future, families can give children a significant financial asset
when they reach adulthood — helping them into further education, training, or work. Junior
ISAs (JISAs) and Child Trust Funds (CTFs) are tax-advantaged accounts for children, designed to
encourage a long-term savings habit. The Budget announces that the amount families can
save into a JISA or CTF will be more than doubled in 2020-21, increasing from £4,368
to £9,000.

Fairer wages for the lowest paid

1.172 Since its introduction in 2016, the NLW has supported rapid earnings growth for
the lowest earners. Supported by the NLW, real wages have grown fastest for the lowest
paid full-time workers, by 11% above inflation between 2015 and 2019.%° Following the
recommendations of the Low Pay Commission (LPC), the government announced in December

3 See ‘Budget 2020 data sources’.

40’Economic and Fiscal Outlook’, OBR, March 2020.

“"HMRC analysis based on Survey of Personal Incomes (SPI) 2017-18 data, and Budget 2020 OBR forecast.
“2Up to the year 2019-20.

4’31 million taxpayers to get April tax cut’, HM Treasury, 30 January 2020.

“HMRC analysis based on Survey of Personal Incomes (SPI) 2017-18 data, and Budget 2020 OBR forecast.
% HM Treasury analysis, see ‘Budget 2020 data sources’.

4 HMRC analysis based on Survey of Personal Incomes (SPI) 2017-18 data, and Budget 2020 OBR forecast.
47 HM Treasury analysis, see ‘Budget 2020 data sources’.

% HM Treasury analysis, see ‘Budget 2020 data sources’.

4'HM Treasury analysis of ONS Annual Survey of Hours and Earnings, 2015 results and 2019 results. ‘Lowest—paid full-time workers’ defined as those at
the fifth percentile of the earnings distribution.
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2019 that it will increase the NLW by 6.2% from £8.21 to £8.72 from April 2020, which
is projected to meet its current target of 60% of median earnings by 2020.°°In total, the annual

gross earnings of a full-time worker on the NLW will have increased by over £3,680 since the
introduction of the NLW in April 2016.

Chart 1.12: Percentage change in individual full-time employee gross weekly real earnings
across the UK, 2015 to 2019, at example percentile points
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Source: HMT analysis of ONS Annual Survey of Hours and Earnings 2015 and 2019.

1.173 The Budget commits to a new, ambitious target for the NLW to reach two-thirds
of median earnings and extending this to workers aged 21 and over by 2024, provided
economic conditions allow. This emergency brake will ensure that the lowest-paid workers
across the UK continue to see pay rises without significant risks to their employment prospects.

Cutting the cost of living

1.174 The government will introduce legislation to apply a zero rate of VAT to
e-publications from 1 December 2020, which will make it clear that e-books, e-newspapers,
e-magazines and academic e-journals are entitled to the same VAT treatment as their physical
counterparts. The government expects the publishing industry, including e-booksellers, to pass
on the benefit of this relief to consumers. It should benefit all who read digitally, including
children from poorer backgrounds: nearly 1 in 4 pupils on free school meals read fiction digitally,
compared to 1 in 6 of their peers who are not eligible for free school meals.>'

1.175 In recognition of the rising cost of living, the government will freeze fuel duty
for a record tenth year in a row, saving the average car driver a cumulative
£1,200 compared to what they would have paid under the pre-2010 fuel
duty escalator.>?(13)

1.176 Now that the UK has left the EU, it can reduce the cost of essential sanitary products for
women in the UK. From 1 January 2021, the tampon tax will be abolished through the
application of a zero rate of VAT on women’s sanitary products. (17)

0 www.gov.uk/national-minimum-wage-rates.
*! ‘Children, young people and digital reading’, National Literacy Trust, April 2019.
*HM Treasury calculations.
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1.177 The Budget also announces that the government will freeze duty rates on beer,
spirits, wine and cider, meaning that a pint of beer is 1p cheaper than it would have been if it
had risen with inflation.

1.178 The government is announcing a service improvement that will make Tax-Free
Childcare (TFC) compatible with school payment agents. This will allow parents of up to
500,000 school-aged children across the UK to access TFC and use it towards the cost of their
wraparound childcare. (14)

1.179 Recognising housing costs are the biggest pressure on household finances for low
income households, these measures go alongside other substantial new packages of support to
increase housebuilding and improve the affordability of housing, as detailed in Levelling
Up and getting Britain building.>

Supporting the most vulnerable

1.180 The government is delivering on its commitments to provide a clear route to work

and support the most vulnerable through the welfare system. This government is ending the
benefit freeze and increasing working age benefits by 1.7% from April 2020. Providing
further support for Universal Credit (UC), the government will help ensure claimants can
repay debts in a more sustainable and manageable way by reducing the maximum rate at
which deductions can be made from a UC award from 30% to 25% of the standard
allowance and giving claimants up to 24 months to repay advances.

1.181 The government will give people with disabilities greater certainty over their award levels
for longer, by guaranteeing that Personal Independence Payment claimants will not have
an award period of less than 18 months. (19)

1.182 The government will create an entitlement to Neonatal Leave and Pay for employees
whose babies spend an extended period of time in neonatal care, providing up to 12 weeks

paid leave so that parents do not have to choose between returning to work and taking care of
their vulnerable newborn. In addition, the government will consult on the design of a new
in-work entitlement for employees with unpaid caring responsibilities, such as for a
family member of dependents. (20)

1.183 The government is committed to helping people in problem debt and, from early
2021, will introduce breathing space. This will provide a period of up to 60 days, where
people in problem debt will be protected from enforcement action by their creditors and the
charging of further interest and fees on their debts. This includes debts owed to central and
local government. To support that, the government will invest an additional £12.5 million
in HMRC in 2020-21 to begin work immediately on the implementation of
breathing space.

1.184 The government will commit £46 million from the Shared Outcomes Fund to
provide improved support to individuals overcoming multiple complex needs, such as
homelessness, reoffending and substance misuse.

1.185 Following the Grenfell tragedy, one of the government’s most important objectives is

to ensure residents feel safe and secure in their home. Having taken expert advice, the Budget
confirms an additional £1 billion to remove unsafe cladding from residential buildings
above 18 metres to ensure people feel safe in their homes.

*HM Treasury analysis, see ‘Budget 2020 data sources’.
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1.186 The government wants to support alternatives to high-cost credit such as payday loans,
particularly for the most financially vulnerable consumers, by improving access to social and
community lenders. The Budget announces the three winners of the £2 million Affordable
Credit Challenge Fund, which is designed to harness the UK's world-leading fintech expertise
to develop tech solutions to the challenges faced by the affordable lending sector, making it
easier and quicker to access their products.

1.187 The Budget also announces that the government will provide protection against
misleading sales tactics for consumers who are planning for their funeral, ensuring
that all pre-paid funeral plan providers are subject to robust regulation by bringing the market
within the remit of the FCA.

1.188 The Budget announces that the government will bring forward legislation to protect
access to cash and ensure that the UK's cash infrastructure is sustainable in the long-term.

Rough Sleeping

1.189 The government is committed to ending rough sleeping in this Parliament. Government
action is already having an impact, with the latest annual count for England published in
February showing a 9% fall on the previous year.> The Budget seeks to build on this progress
with £643 million for accommodation and support services to help people off the streets and
to start rebuilding their lives. Money raised from a 2% non-UK resident Stamp Duty Land Tax
surcharge will be used to help fund policies to reduce rough sleeping in England. (22, 47)

1.190 The government is introducing additional exemptions from the Shared
Accommodation Rate (SAR) for Universal Credit and Housing Benefit claimants to
protect those at risk of homelessness. This will enable rough sleepers aged 16-24, care leavers
up to the age of 25, and victims of domestic abuse and human trafficking to live on their own,
supporting their recovery from homelessness. (21)

1.191 Further details and additional announcements targeted at supporting people and families
can be found in Chapter 2.

* Rough sleeping snapshot in England: autumn 2019, Ministry of Housing, Communities & Local Government, February 2020.
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Backing business

1.192 Businesses provide the jobs that hard-working families depend on today, and
through investment and innovation they will create the jobs of tomorrow. Backing business
is vital to levelling up the economy across the regions and nations of the UK and boosting
productivity growth.

1.193 The government is committed to making the UK the best place to start and grow a
business, supporting enterprising businesses to succeed while attracting established businesses
to locate and invest in the UK. In order to do so, the government is investing in the priorities
of the business community by improving transport networks and digital connectivity and by
investing in people’s skills and health. The government will ensure that the UK’s tax system
remains competitive and that the regulatory regime supports competition and innovation,
along with improving business support and ensuring the UK becomes a 21t century

exporting superpower.

Business and enterprise support

1.194 Supporting enterprise is an important part of the government’s ambition to level up
opportunity across the UK. The government will do this directly by extending the funding
of the British Business Bank’s Start-Up Loans programme to the end of 2021-22,
supporting up to 10,000 further entrepreneurs across the UK to access finance to start

a business.

1.195 To ensure that all businesses have access to high quality support and advice in their
region, the government will invest £10 million to increase Growth Hub capacity and
provide high-quality, core business advice and guidance across all 38 Growth Hubs.

1.196 In addition, the government will invest £13 million to expand the British Library’s
network of Business and Intellectual Property Centres to 21 cities and 18 surrounding
local library networks across England, providing entrepreneurs with business support, free access
to market intelligence, IP workshops and one-to-one coaching. (29)

1.197 The government will use the forthcoming CSR to make it easier for businesses to
access the information and support that is relevant for them. As a first step, BEIS will lead the
development of a digital service to provide businesses with tailored information
about appropriate sources of support.

1.198 The UK is a global financial centre, with world-leading finance hubs in London,
Edinburgh, Birmingham and Leeds that support jobs across the country. To maintain the
competitiveness of the UK financial services sector, the government will be taking a number

of steps to ensure that the UK’s regulatory regime remains proportionate and effective. These
will enhance coordination between regulators and ensure the UK continues to lead the way on
financial services innovation and the use of technology, including on the regulation of payments
and cryptocurrencies. The government will also introduce a Financial Services Bill later in the
session which will ensure that the UK maintains its world-leading regulatory standards and
remains open to international markets.

Support for the self-employed

1.199 The government has reviewed how support for the self-employed can be strengthened.
It will improve access to finance and credit for self-employed people, by extending funding for
the Start-Up Loans programme as above and by exploring how to improve the guidance
available for self-employed people applying for a mortgage. Self-employed people
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will also benefit from the government’s continued efforts to tackle late payments. BEIS will
shortly publish a consultation on the merits of strengthening the powers of the Small
Business Commissioner.

1.200 The government will make it easier for self-employed people to find the information

and guidance that is relevant to them and their business. The Budget announces that HMRC

will launch new interactive guidance in summer 2020 which will make it easier for
self-employed taxpayers to navigate the tax system. They will also benefit from the new
digital support service described above. Self-employed people working in rural and hard to reach
areas will benefit from the £5 billion for gigabit-capable broadband rollout and funding to
improve mobile coverage that the Budget announces.

1.201 Additionally, the government will consider how to provide appropriate support to
self-employed parents so that they can continue to run their businesses, as part of its wider
review of Parental Pay and Leave.

Competition and regulation

1.202 Competition is essential to drive innovation, produce better outcomes for consumers and
allow new entrants to the market to grow. The UK is at the forefront of designing smarter and
more flexible regulation that allows competition to flourish and minimises unnecessary burdens
for business.

1.203 Toempower consumers and boost competition, the government will accept all six
of the Furman Review’s>> strategic recommendations for unlocking competition in
digital markets.

1.204 To reduce regulatory barriers for businesses and ensure that regulation is sensible

and proportionate now that the UK has left the EU, the Budget launches the Reforming
Regulation Initiative to invite ideas from business and the public for regulatory reform.
Boosting regulators’ capacity is also essential to unlock the potential of emerging technologies
and help businesses to develop innovative products and services, and the Budget announces
that the government will invest £10 million in a second round of the Regulators’
Pioneer Fund.

1.205 The government intends to introduce a levy to be paid by firms subject to the
Money Laundering Regulations to help fund new government action to tackle money
laundering and ensure delivery of the reforms committed to in the Economic Crime Plan.
These reforms will help safeguard the UK's global reputation as a safe and transparent place to
conduct business. The levy will be additional to ongoing public sector funding. The government
will publish a consultation on the levy later this spring.

Global Britain

1.206 The UK is an outward-looking and open economy. The government is implementing an
independent trade policy for the first time in over 40 years, continuing to support businesses
seeking to export and encouraging investors to choose the UK. The Budget takes further steps to
enhance this support for trade and investment.

1.207 Tostrengthen the global ties of our digital technology sector, DIT and the Department
for Digital, Culture, Media and Sport (DCMS) will pilot a Digital Trade Network in the Asia
Pacific region, helping innovative UK companies to access opportunities in major new markets.

*>“Unlocking digital competition, Report of the Digital Competition Expert panel’, HM Treasury, March 2019.
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DIT will establish local champions based at key overseas posts to support exporters
from the Northern Powerhouse, Midlands Engine, and Western Gateway, and will
increase the number of international trade advisers outside London.

1.208 The Budget also announces further support for exporters by extending and increasing
the lending capacity of UK Export Finance (UKEF). This will make permanent the additional
£2 billion provided to UKEF at Budget 2018 as well as provide a new £2 billion lending facility
for projects supporting clean growth and a new £1 billion to support overseas buyers of UK
defence and security goods and services. UKEF will also expand its face-to-face support for
exporters focused on clean growth in the North of England and Scotland where energy supply
chains are economically important.

1.209 The government will support the UK’s world-leading fintech sector, along with the
wider digital economy. The Budget announces a review of the UK fintech sector led by
Ron Kalifa OBE to support growth and competitiveness in the sector. In addition, the
government will convene a summit looking at what further data needs to be made
accessible to make it faster and easier for SMEs to shop around for credit.

A competitive tax environment

1.210 The government will maintain a sustainable and efficient business-friendly tax
environment in which innovative and enterprising businesses can grow and thrive.

1.211 By confirming that the headline corporation tax rate will remain at 19% in 2020,
the lowest in the G20,°¢ the Budget ensures that the UK will continue to be an attractive place
to do business while allowing the government to take action to address the most important
challenges businesses face and increase funding for infrastructure and vital public services.

An increase in the annual rate of the structures and buildings allowance to 3% will
provide over £1 billion in additional relief for businesses by the end of 2024-25. Together with
measures to incentivise spending on R&D, this will unlock new investment and further enhance
the international competitiveness of the UK tax system. The Budget also announces reforms
to the intangible fixed assets regime to reinforce the attractiveness of the UK as a place for
businesses to own and manage intellectual property, a review of the UK funds regime, as well
as an industry working group on the future of VAT and financial services. (45, 23, 28)

1.212 Small businesses play a crucial role in driving the economy and creating jobs. The
government will help small businesses take on extra staff to fulfil their potential and boost
employment by delivering on its commitment to increase the Employment Allowance to
£4,000. As a result, businesses will be able to employ four full-time employees on the National
Living Wage without paying any employer National Insurance contributions (NICs). This measure
will benefit around 510,000 businesses, including around 65,000 businesses which will be taken
out of paying NICs entirely.>” From April, over 650,000 businesses will have been taken out of
paying NICs since the introduction of the Employment Allowance in 2014.58 The government
will also meet its commitment to introduce a National Insurance holiday for employers of
veterans in their first year of civilian employment. (25,16)

1.213 The government will continue to use the tax system to support genuine risk-taking and
creativity where it is proven to be effective. In response to evidence that Entrepreneurs’ Relief
has primarily benefited a small number of very affluent taxpayers and done little to generate
additional entrepreneurial activity,>® the government will reduce the lifetime limit on gains

*¢'Corporate tax rate table’, KPMG, 2019.

*”HMRC analysis based on Pay As You Earn Real Time Information, the ONS Inter-Departmental Business Register.
%ibid.

% ‘Capital Gains Tax Entrepreneur’s Relief: Behaviours and Motivations’ IFF Research, May 2017.
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eligible for relief to £1 million. This will ensure that enterprising small business owners will
continue to benefit, leaving over 80% of those using the relief unaffected,® while making the
tax system fairer and more sustainable. (46)

1.214 The government is committed to supporting businesses which form an important part of
our communities and high streets. The Budget confirms that the government will support shops,
pubs, cinemas, and music venues in England by increasing and expanding the business
rates discount for retail properties, introducing a new pubs discount, and extending
the local newspaper discount. To support businesses affected by COVID-19, the government
has gone further than previously announced, as detailed earlier in the chapter. A fundamental
review of business rates will consider further reforms to the business rates system and will
report in the autumn. (26, 27)

1.215 The government wants to make the most of the opportunity of leaving the EU to make
our VAT and excise system more business-friendly, while continuing to recognise the significant
contribution of VAT and excise towards the public finances. The Budget meets the government’s
commitment to review the alcohol duty regime to ensure it works for UK producers and
consumers. Postponed VAT accounting will also change the time when import VAT is due to
HMRC, providing an important cash flow advantage to businesses across the country that are
integrated in international supply chains as they adapt to the UK's position as an independent
trading nation.

1.216 The Budget announces a set of targeted measures to ensure that businesses pay the
tax they owe, ensuring fairness for everyone. This includes measures to crack down on tax
abuse in the construction industry, illicit tobacco, and among big business, as well as
measures to tackle the promoters of tax avoidance schemes. (57)

1.217 Further details on how the government is backing business can be found in Chapter 2.

% Internal HMRC analysis of Entrepreneur’s Relief data.
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Investing in innovation

1.218 The UK has a long and rich history as a hub for scientific discovery and transformative
technological progress. From the foundations of scientific investigation and the development
of the laws of motion, through the industrial revolution and into the modern digital age —
for centuries the UK has led the world. With less than 1% of the world’s population, the UK
hosts 4 of the world’s 20 best universities,®' has produced up to 14% of the world’s most
impactful research® and has the second highest number of Nobel Laureates of any nation.®
Today, UK researchers and businesses are cutting carbon emissions, curing genetic diseases
and pushing the frontier of artificial intelligence. The UK is also home to some of the world’s
foremost technology-pioneering businesses, and UK research attracts significant foreign
direct investment.

1.219 Research and innovation lead to better products, services and processes. These drive
growth and prosperity across the country, and generate ideas and tools to tackle global
challenges such as climate change and an ageing population. That is why the government set
the objective of increasing economy-wide investment in R&D to 2.4% of GDP by 2027, and why
the Budget puts science, innovation and technology at the heart of the UK's investment strategy.

1.220 The Budget sets out ambitious plans to increase public R&D investment to

£22 billion per year by 2024-25. This landmark investment is the largest and fastest ever
expansion of support for basic research and innovation, taking direct support for R&D to 0.8%
of GDP and placing the UK among the top quarter of OECD nations — ahead of the USA,
Japan, France and China.® This unprecedented increase in investment will support a range of
objectives, including:

e supporting world-leading research in all regions and nations of the UK, including by
cutting bureaucracy, experimenting with new funding models, and establishing a
new funding agency to focus on high-risk, high-reward research

* meeting the great challenges facing society, including climate change and an ageing
population, and providing funding to pursue ‘moonshot’ scientific missions

e investing in the government’s own strategic science capability and improving
public services

e backing businesses to invest and innovate so that they can compete in the global
technology-driven economy

1.221 Details of how this funding will support these and other objectives will be set out
at the forthcoming CSR, but the Budget announces a set of measures that will have an
immediate impact.

Supporting world-leading research in all regions and nations

1.222 The UK has excellent universities in every region and nation that attract business
investment, deepen the skills and knowledge of the population, and drive economic growth.
The government is providing an immediate funding boost of up to £400 million in
2020-21 for world-leading research, infrastructure and equipment. This will help build
excellence in research institutes and universities right across the UK, particularly in basic research
and physical sciences. The government will also provide £300 million for experimental

' Times Higher Education World University Rankings 2020.

2'International Comparison of the UK research base, 2019’, Department of Business, Energy and Industrial Strategy, July 2019.
S USAis 1st with 368, followed by the UK with 132. Source: Nobelprize.org

Based on most recent available OECD Data: Main Science and Technology Indicators.
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mathematical research to attract the very best global talent over the next five years.
This will double funding for new PhDs and boost the number of maths fellowships and
research projects.

1.223 In addition, the government will invest at least £800 million in a new blue-skies
funding agency here in the UK, modelled on the extraordinary ‘ARPA’ in the US.% This agency
will fund high-risk, high-reward science.

1.224 In recognition of their excellence and global reach, the government will increase
funding for the UK's foremost specialist institutions by £80 million over the next five
years. This will support world-leading organisations such as the London School of Hygiene

and Tropical Medicine, the Royal College of Art and the Institute of Cancer Research among
others. At the CSR, the government will examine how R&D funding as a whole can best be
distributed across the country to help level up every region and nation of the country.

Overcoming societal challenges

1.225 The UK is a world leader in many of the scientific fields that are essential for
responding to society’s greatest challenges. For example, 25 of the world’s top 100 medicines
were discovered in the UK,®¢and the UK is the second largest expert contributor to the
Intergovernmental Panel on Climate Change (IPCC).%” The Budget is backing UK scientists and
businesses to maintain and build on this international leadership.

1.226 As part of this, to help meet the challenge of net zero and ensure that the UK is at the
forefront of new decarbonisation technologies, the Budget commits to at least double the
size of the Energy Innovation Programme.

1.227 The government is also committed to deepening understanding of how to reduce
the burden of illness in the future. To this end, the government is committing an extra
£12 million for the National Institute for Health Research in 2020-21. This increased
investment will target research into preventable diseases to work towards solving a range of
major health challenges.

Invest in government science capabilities and public science estate

1.228 Cutting-edge science and innovation can also help the government to ensure that it

is sufficiently equipped to foresee challenges and opportunities and improve public services.
The government will therefore invest £2 million in 2020-21 to expand the cross-cutting
strategic science and resilience capabilities provided by the Government Chief
Scientific Adviser and the Government Office for Science. Furthermore, by investing
£1.4 billion over 10 years in the animal health science facility at Weybridge, the
government will enhance this world-class capability, underpinning agricultural trade and
protecting the UK from the increasing threats of current and emerging animal diseases.

1.229 In recognition of its global scientific significance, the Budget provides £180 million
over 6 years for a new state-of-the-art storage and research facility for the Natural
History Museum at Harwell Science and Innovation Campus. This upgrade will put the facility
at the forefront of natural sciences research and international collaboration, housing and
increasing access to around 40% of this world-leading biological collection.

% Advanced Research Projects Agency.
% BMI Research (2016) United Kingdom Pharmaceuticals & Healthcare Report Q1 2016, p61.
" Royal Society, “Investing in UK R&D", pg.2. Calculated from the annex of author and expert reviewers in the IPCC's Fifth Assessment Report.
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Backing businesses to innovate and grow

1.230 Private investment will be crucial to meeting the government'’s objective of increasing
economy-wide investment in R&D to 2.4% of GDP by 2027, and to creating an innovation-
intensive and technology-driven economy. The Budget will support and encourage this by
increasing the rate of Research & Development Expenditure Credit from 12% to 13%.
The government will also consult on whether qualifying R&D tax credit costs should
include investments in data and cloud computing. (24)

1.231 The government is committed to ensuring that the UK’s fast-growing and innovative
businesses continue to have access to the finance they need to invest and grow. The Life
Sciences Investment Programme will provide the British Business Bank with
additional resources to make up to £200 million in equity commitments to support the
UK’s most innovative health and life sciences firms over the next five years. Invested alongside
private sector capital, this is expected to enable £600 million of finance to create high-quality
jobs and help UK patients benefit from more ground-breaking treatments and care. This
funding will build on the £350 million of finance to life sciences firms currently supported by
the British Business Bank by supporting large-scale venture growth funds. The programme will
launch within a year. The government will also provide the British Business Bank with the
resources to make up to £200 million of additional investment in UK venture capital
and growth finance in 2020-21.

1.232 The Budget will also invest over £900 million to ensure UK businesses are
leading the way in high-potential technologies. This will involve commercialising nuclear
fusion technology, offering potentially limitless clean energy, and supporting the government’s
ambitious National Space Strategy and space innovation fund. A portion of this funding
contributes to a wider investment of up to £1 billion to develop UK supply chains for the
large-scale production of electric vehicles, as announced in September.

1.233 Further details on the support offered in the Budget for innovation can be found in
Chapter 2.
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Growing a greener economy

1.234 Reducing carbon emissions and enhancing the environment are major government
priorities. The UK is already a leader in climate change and clean growth, having reduced
emissions faster than any other G7 nation since 1990,% and being the first major economy to
legislate for net zero greenhouse gas emissions.

1.235 This year, as the UK prepares to host the COP26 Climate Summit,® the government is
raising its ambition to decarbonise the economy. This will level up green economic opportunities
in every nation and region and boost innovation, whilst also improving the natural environment.

1.236 The Budget sets out ambitious action on tree planting, ultra-low emission vehicles, heat
decarbonisation and carbon capture and storage. Further climate policy measures will follow in
the coming months.

1.237 HM Treasury will also publish two reviews this year — one into the economic costs and
opportunities of reaching net zero, the other led by Professor Sir Partha Dasgupta into the
economics of biodiversity.

Decarbonising power, industry and heat

1.238 Research and innovation will reduce the costs of meeting net zero and put the UK at

the forefront of the new technologies needed to decarbonise the world economy. The Budget
therefore commits to at least doubling the size of the Energy Innovation Programme. But
innovation alone is not enough. Whilst new technologies are being developed, the government
will continue to take action to reduce emissions now.

1.239 The government has already made significant progress in reducing carbon emissions
from electricity generation, driven by the switch from coal to gas and the growth in renewable
energy. Costs have fallen so quickly that offshore wind, onshore wind and solar are likely to

be the UK's primary source of electricity in the future. However, the power generated by these
renewable sources is dependent on the weather, so the UK also needs reliable low carbon power
from technologies such as nuclear, gas with carbon capture and storage (CCS), and hydrogen.

1.240 To meet the net zero target, the UK must also decarbonise industry. There are a number
of possible routes — from using low carbon energy sources like hydrogen or electricity, to
capturing industrial emissions and storing them safely under the ground. This challenge provides
opportunities not only to reduce emissions, but also to enable our manufacturing heartlands to
become leaders in the green markets of the future.

1.241 Carbon capture and storage will be important to decarbonising both power and
industry. It can provide flexible low carbon power and decarbonise many industrial processes,
whilst also offering the option for negative emissions at scale. The Budget announces a

CCS Infrastructure Fund to establish CCS in at least two UK sites, one by the mid-2020s,
a second by 2030. Using consumer subsidies, the government will also support the construction
of the UK'’s first CCS power plant.

1.242 The heating of our homes will need to be virtually zero carbon by 2050, replacing
natural gas and other fossil fuels with low carbon alternatives — likely to be primarily a mix of
green gas, heat pumps and heat networks. To meet this challenge, the Budget accelerates the
greening of the gas grid by announcing a new support scheme for biomethane, funded

by a Green Gas Levy. The government will also support the installation of heat pumps and
biomass boilers by introducing a Low Carbon Heat Support Scheme. Recognising the energy

% 'Reducing UK emissions: 2018 Progress Report to Parliament’, Committee on Climate Change, June 2018.
%26th Conference of the Parties to the United Nations Framework Convention on Climate Change.
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efficiency benefits of heat networks, the Budget confirms funding for the Heat Networks
Investment Project for a further year to 2022 and provides £270 million of new funding to
enable new and existing heat networks to adopt low carbon heat sources.

1.243 Toencourage businesses to operate in a more environmentally friendly way, the
government is raising the Climate Change Levy on gas in 2022-23 and 2023-24 (whilst
freezing the rate on electricity) and reopening and extending the Climate Change
Agreement scheme by two years. (40, 41)

Reducing vehicle pollution

1.244 Meeting the UK’s net zero commitment will require emissions reductions across all
modes of transport. However, road transport is responsible for 91% of domestic transport
greenhouse gas emissions’®and is one of the biggest contributors to poor air quality in the UK's
towns and cities. The government has set ambitious targets to increase the number of zero
emission vehicles on the road and is currently consulting on bringing forward the phaseout date
for the sale of new petrol and diesel cars and vans from 2040. Meeting these targets will require
a combination of spending, regulation and taxes.

1.245 Consumer incentives support the development of markets for new transport technology.
The government is considering the long-term future of incentives for zero emission vehicles
alongside the 2040 phase-out date consultation. Until then, the government will provide

£403 million for the Plug-in Car Grant, extending it to 2022-23. Recognising that the
market for other ultra-low emission vehicles is still very small, the government will also
provide £129.5 million to extend the Plug-in Grants for vans, taxis and motorcycles
to 2022-23. In addition, the Budget announces the exemption of zero emission cars
from the Vehicle Excise Duty (VED) ‘expensive car supplement’ and the publication

of a call for evidence on VED, which will include how it can be further used to reduce vehicle
emissions. (35, 44)

1.246 Access to high quality, convenient charging infrastructure is critical for drivers to make
the switch to electric vehicles confidently. The government is therefore providing £500 million
over the next five years to support the rollout of a fast-charging network for electric
vehicles, ensuring that drivers will never be further than 30 miles from a rapid charging station.
This will include a Rapid Charging Fund to help businesses with the cost of connecting

fast charge points to the electricity grid. To target spending from this fund effectively, the
Office for Low Emission Vehicles will complete a comprehensive electric vehicle charging
infrastructure review.

1.247 The government will also remove the entitlement to use red diesel from April
2022, except in agriculture, fish farming, rail and for non-commercial heating (including
domestic heating). By removing this tax relief on pollution, the government will encourage
businesses and industry to improve the energy efficiency of their vehicles and machinery or
look for greener alternatives. The development of these alternatives will be supported by the
government more than doubling its investment in the Energy Innovation Programme. (39)

1.248 Cleaner vehicles will improve air quality. The government is committed to bringing
roadside concentrations of polluting nitrogen dioxide gas within legal limits in the shortest
possible time. The Budget therefore allocates an additional £304 million to enable local
authorities to take immediate steps to reduce nitrogen dioxide emissions. This brings
the total amount that government has provided to affected local authorities to £880 million,
meeting the government’s obligations to all affected local authorities. (36)

‘Transport Statistics Great Britain 2019’, Department for Transport, December 2019.
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Natural environment

1.249 T1his government aims to be the first to leave the natural environment in a better
condition than we inherited it. The 25 Year Environment Plan’ sets out the government's
ambitions for clean air and water, thriving plants and wildlife, and mitigating and adapting to
climate change.”

1.250 The Budget announces the Nature for Climate Fund which will invest £640 million
in tree planting and peatland restoration in England, increasing the rate of tree planting
by over 600%7? and covering an area greater than Birmingham over the next five years. In
addition, the Budget announces the Nature Recovery Network Fund, which will partner with
businesses and local communities to protect, restore and support existing habitats and wildlife.
The government will also introduce the Natural Environment Impact Fund to help prepare
green projects that could be suitable for commercial investment in order to encourage private
sector support for environmental restoration.

1.251 The UK’s commitment to protecting the natural environment extends beyond Great
Britain and Northern Ireland and into the UK Overseas Territories. The government is tripling
funding for the Darwin Plus programme to help protect and conserve the globally
significant biodiversity found in UK Overseas Territories.’> This builds on the £220 million
for biodiversity conservation in developing nations, and the doubling of UK international climate
finance, announced by the Prime Minister at the UN General Assembly last year.

Waste and recycling

1.252 The government is committed to improving waste management, boosting recycling
and reducing plastic pollution. Following consultation in spring 2019, the government

will introduce a new Plastic Packaging Tax from April 2022 to incentivise the use of
recycled plastic in packaging and help tackle the scourge of plastic in the natural environment.
An additional £700,000 will establish the Extended Producer Responsibility scheme,
designed to encourage producers to make their packaging more recyclable and reduce the
amount of unnecessary packaging in their products. (38)

1.253 The government will also take action to fight waste crime. The Budget will provide
funding for a digital waste tracking system to provide better data on waste transport,
as well as £2 million to improve evidence on where fly-tipping happens and the best ways to
deter it.

1.254 Further details on carbon reduction measures in the Budget can be found in Chapter 2.

71’25 Year Environment Plan’, Department for Environment, Food & Rural Affairs, January 2018.
72 'Provisional Woodland Statistics’, Forestry Research, June 2019.
3'Darwin Plus Projects Register’, Darwin Initiative, March 2020.
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Budget policy decisions

2.1 Chapter 1 explains how the measures announced in the Budget support the Government’s
long-term strategy. This chapter sets out all Budget 2020 policy decisions. Unless stated
otherwise, the decisions set out are ones which are announced at the Budget.

2.2 Table 2.1 shows the cost or yield of all Budget 2020 decisions with a direct effect on PSNB
in the years up to 2025-26. This includes tax measures, changes to Departmental Expenditure
Limits (DEL) and measures affecting annually managed expenditure (AME).

2.3 The government is also publishing the methodology underpinning the calculation of the
fiscal impact of each policy decision. This is included in the supplementary document "Budget
2020: policy costings’ published alongside the Budget.

2.4 The supplementary document ‘Overview of Tax Legislation and Rates’, published alongside
the Budget, provides a more detailed explanation of tax measures.

Table 2.1: Budget 2020 policy decisions (£ million)’

Head?2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Investing in excellent public services
Spending review

1 Spending Round 2019 and set Spend -2,530 -12,600 -27,225 -32,095 -36,085 -42,320
resource envelope for the
Comprehensive Spending
Review 2020

2 Delivering public service Spend 0 -1430 -2,685 -2,795 -2,825 -
commitments including on health,
schools, criminal justice system
(resource spending)?

3 EU contributions: benefit from Spend 0 +4,340 +4,990 +7,130 +11,250 +14,605
contributions no longer paid and
customs duties retained

4 Farm Support: domestic Spend 0 -2,710 - - - -
direct payments*

Delivering excellent services

5 National Health Service: 40 Spend 0 -1,065 - - - -
hospitals, diagnostics,
operational capital®

6 Immigration Health Surcharge: Tax 0 +150 +355 +355 +360 +355
increase to £624 with £470 rate for
children and extend to
EEA nationals

7 Pensions: increase annual allowance Tax 0 -180 -315 -450 -560 -670
taper threshold and adjusted
income limit, reduce minimum
annual allowance

8 Prisons: maintenance*® Spend 0 -175 - - - -
9 Policing: counter terrorism?* Spend 0 -80 - - - -
10 Safer Streets Fund: CCTV and Spend 0 -15 - - - -

street lighting®®
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Head? 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

11 Public Works Loan Board: increase Spend +105 +60 +175 +205 +270 +325
main rate, with reduced rates for
social housing and infrastructure

Supporting people and families
Tax

12 National Insurance: increase Primary Tax * -2,110 -2,185 -2,360 -2,370 -2,370
Threshold and Lower Profit Limit to
£9,500 in April 2020

13 Fuel duty: freeze for 2020-21 Tax 0 -525 -530 -540 -555 -560

14 Alcohol Duty: freeze all rates for Tax -40 -285 -295 -305 -310 -320
2020-211°

15 VAT: zero rate e-publications Tax -60 -175 -185 -190 -200

16 National Insurance: NICs holiday for ~ Tax 0 -15 -20 -25 -25
employers of veterans in first year of
civilian employment

17 VAT: abolish VAT for female sanitary Tax 0 -5 -15 -15 -15 -15
products from January 2021

18 Vehicle Excise Duty: change Tax * -15 -20 -25 -30 -35
classification of new motorhomes
from 12 March 2020
Spending

19 Personal Independence Payments: Spend 0 0 0 -55 -75 -90
reduce frequency of assessments

20 Neonatal Leave: new entitlement to  Spend 0 0 0 0 -15 -15
up to 12 weeks paid leave

21 Housing Benefit: further shared Spend 0 0 0 0 -10 -15
accommodation rate exemptions

22 Rough sleeping*® Spend 0 -60 - - - -

Backing business

23 Capital Allowances: increase Tax -15 -90 -165 -210 -260 -295
structures and buildings allowance
rate to 3%

24 Research and Development Spend 0 * -170 -275 -300 -310
Expenditure Credit: increase rate
10 13%

25 Employment Allowance: increase Tax 0 -445 -455 -465 -470 -475
from £3,000 to £4,000

26 Business Rates: increase retail Tax +10 -270 -15 0 0 0
discount to 50%, and extend to
cinemas and music venues for
2020-21

27 Business Rates: £1,000 discount for Tax * -20 * 0 0 0
pubs with rateable value of less than
£100,000 for 2020-21

28 Corporation Tax: relief for pre-2002 Tax -5 -25 -60 -95 -140 -185
intangible fixed assets

29 Enterprise: business productivity and  Spend 0 -20 - - - -
locally delivered business support

Levelling up and getting Britain building

30 Spending Round 2019 and set Spend 0 -2,450 -13,690 -14,465 -13,610 -22,500

capital envelope for the
Comprehensive Spending
Review 2020
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Head? 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

31 Delivering investment commitments ~ Spend 0 -3,290 -4,315 -6,160 -8,150 -
including on transport, health,
justice, education, R&D
(capital spending)’

32 Housing: building safety fund** Spend 0 -1,215 - - - -
33 Housing: brownfield housing fund®>  Spend 0 -95 - - - -
34 Culture: cultural investment fund, Spend 0 -95 - - - -

parklife, national
museums maintenance*?

Growing a greener economy

35 Ultra low emission vehicle grants*® Spend 0 -140 - - - -
36 Air Quality® Spend 0 -175 - - - -
37 Renewable Heat Incentive: extend Spend 0 0 -10 -30 -35 -35
38 Plastic Packaging Tax: 30% recycled Tax 0 0 0 +240 +235 +220
content threshold and £200
per tonne
39 Red Diesel: remove relief for sectors Tax 0 0 +15  +1,575 +1,640 +1,645
other than rail, home heating and
agriculture
40 Climate Change Levy: two year Tax 0 * -5 -5 -190 -190

extension to climate change
agreement scheme and open to
new entrants

41 Climate Change Levy: increase gas Tax 0 0 0 +130 +260 +270
rate in 2022-23 and 2023-24,
freeze liquid petroleum gas and
other commodities

42 Capital Allowances for Business Tax 0 * -5 +10 +70 +110
Cars: extend first year allowance on
zero emission cars and raise
eligibility criteria

43 Carbon Price Support: freeze for Tax 0 0 -20 -15 -15 -15
2021-22
44 Vehicle Excise Duty: exempt zero Tax 0 -10 -15 -20 -30 -45

emission vehicles from the expensive
car supplement

A fair and sustainable tax system
45 Corporation Tax: maintain at 19% Tax +930 +4,635 +6,120 +6,680 +7,075 +7,500

46 Capital Gains Tax: reduce the Tax +5 +215  +1,120 +1,470 +1,670 +1,820
lifetime limit in entrepreneurs' relief
to £1,000,000

47 Stamp Duty Land Tax: 2% non-UK Tax 0 +250 -355 +35 +105 +105
resident surcharge
48 Tobacco Duty: extend RPI plus 2ppt Tax +5 +30 +35 +30 +15 +5

escalator and additional 4ppt for
hand rolling tobacco in 2020-21

49 Income Tax: top slicing relief Tax 0 * -15 -15 -15 -20
amendments

50 Digital Services Tax: Tax +65 -5 * * * +70
technical changes

51 Corporate Capital Loss Restriction: Tax * * -5 -5 -5 -5
companies in liquidation

52 Aggregates Levy: freeze for 2020-21 Tax 0 -10 -10 -10 -10 -10

53 Heavy Goods Vehicle VED and Levy: Tax 0 -10 -10 -10 -10 -10

freeze in 2020-21

Budget 2020 62



63

Head?2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

54 Car Fuel Benefit: increase by CPI in Tax
2020-21

55 Savings: maintain £20,000 limit for Tax
adult ISA in 2020-21

0

+5

+5

+5

+5

+5

+5

Avoidance, evasion, and unfair outcomes

56 Notification of uncertain Tax
tax treatment

57 Tackling abuse in the construction Tax
industry scheme

58 Conditionality: hidden economy Tax

59 Investment in HMRC to improve Tax
tax compliance

60 Research and Development PAYE Spend
Cap: delay by one year and
updated design

61 Housing Benetit: investment in fraud Spend
detection by Local Authorities

+55

+10

+280

+115

+20

+5
+855

-60

+140

+40

+20

+35
+1,065

-130

+125

+45

+20

+50
+1,075

-65

+105

+45

+15

+65
+595

-35

+60

Financial transactions

62 Public sector net borrowing impact ~ Spend
of financial transaction changes®

+2,160

+2,530

+2,900

+3,155

+990

+985

Previously announced policy decisions

63 Independent Loan Charge Review: Tax
implementation of the
recommendations

64 Windrush: tax exemption for Tax
compensation payments

65 Protecting Your Taxes in Insolvency: Tax
delay start date to December and
extend to Northern Ireland

66 Company Car Tax: temporary Tax
reduction for new cars registered
from 6 April 2020

67 Stamp Tax on Shares: connected Tax
company transfers

68 VAT: change start date for reverse Tax
charge for building and
constructions services

69 Business Rates Retention Pilots: Spend
2020-21 pilots in Devolution Deal
areas and the Greater
London Authority

70 Negative Revenue Support Grant: Spend
eliminate in 2020-21

71 Communities: youth Spend
investment fund*®

72 Welfare: restrict EEA migrants' Spend
access to non-contributory benefits
for first five years in UK from
January 2021

73 Child Benefit and Child Tax Credits: Spend
end exporting for children outside
the UK from January 2021

74 Universal Credit: delay surplus Spend
earnings threshold reduction by
one year

Budget 2020

-30

-85

-305

-30

-50

+5

-60

-150

-65

-80

-75

-245

-85

-50

+5

+20

+45

+5

-70

-35

+5

+15

+25

-70

+5

+5

+50

+5

-25

+5

+5

+80

+5



Head? 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
75 Universal Credit: additional support Spend 0 -5 -10 -10 -15 -25
for claimants transferring to
pension credit
76 Universal Credit: changes to severe Spend -10 -5 -5 * * 0
disability premium regulations
Total policy decisions® +605 -17,900 -36,430 -38,530 -41,150 -41,920
Total spending policy decisions® -355  -19,255 -40,185 -45,640 -48,780 -49,440
Of which current -2,545  -13,765  -24910 -27,860 -27,680 -27,660
Of which capital +2,190 -5,490 -15,275 -17,775 -21,100 -21,780
Total tax policy decisions® +960 41,355 +3,755 +7,110 +7,625 47,520

“Negligible.

" Costings reflect the OBR'’s latest economic and fiscal determinants.

2Many measures have both tax and spend impacts. Measures are identified as tax or spend on the basis of their largest impact.

3The overall spending level in 2024-25 has been adjusted for the costs of these measures. Settlements for 2024-25 will be set out at the Spending
Review after the Comprehensive Spending Review 2020.

“The overall resource spending envelope has been adjusted to include funding for this measure in future years. Settlements over the period 2020-21
to 2023-24 will be set out in full at the Comprehensive Spending Review 2020.

®These costs are additional capital spending in 2020-21. Future profiles and total programme costs for some specific programmes are detailed
elsewhere in the document. Settlements beyond 2020-21 will be set out in full at the Comprehensive Spending Review 2020.

Safer Streets Fund: There is a total of £25m in this Fund, of which £10m is funded from the Home Office settlement.

" Departments have existing 2020-21 capital budgets. Some additions were made to 2020-21 capital budgets at the Spending Review 2019 and
further additions are made at this Budget. Years beyond 2021-22 represent the overall capital envelope, which will be allocated to departments at the
Comprehensive Spending Review 2020. Some specific capital allocations are set out throughout this document.

8Further details on financial transactions is set out in the financial transaction table.

“Totals may not sum due to rounding.

®The modelling for this measure was corrected after this table was finalised. The accompanying published costing note contains the updated impacts
on the public finances.
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National Living Wage and welfare

2.5 Publishing the Low Pay Commission’s 2020 Remit — Alongside the Budget, the
government has published its remit to the Low Pay Commission (LPC) for 2020. Confirming the
government’s ambitious target, the remit asks the LPC to make recommendations with the view
of reaching a National Living Wage (NLW) of two-thirds of median earnings by 2024, provided
economic conditions allow. Following recommendations made by the LPC, the NLW will apply
to workers aged 23 and over in April 2021, with a target for it to apply to workers aged 21 and
over by 2024.

2.6 Carers’ leave — The government will shortly consult on the design of Carers’ Leave:

a new in-work entitlement for employees with unpaid caring responsibilities, such as for a
family member or dependents. This will support hardworking people to balance their caring
responsibilities with work, particularly women who disproportionately undertake unpaid
caring activities.

2.7 Neonatal leave and pay — The Budget announces a new entitlement to neonatal leave
and pay for employees whose babies spend an extended period of time in neonatal care. (20)

2.8 Personal Independence Payment reassessments — The government will reduce the
frequency of health assessments required for people receiving Personal Independence Payment
(PIP). For those whose condition is unlikely to change, the Budget sets a minimum award review
length of 18 months. (19)

2.9 Increase in the repayment period for Universal Credit advances and reduction in
the maximum debt deduction cap on the Universal Credit standard allowance — From
October 2021, the period over which Universal Credit advances will be recovered will increase to
24 months, while the maximum rate at which deductions can be made from a Universal Credit
award will reduce from 30% to 25% of the standard allowance.

2.10 Enhancing Housing Benefit compliance — The Budget provides further investment
of up to £12 million per year in local authority resource to maximise their capacity to tackle
Housing Benefit fraud and error. (61)

2.11 Universal Credit to Pension Credit transition — The Budget confirms funding for an
operational change to ensure claimants do not experience a gap in their benefit entitlement
when moving from Universal Credit to Pension Credit. (75)

2.12 Universal Credit: transitional protection for former Severe Disability Premium
(SDP) claimants — The government is confirming funding for increasing the rate of transitional
payments for claimants in receipt of Severe Disability Premium when they move to Universal
Credit. (76)

2.13 Universal Credit rollout — The implementation schedule of Universal Credit has
been updated to ensure its safe delivery. The government expects rollout to complete by
September 2024.

2.14 Universal Credit: surplus earnings — The Budget confirms funding for a delay to
the reduction of the Universal Credit surplus earnings threshold, so that only large income
spikes above £2,500 will be taken into account. The threshold will be reduced to £300 in
April 2021. (74)
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2.15 Changes to the duration of high level sanctions — The government is removing
the three-year sanction from Universal Credit and Jobseeker’s Allowance. This will bring high-
level sanctions to 13 weeks for the first failure to comply with conditionality or work search
requirements and 26 weeks for each subsequent failure, making 26 weeks the duration of the
longest single sanction in Universal Credit and Job Seekers Allowance.

2.16 Supporting families with school-aged children through Tax-Free Childcare (TFC) -
The government is announcing a service improvement that will make TFC compatible with
school payment agents. This will allow parents of up to 500,000 school-aged children across the
UK to access TFC and use it towards the cost of their wraparound childcare.

2.17 Migrants’ access to benefits — The government is aligning EEA migrants’ access to
non-contributory benefits with non-EEA nationals. This will apply to EEA migrants arriving in the
UK under the new immigration system, from January 2021. (72)

2.18 Stop export of Child Benefit — The government is stopping the export of Child Benefit
payments made in respect of children living overseas. This will apply to EEA migrants arriving in
the UK under the new immigration system, from January 2021. (73)

2.19 Porting of Support for Mortgage Interest (SMI) loans — As announced in June
2019, the government will amend the SMI loan regulations to allow recipients moving home to
transfer their existing loan to their new property.

2.20 Extending Shared Accommodation Rate (SAR) exemptions — The government is
introducing exemptions from the SAR for claimants of Universal Credit and Housing Benefit
covering rough sleepers aged 16-24, care leavers up to the age of 25, and victims of domestic
abuse and human trafficking. (21)

2.21 Extension to Civil Partnerships: State Pension — The Civil Partnerships (Opposite-sex
Couples) Regulations 2019 give opposite-sex couples the choice of entering into marriage or civil
partnership. The Budget provides funding which ensures individuals can derive or inherit a State
Pension from an opposite-sex civil partner.

2.22 Devolution of welfare benefits to the Scottish Government — As set out in the
Scotland Act 2016, the government is devolving a number of disability benefits to the Scottish
government, including Personal Independence Payment, Disability Living Allowance, Attendance
Allowance, Industrial Injuries Disablement Allowance and Severe Disablement Allowance.

Public spending decisions

Health

2.23 Nurses — From September 2020, all new and existing students on nursing, midwifery and
allied health courses in England will benefit from additional non-repayable maintenance grants
to help with living costs. Students will receive at least £5,000 a year, with up to £3,000 further
financial support available for eligible students with childcare responsibilities, as well as those
studying in regions and specialisms where Trusts find it difficult to recruit nurses.

2.24 50 million GP surgery appointments — The government is committed to creating

50 million more GP surgery appointments a year in England. The government will achieve this by
funding the Department for Health and Social Care and the NHS to train, recruit and retain up
to 6,000 more doctors in general practice and 6,000 more primary care professionals, such as
physiotherapists and pharmacists.
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2.25 Health Infrastructure Plan (HIP) — As announced in September 2019, the government
has committed £2.7 billion to deliver 6 major building and redevelopment schemes in hospitals
in England, and a further £100 million of seed funding for other schemes to develop their plans.
In total, this programme involves at least 40 hospital building projects. (5)

2.26 Learning Disability and Autism Fund — The government will provide funding over the
next three years to speed up the discharge of individuals with learning disabilities or autism into
the community from mental health inpatient care in England.

2.27 NHS operational capital — The government will protect the level of NHS operational
capital investment in England by increasing the DHSC's capital budget by £683 million in the
new financial year 2020-21. This will allow Trusts to continue to invest in important capital
projects such as estate refurbishments and building maintenance. (5)

2.28 National Institute for Health Research (NIHR) — In order to improve our
understanding of how to reduce the burden of illness in the future, the government is
committing £12 million of new funding for the National Institute for Health Research to invest
in prevention research, supporting local authorities to grow their research capabilities for the
longer term.

2.29 Diagnostic equipment replacement — As announced in September 2019, the
government is providing £200 million for the NHS in England to replace its oldest diagnostic
equipment, including MRI machines, CT scanners, and breast screening equipment. The new
equipment will improve the quality of screening and speed of diagnosis for illnesses such

as cancer. (5)

2.30 Hospital car parking — The government will scrap hospital car parking fees in England
for those in greatest need, including patients with a disability and/or terminal iliness and their
families, patients with regular appointments, parents of sick children staying overnight and NHS
staff working night shifts.

2.31 Immigration Health Surcharge (IHS) — The government will increase the IHS from
£400 to £624. There will be a new discounted rate for children under the age of 18 of £470.
For students and those entering on the youth mobility scheme, the surcharge will rise from £300
to £470. (6)

Safety and security

2.32 Counter terrorism — Overall counter-terrorism spending will increase by £114 million in
2020-21 to maintain capability and officer numbers in the face of a changing terrorist threat,
and to help keep the UK safe. This includes an additional £31 million for the UK Intelligence
Community and £83 million for counter-terrorism policing. As a result, funding for counter-
terrorism policing will increase by £103 million in 2020-21. (9)

2.33 UK Intelligence Community infrastructure — The government has provided the UK
Intelligence Community with £67 million additional funding to build on their world-leading
technological capabilities so that they can continue to help keep the country safe from harm.

2.34 Capital for Companies House — The government will allocate £14 million to Companies
House to enable it to continue with vital capital projects to help its work tackling economic
crime and anti-money laundering.

2.35 Fire Safety — The government is providing £20 million for Fire and Rescue Services to
increase inspection and enforcement capability and build a strategic response to the Grenfell
Public Inquiry’s findings.

Budget 2020



2.36 Domestic violence prevention — The government is providing £10 million in 2020-21
for innovative new approaches to preventing domestic abuse, working with Police and Crime
Commissioners to expand projects like the “Drive” prevention programme.

2.37 Domestic abuse courts — The government will provide an additional £5 million to
begin a trial of integrated domestic abuse courts in England and Wales. This funding will allow
progress to be made on establishing these courts over the next year.

2.38 Royal Commission on the Criminal Justice process — The government will provide an
additional £3 million to launch a Royal Commission on the Criminal Justice process in England
and Wales. This funding will allow work on the Commission to begin at pace over the next year.

2.39 Community sentences — The government will provide an additional £68.5 million to
strengthen community sentences in England and Wales, including by increasing the number of
offenders who are required to wear an electronic tag.

2.40 Victim support — The government will provide an additional £15 million to improve
the justice system’s offer to victims. This will boost the support available to victims of rape,
and create a new digital hub to make the criminal justice process in England and Wales easier
to understand.

2.41 Prison maintenance — The government will provide an additional £156 million in
2020-21 to tackle prison maintenance issues, helping to maintain prison operating capacity and
improve conditions for those living and working in prisons in England and Wales. (8)

2.42 Youth Violence — The government is providing £5 million in 2020-21 to support the
creation of a Centre of Excellence for Tackling Youth Violence.

2.43 Economic crime levy — The government intends to introduce a levy to be paid by firms
subject to the Money Laundering Regulations to help fund new government action to tackle
money laundering and ensure delivery of the reforms committed to in the Economic Crime Plan.’
These reforms will help safeguard the UK’s global reputation as a safe and transparent place to
conduct business. The levy will be additional to ongoing public sector funding. The government
will publish a consultation on the levy later this spring.

Armed forces

2.44 Additional funding for veterans mental health — The government will provide a

£10 million uplift in 2020-21 to the Armed Forces Covenant Fund Trust, to deliver charitable
projects and initiatives that support veterans with mental health needs. This funding
demonstrates this government’s ongoing commitment to ensuring that our veterans can access
the services and support that they deserve.

2.45 Southampton Spitfire Memorial — The government will provide up to £3 million
match-funding to support the construction of a memorial to the Spitfire on the Southampton
waterfront, in recognition of the individuals who built and flew the aircraft in the Second
World War.

Education and skills

2.46 Further education capital funding — The government will provide £1.5 billion over five
years (£1.8 billion inclusive of indicative Barnett consequentials), supported by funding from
further education colleges themselves, to bring the facilities of colleges everywhere in England
up to a good level, and to support improvements to colleges to raise the quality and efficiency
of vocational education provision.

"'Economic crime plan 2019 to 2022', HM Treasury and Home Office, July 2019.
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2.47 Institutes of Technology — The government will provide £120 million to bring further
education and higher education providers in England together with employers to open up to
eight new Institutes of Technology. These institutions will be used to deliver high-quality higher
level technical education and to help close skills gaps in their local areas.

2.48 Facilities and equipment to support T levels — The government will provide

£95 million for providers in England to invest in high quality facilities and industry-standard
equipment to support the rollout of T levels. Funding will support T level routes being delivered
from autumn 2021, including construction, digital, and health and science.

2.49 National Skills Fund — The government will consult widely in the spring on how to use
the new National Skills Fund.

2.50 Apprenticeship Levy — The government will look at how to improve the working of the
Apprenticeship Levy, to support large and small employers in meeting the long-term skills needs
of the economy.

2.51 Apprenticeships — The government will ensure that sufficient funding is made available
in 2020-21 to support an increase in the number of new high-quality apprenticeships in small-
and medium-sized businesses.

2.52 Maths schools — The government will provide an additional £7 million to support a total
of 11 maths schools in England, covering every region.

2.53 PE and sports — The Budget provides £29 million a year by 2023-24 in England to
support primary school PE teaching and help schools make the best use of their sports facilities.

2.54 Arts Premium — The Budget provides £90 million a year to introduce an Arts Premium
from September 2021, to help schools in England to provide high-quality arts programmes and
extracurricular activities for pupils.

2.55 Freezing the maximum fee cap — As announced in July 2019, the government has
frozen the maximum fee cap in England for the 2020-21 academic year at £9,250 for regular
full-time undergraduate courses and at £11,100 for accelerated degree courses.

2.56 Removing the student finance three-year residence requirement for victims of
domestic abuse — From academic year 2020-21, the government is removing the three-year
ordinary residence requirement for student finance for those granted Indefinite Leave to Remain
as victims of domestic abuse.

2.57 Entitlement to part-time Maintenance Loans — The Budget takes into account the
fiscal impacts of part-time Maintenance Loans not being extended to sub-degree (level 4/5
courses) and distance learners, as announced in June 2019 and March 2019 respectively.

Local government and communities

2.58 Local Infrastructure Rate lending — The government will provide an additional
£1.15 billion discounted lending at 60 basis points above gilts via the Public Works Loan
Board (PWLB) to support specific local authority infrastructure projects for England, Scotland
and Wales. (11)

2.59 Housing Revenue Account lending rate — The rate for discounted PWLB lending to
support social housing will be reduced to 80 basis points above gilts for local authorities in
England, Scotland and Wales. (11)
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2.60 Future of Public Works Loan Board lending terms — The government will consult
on revising the terms of PWLB lending to ensure that local authorities can continue to invest in
housing, infrastructure and frontline services.

2.61 Public Works Loan Board powers — The government will reset its power to increase the
PWLB lending limit.

2.62 Adults with multiple complex needs — The government will commit £46 million from
the Shared Outcomes Fund to provide improved support to individuals experiencing multiple
complex needs, such as homelessness, reoffending and substance misuse.

2.63 Rough sleeping — The Budget confirms the £237 million announced by the Prime
Minister for accommodation for up to 6,000 rough sleepers and provides a further £144 million
for associated support services and £262 million for substance misuse treatment services which,
when fully deployed, is expected to help more than 11,000 people a year. This will enable
people to move off the streets and support them to maintain a tenancy for the long term. (22)

2.64 Research to support vulnerable children — This Budget will go further on
supporting families by providing £2.5 million for research and developing best practice
around the integration of services for families, including family hubs, and how best to support
vulnerable children.

2.65 Increased Business Rates Retention in Devolution Deal areas and the Greater
London Authority — In 2017-18, the government set-up 100% Business Rates Retention pilots
in devolution deal areas: Cornwall, Greater Manchester, Liverpool City Region, West of England
and West Midlands. London has also benefitted from increased retention arrangements from
2017-18. These areas will continue to benefit from increased retention, and London will receive
67% retention in 2020-21, in line with the Greater London Authority funding agreement made
in 2017-18. (69)

2.66 Eliminating negative Revenue Support Grant (RSG) in 2020-21 — The government
confirmed at the 2020-21 Local Government Finance Settlement that it will eliminate negative
RSG through the use of foregone business rates, at a cost of £153 million. This is to maintain
the commitment not to adjust business rates tariffs and top-ups until the business rates
retention system is reset. (70)

Public sector capability

2.67 Data sharing — The government has already improved its use of data through the
Artificial Intelligence and Data Grand Challenge and the ONS Data Science Campus. The Budget
goes further by investing £16.4 million over the next three years, including £6.8 million for

the ONS to make it easier to share more, higher-quality data across government. This will
improve policy making and evaluation, and combine datasets in new ways to detect fraud. This
investment is a first step in the government’s National Data Strategy to unlock the power of data
across government and the wider economy, while building trust in its use.

2.68 General grants transformation program — General grants are awarded to an
organisation for an agreed purpose and are considered the category of grants with the highest
risk of being spent ineffectively. The government is launching a new £5 million programme to
create digital tools to increase efficiencies and improve administration of general grants.

2.69 Public Sector Value Framework — The government is developing the medium- to
long-term priority outcomes that it is seeking to deliver for priorities such as levelling up, as well
as the metrics that will be used to inform and improve performance against these outcomes.
These will be published as part of the CSR and will include cross-cutting outcomes in areas
where closer working between departments could help achieve better results.
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2.70 Building commercial capability — Central government spends £50 billion per year on
third-party goods and services. The contracts governing these arrangements are often complex
and require considerable expertise to manage effectively. The government will therefore provide
£3 million of funding for face-to-face training and assessment of staff across government who
manage the most important contracts. By further upskilling key staff, government can improve
the efficiency and performance of its largest contracts.

Culture

2.71 Cultural Investment Fund — The government confirms a £250 million Cultural
Investment Fund for culture, heritage, local museums, and neighbourhood libraries. Of this,
£90 million will be made available from April for a Cultural Development Fund that will support
cultural regeneration proposals outside of London. (34)

2.72 Youth Investment Fund — The Budget confirms £500 million for a Youth Investment
Fund to build new youth centres, refurbish existing youth facilities and provide high-quality
services for young people across the country. The government expects that at least

800,000 young people will benefit from new or upgraded youth facilities.

2.73 National Museums maintenance — The government is providing £27 million for
critical maintenance work on the National Museums’ estates. The government understands the
maintenance challenges faced by the National Museums and will take further action to address
these at the CSR.

2.74 Football Foundation scheme — The Budget commits £8 million investment in local
football facilities alongside matched funding from the Premier League and Football Association,
providing quality football facilities in areas with the greatest need. (34)

Infrastructure

2.75 The government will publish a landmark National Infrastructure Strategy later in the
spring which will set out plans for a once in a generation transformation of the UK’s economic
infrastructure. This will respond to the recommendations of the National Infrastructure
Commission’s (NIC) National Infrastructure Assessment.?

2.76 Economic regulation — The government is committed to maintaining the UK's system
of strong, independent regulation. The government therefore welcomes the NIC's report
‘Strategic investment and public confidence’ and agrees with its primary finding that the UK’s
system of economic regulation is working well, but may need updating in some areas to address
21st century challenges.?The government will respond in full to the study later this year.

2.77 Reviewing PFl contracts — The government has retired the PFl and PF2 models, but
there are nearly 600 existing PFl contracts in England.* The government will now focus on
making sure they are well managed and represent value for money and will allocate £2 million in
2020-21 to carry out targeted contract reviews.

Digital connectivity

2.78 Gigabit broadband — The Budget commits £5 billion to support the rollout of gigabit-
capable broadband in the most difficult to reach 20% of the country.

2'National Infrastructure Assessment’, National Infrastructure Commission, July 2018.
3'Strategic investment and public confidence’, National Infrastructure Commission, October 2019.
*'Private Finance Initiative and Private Finance 2 projects: 2018 summary data’, HM Treasury and Infrastructure and Projects Authority, May 2019.
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2.79 New build homes’ connectivity — The Budget announces that DCMS will shortly
publish a consultation response which will confirm the government'’s intention to legislate to
ensure that new build homes are built with gigabit-capable broadband.

2.80 Existing broadband programmes — As part of over £1 billion that the government has
already committed to next-generation digital infrastructure, the Budget announces:

e the next seven areas that have successfully bid for funding from the third wave of the Local
Full Fibre Networks Challenge Fund: North of Tyne (£12 million), South Wales (£12 million),
Tay Cities (£6.7 million), Pembrokeshire (£4 million), Plymouth (£3 million), Essex and
Hertfordshire (£2.1 million) and East Riding of Yorkshire (£1 million)

e that the government’s existing superfast broadband programme has shifted its focus
to delivering gigabit-capable broadband and has already delivered full fibre to over
370,000 premises

e that more than 100 schools in rural areas are due to receive full fibre broadband in the next
twelve months under the Rural Gigabit Connectivity programme

2.81 Shared Rural Network to improve 4G coverage — The Budget announces that the
Shared Rural Network agreement has been finalised between the government and industry.
The government will commit up to £510 million of funding, which will be more than matched
by industry to support this scheme to improve mobile coverage. This means 95% of the UK's
landmass will have high quality mobile coverage by 2025.

Transport

2.82 Second Road Investment Strategy (RIS2) — The government is boosting regional
connectivity and transforming connections through the largest ever investment in England’s
strategic roads.> Through RIS2 the government will spend over £27 billion between 2020 and
2025. It will take forward schemes such as:

e dualling the A66 Trans-Pennine and upgrading the A46 Newark bypass, addressing
congestion on these key routes in the North East and the Midlands

e improving the M60 Simister Island in Manchester to tackle delays

e building the Lower Thames Crossing, which will increase road capacity across the Thames
east of London by 90%?®

e building a new, high-quality dual carriageway and a two-mile tunnel in the South
West to speed up journeys on the A303, and to remove traffic from the iconic setting
of Stonehenge

e considering how the A1/A19 north of Newcastle and the A1 Doncaster to Darrington in
Yorkshire can be improved to speed up journeys and boost economic growth

e exploring how to connect communities in East Lancashire and West Yorkshire better, and
exploring the case for improvements to links between the M4 and the Dorset Coast

2.83 Midlands Rail Hub — The government is investing £20 million to develop the Midlands
Rail Hub, progressing plans for a major programme of improvements to rail services between the
regions’ cities.

2.84 Transforming Cities Fund — The Budget allocates over £1 billion from the Transforming
Cities Fund. This will deliver a range of schemes by 2022-23, including:

°'Departmental update’, Department for Transport, October 2019.
6'Lower Thames Crossing’, Highways England.
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e £79 million for Bournemouth, Christchurch & Poole, including four new cycle freeways and
new bus priority infrastructure

e £161 million for Derby & Nottingham, including over £25 million for bus rapid transit in
Derby and over £10 million for a new cycle route between Nottingham, Derby and East
Midlands Airport

e £33 million for Leicester, including £8 million for the development of a sustainable
transport corridor from St Margaret's to Birstall

e £198 million for the North East, including £95 million for frequency and reliability
improvements across the Tyne and Wear Metro system and to complement the
government’s recent £337 million investment in new rolling stock

e £51 million for Plymouth, including £36 million for an iconic new Central Park cycling and
walking bridge

e £40 million for Preston City Region, including £25 million for a new station at Cottam
Parkway on the Preston-Blackpool line

e £166 million for Sheffield City Region, including a new Bus Rapid Transit link in Barnsley
and a new tram stop on the Tram-Train line to Rotherham at Magna

e £57 million for Southampton, including new Rapid Bus links

e £317 million for West Yorkshire, including £39.9 million for Halifax delivering a new bus
station, improved rail station and other improvements to complement the revitalisation of
the town centre and £30 million for active and sustainable travel across Bradford

e afurther £117 million for Portsmouth City Region, Norwich and Stoke-on-Trent subject
to further business case approval, which could fund a range of projects, including a
multi-modal transport hub at Stoke-on-Trent station

2.85 Intra-city transport settlements — The government is investing £4.2 billion in the
transport networks of eight city regions across England from 2022-23. Funding will be delivered
through five-year, consolidated transport settlements agreed with central government and
based on plans put forward by Mayors. Following the approach that has worked for London,
these settlements will be published once they have been agreed, providing transparency and
accountability while giving Mayors the flexibility and certainty to deliver their plans. As a first
step, the government will open discussions with Greater Manchester, Liverpool City Region and
West Midlands in the coming months. The new West Yorkshire Combined Authority, Sheffield
City Region, Tyne and Wear, West of England and Tees Valley will also receive settlements,
subject to putting in place appropriate governance to agree and deliver funding, including an
elected Mayor for their city regions and transport networks. Resource funding to support the city
regions with planning and delivery of these settlements will be set out at the CSR.

2.86 Local road upgrades — The Budget announces the second round of successful Major
Road Network and Large Local Major schemes proceeding to the next stage of development.
This includes the:

*  junction improvements to the A12 East of Ipswich
e improving the A350 at Junction 17 of the M4
e asingle carriageway bypass on the A39 Atlantic Highway

®  junction improvements to the A426/A4071 Avon Mill/Hunters Lane, and a short dual
carriageway
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e alink road from Chesterfield town centre to the A6192 and A619 at Staveley

e carriageway dualling and roundabout improvements on the A12 in Woodbridge

®  junction improvements on the A127 growth corridor

e capacity enhancement on the A326

e alleviating congestion pinch points through the villages of Walton and Ashcott on the A39
®  junction improvements at the Army and Navy roundabout near the centre of Chelmsford
e refurbishment of the flyover structure carrying the A232 in Croydon

* improving the Ely to Cambridge A10 Junction

e refurbishment to the Hope and Anchor flyover which carries the A316 Twickenham Road
e refurbishment of Kew Bridge

* upgrades to M5 Junction 9 and a bypass on the A46 Ashchurch

2.87 Potholes fund — The government is announcing £500 million per year from 2020-21 to
2024-25 to help tackle potholes and to stop them from forming. As a result, the government
will spend £1.5 billion in 2020-21 on filling in potholes and resurfacing roads.

2.88 Station accessibility funding — The government will invest £50 million to improve
accessibility at 12 stations, including Newtown in Powys, Beeston in Nottinghamshire,
Eaglescliffe in County Durham, and Walkden in Greater Manchester. This will expand the
programme of station upgrades being undertaken through the Department for Transport’s
Access for All initiative.

2.89 Changing Places Fund — The government is determined to see greater provision of
Changing Places toilet facilities in new and existing buildings. These facilities are designed

to provide sufficient space and equipment for people who are not able to use the toilet
independently. Following on from a consultation in 2019, the government will change building
regulations guidance by the end of this year to mandate the provision of Changing Places
toilets in new public buildings. The Budget also confirms that the government will launch a
£30 million Changing Places Fund, working with the Changing Places Consortium and others
to identify those sectors where we most need to accelerate the provision of such facilities in
existing buildings.

2.90 Local transport supply chain study — The CSR will set out further plans for investment
in local transport spending. To inform these plans, the Infrastructure and Projects Authority will,
working with departments, lead a study into supply chain capacity in order to assess how
industry can best deliver the government’s ambitious plans.

Housing investment

2.91 Affordable Homes Programme — The Budget announces an additional £9.5 billion for
the Affordable Homes Programme. In total, the programme will allocate £12.2 billion of grant
funding from 2021-22 to build affordable homes across England. This should bring in a further
£38 billion in public and private investment. This new five-year programme will help more
people into homeownership and help those most at risk of homelessness.

2.92 Housing infrastructure allocations — The Budget confirms allocations from the
Housing Infrastructure Fund totalling £1.1 billion for nine different areas, including Manchester,
South Sunderland and South Lancaster. These successful bids will unlock up to 69,620 homes
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and will help to stimulate housing and infrastructure growth across the country. The Budget
also announces additional housing investments in York Central, Harlow and North Warwickshire
totalling £328 million.

2.93 Single Housing Infrastructure Fund — At the CSR, the government will launch a new
long-term Single Housing Infrastructure Fund to unlock new homes in areas of high demand
across the country by funding the provision of strategic infrastructure and assembling land
for development.

2.94 Brownfield Housing Fund — To level up all regions of the country, the Budget launches
a new £400 million brownfield fund for pro-development councils and ambitious Mayoral
Combined Authorities with the aim of creating more homes by bringing more brownfield land
into development. The government will shortly invite bids that are ambitious and represent

a significant increase in housing supply on brownfield land. The government will consider
proposals from areas such as the West Midlands Combined Authority to expand their existing
brownfield land fund. (33)

2.95 Future Homes Standard — The government is committed to reducing emissions from
homes and to helping keep household energy costs low now and in the future. In due course,
the government will announce plans to improve the standards of new built homes.

2.96 Building Safety Fund — Following the Grenfell tragedy, one of the government’s most
important objectives is to ensure residents feel safe and secure in their home. Having taken
expert advice, the Budget confirms an additional £1 billion to remove unsafe cladding from
residential buildings above 18 meters to ensure people feel safe in their homes. (32)

2.97 HM Land Registry (HMLR) — HMLR will be provided with £392 million to transition from
a Trading Fund into part of central government. This funding includes £350 million that will

be offset by HMLR returning its income to the Exchequer, and £42 million of funding to allow
HMLR to continue with its ongoing project to digitise land registration in England and Wales,
and enable further innovation in the property market and the wider UK economy.

Floods and water

2.98 Flood defences — Starting in 2021, the government will invest £5.2 billion in a six-year
capital investment programme for flood defences. This investment will better protect 336,000
properties from flooding.

2.99 Place-based resilience schemes — The government is confirming a new £200 million
package of place-based resilience schemes to ensure faster recovery for rural, urban and coastal
communities most at risk of flooding.

2.100 Winter flood defence fund — The government will provide £120 million to repair flood
defences which were damaged in the floods in winter 2019-20.

2.101 Water management assets — The government will invest £39 million in the
Environment Agency’s network of water supply and water navigation assets. This investment will
help provide upfront funding for asset repairs, which will ensure that waterways remain open
and navigable, while contributing to flood and drought mitigation.

Decarbonising power, industry and heat

2.102 Energy Innovation Programme — The government will at least double the size of the
Energy Innovation Programme, with exact budgets to be decided at the CSR.
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2.103 Carbon Capture and Storage (CCS) — The government will establish CCS in at least
two UK sites, one by the mid-2020s, a second by 2030. This will be supported by the creation of
a new CCS Infrastructure Fund of at least £800 million, with budgets to be finalised at the CSR.

2.104 Support for at least one CCS power station by 2030 — Using consumer subsidies,
the government will support the construction of the UK's first privately financed gas CCS
power station.

2.105 Green Gas Levy — The government will consult on introducing levy-funded support for
biomethane production to increase the proportion of green gas in the grid.

2.106 Low carbon heat support — The government will consult on introducing a new grant
scheme from April 2022 to help households and small businesses invest in heat pumps and
biomass boilers, backed by £100 million of new Exchequer funding.

2.107 The Renewable Heat Incentive (RHI) — The government will extend the Domestic
RHI in Great Britain until 31 March 2022. It will also introduce a new allocation of flexible
tariff guarantees to the Non-Domestic RHI in Great Britain in March 2021, helping to provide
investment certainty for the larger and more cost-effective renewable heat projects. (37)

2.108 Heat Networks — The Budget confirms £96 million for the final year of the Heat
Networks Investment Project, which ends in March 2022. After this, the government will invest
a further £270 million in a new Green Heat Networks Scheme, enabling new and existing heat
networks to be low carbon and connect to waste heat that would otherwise be released into
the atmosphere.

2.109 Net zero policy development — The government is allocating an additional £10 million
in 2020-21 to support the design and delivery of net zero policies and programmes.

Reducing vehicle pollution

2.110 Electric vehicle charging infrastructure investment and review — The government
will provide £500 million over the next five years for electric vehicle charging infrastructure.

This will include a Rapid Charging Fund to help businesses with the costs of connecting
high-powered charge points to the electricity grid, where those costs would prevent private
sector investment. To target spending from this fund effectively, the Office for Low Emission
Vehicles will complete a comprehensive review of electric vehicle charging infrastructure. This
will build on the previous review announced in July 2019, extending its scope to cover the full
Strategic Road Network and other strategic locations in cities and rural areas.

2.111 Consumer incentives for the purchase of ultra-low emission vehicles — The
government is considering the long-term future of consumer incentives to support the transition
to zero emission vehicles alongside the consultation on bringing forward the phase-out date for
the sale of new petrol and diesel cars and vans from 2040. In the meantime, the government
will provide £403 million for the Plug-in Car Grant, extending it to 2022-23. The government
will also provide £129.5 million to extend the Plug-in Van Grant, Plug-in Taxi Grant, and Plug-in
Motorcycle Grant to 2022-3. (35)

2.112 Air quality — The government will provide an additional £304 million to reduce nitrogen
dioxide emissions. This brings the total funding provided for local authorities to deliver their air
quality plans to £880 million. (36)
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Natural environment

2.113 Nature for Climate Fund — The government will invest £640 million in afforestation
and peatland restoration in England, delivering more than a 600% increase in current tree
planting rates.”

2.114 Nature Recovery Network Fund — The government will invest up to £25 million

in England to partner with landowners, businesses, and local communities in the creation of
Nature Recovery Areas. These will deliver habitat and species restoration and recovery, alongside
wider natural capital benefits.

2.115 Natural Environment Impact Fund — The government will commit up to £10 million
to stimulate private investment and market-based mechanisms to improve and safeguard
our environment.

2.116 Darwin Plus expansion — The government will triple the Darwin Plus programme to
£10 million per year to support the conservation of the UK Overseas Territories’ unique and
globally significant biodiversity and help protect and enhance their natural environments.®

Waste and recycling

2.117 Extended Producer Responsibility — The government will commit £700,000
to develop IT capability to administer the future Extended Producer Responsibility scheme
for packaging.

2.118 Digital waste tracking — The government will invest £7.2 million in a national system
to enable the smart tracking of waste movements across the economy.

2.119 Tackling fly-tipping — The government will launch a £2 million fund to support
innovative approaches to tackling fly-tipping.

Growth across the country

2.120 English Devolution White Paper — The government will publish an English Devolution
White Paper in the summer, setting out how it intends to meet its ambitions for full devolution
across England.

2.121 Local Growth Fund — Decisions on the future of the Local Growth Fund will be made
at the CSR. In advance of this, the Budget confirms up to £387 million in 2021-22 to provide
certainty for local areas that they will be able to continue with existing priority Local Growth
Fund projects that require funding beyond this year.

2.122 West Midlands local growth funding — The government is devolving over
£160 million from the Local Growth Fund to West Midlands Combined Authority to accelerate
progress on the Eastside Metro extension and phase one of the Sprint bus rapid transit network.

2.123 West Yorkshire devolution deal — The government has agreed a devolution deal
with West Yorkshire to establish a Mayoral Combined Authority with a directly-elected Mayor
from May 2021. This deal will provide £1.1 billion of investment for the area over 30 years,

as well as devolving significant new powers to the area on transport, planning and skills. The
deal also underpins the agreement of a long-term intra-city transport settlement for the region
starting in 2022-23. Alongside this the government is providing up to £500,000 to support
Bradford to develop plans that would maximise the benefits of potential Northern Powerhouse
Rail connections.

7'Provisional Woodland Statistics’, Forestry Research, June 2019.
8’Darwin Plus Projects Register’, Darwin Initiative, March 2020.
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2.124 British Library at Leeds and Boston Spa — The Budget makes available up to

£95 million for the British Library site at Boston Spa. This investment will underpin the
Library’s plans to open a major new site in the centre of Leeds, creating a new British Library
of the North. The government will provide a £25 million Heritage Fund to the West Yorkshire
Combined Authority to support the Library in establishing this new site.

2.125 UK Shared Prosperity Fund (UKSPF) — The UKSPF will replace the overly-bureaucratic
EU structural funds, levelling up opportunity in each of the four nations of the country. Funding
will be realigned to match domestic priorities, with a focus on investing in people. It will, at

a minimum, match current levels of funding to each nation from EU structural funds. The
government will set out further plans for the Fund including at the CSR.

2.126 Commonwealth Games trade and investment programme — The Budget allocates
£21.3 million for the Birmingham 2022 Commonwealth Games Trade, Tourism, and Investment
Programme to take full advantage of the economic legacy for the West Midlands and the
country as a whole from this exciting sporting event.

2.127 Changing where the government makes decisions — The government will relocate
a minimum of 22,000 civil service roles out of central London, the vast majority to the other
regions and nations of the UK. This will take place over the next decade via the Cabinet Office
and its Places for Growth programme. HM Treasury, alongside DIT, BEIS and MHCLG, will
establish a new economic decision-making policy campus of over 750 roles in the north of
England. HM Treasury will also establish representation in Northern Ireland and Wales, adding to
its existing presence in Scotland.

The OxCam Arc

2.128 The government has designated the corridor of land connecting Oxford, Milton Keynes,
Bedford and Cambridge (the OxCam Arc) as a key economic priority. Earlier this year, the
government announced the East West Rail Company’s preferred route for the new line between
Bedford and Cambridge. The government will also, subject to planning consents, build a new
rail station at Cambridge South, improving connectivity to the world-leading research facilities
of the Cambridge Biomedical Campus — the largest cluster of medical and life sciences research
in Europe.

2.129 The Budget announces plans to develop, with local partners, a long-term Spatial
Framework to support strategic planning in the OxCam Arc. This will support the area’s future
economic success and the delivery of the new homes required by this growth up to 2050

and beyond. The government is also going to examine and develop the case for up to four
new Development Corporations in the OxCam Arc at Bedford, St Neots/Sandy, Cambourne
and Cambridge, which includes plans to explore the case for a New Town at Cambridge, to
accelerate new housing and infrastructure development.

Scotland, Wales, and Northern Ireland

2.130 Scotland, Wales and Northern Ireland will receive significant funding
through Barnett consequentials for the devolved administrations to deliver public services,
infrastructure and other priorities:

e the Scottish Government'’s block grant will increase by over £640 million through to
2020-21 before adjustments for tax devolution

e the Welsh Government'’s block grant will increase by over £360 million through to 2020-21
before adjustments for tax devolution — this includes a 5% uplift in Barnett consequentials
agreed as part of the Welsh Government's fiscal framework in 2016
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e the Northern Ireland Executive’s budget will increase by over £210 million through
to 2020-21

2.131 Ofgem’s estates programme — The government will provide up to £2 million for
Ofgem to secure new premises in Glasgow, increasing the number of staff operating outside
of London.

2.132 Funding allocations for remaining City and Growth Deals — The government will
provide funding for four City and Growth Deals in Scotland, Wales and Northern Ireland:

e £25 million for Argyll and Bute
e £55 million for Mid Wales

e £126 million for Mid, South and West of Northern Ireland, and £36 million for Causeway
Coast and Glens

2.133 Support for the whisky industry — The government is expanding its support for the
whisky industry by:

e freezing spirits duty for this year

e allocating £10 million for R&D spending to help decarbonise UK distilleries, including the
whisky sector

2.134 In addition, the GREAT Britain and Northern Ireland campaign will fund a £1 million
campaign to promote the Scottish food and drink sector. This will include additional trade
promotion to increase awareness and change perceptions of Scottish food and drink exports,
including Scotch whisky. It will also expand tourism promotion campaigns to reach new markets.

2.135 Western Gateway Independent Economic Review — The government will support
the Western Gateway, a strategic economic partnership across south Wales and the west

of England, to oversee an independent economic review to identify long-term economic
opportunities and challenges for the region.

2.136 Support for Welsh language and broadcasting — To support TV station S4C, which
provides viewers with content in the Welsh language, the government will legislate to enable
S4C to recover any VAT it pays in full.

New technologies and support for innovation

2.137 Step change in R&D investment — The government will increase investment in
science, innovation and technology to £22 billion by 2024-25.

2.138 Leadership in key technologies — The government will invest over £900 million to
ensure UK businesses are leading the way in high-potential technology and sectors, including
nuclear fusion, space, electric vehicles, and life sciences.

2.139 High-risk research agency — The UK will invest at least £800 million in a new blue skies
research agency.

2.140 Funding for world-leading research — The government will invest up to £400 million
extra in 2020-21 to support world-leading research, infrastructure and equipment across
the UK.

2.141 Mathematics research — The government will invest £300 million between
2020-21 and 2024-25. This will increase funding available for new PhDs, fellowships and
research projects.
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2.142 Specialist institutions — The government will invest £80 million to support the UK's
foremost specialist institutions. This includes organisations such as the London School of
Hygiene and Tropical Medicine, the Royal College of Art and the Institute of Cancer Research,
among others.

2.143 Defence R&D - The government will invest an additional £100 million in Defence
R&D. This will develop capabilities in response to threats facing the UK, including funding for
cutting-edge technology in aviation and space propulsion.

2.144 National Security Strategic Investment Fund (NSSIF) — The government will
provide an additional £50 million to the NSSIF. As well as investing in leading UK-based venture
capital funds, the government will expand the NSSIF programme to make direct investments,
alongside private sector co-investors, into companies with advanced technologies that can
contribute to the UK's longer term national and economic security. The British Business Bank will
operate NSSIF direct investments through a new government company called British Technology
Investments Ltd.

2.145 Animal health science estate — The government will invest £1.4 billion over

10 years in the animal health science infrastructure at Weybridge, enhancing the UK’s science
capability whilst protecting the nation from the increasing threats of current and emerging
animal diseases.

2.146 Government science capability — To support cross-cutting strategic science
capabilities, the government will provide an additional £2 million in 2020-21 to the Government
Chief Scientific Adviser and the Government Office for Science.

2.147 Natural History Museum research facility — The Budget allocates £180 million
capital funding for a new, state-of-the-art Collections, Research and Digitisation Centre for the
Natural History Museum at Harwell Science, Technology and Innovation Campus in Oxfordshire.
This new facility will be a world-leading centre for natural sciences research and international
collaboration and will preserve this unique research collection for future generations.

2.148 Materials Processing Institute — The government will provide up to £22 million,
subject to business case, to support research and innovation in the steel and metals sector
through the Materials Processing Institute.

2.149 Life Sciences Investment Programme — The Budget provides the British Business Bank
with £200 million for a new dedicated equity investment programme that, invested alongside
private sector capital, is expected to enable £600 million of investment to support the UK's best
health and life science innovations. The programme will support large-scale venture growth
funds investing in life sciences companies and it will launch within a year.

2.150 Making the most of knowledge assets — The public sector holds around £150 billion
of knowledge assets (intellectual property, tech, data and other intangibles).® The government
wants to unlock more value from these assets and support innovation and productivity. The
government will establish a fund to invest in innovative public sector ideas and a new unit to
scout for and develop these opportunities. Public bodies are spread across the country and this
support will help level-up regional innovation capability and networks outside of the South East.
Further detail will be provided in a forthcoming report.

2.151 Better use of economic data — Improving methods for monitoring the economy has
never been more important. The Budget announces a new fund of up to £5 million per year, to
support the development of new economic data and its more innovative use.

9'Measuring Intangible Capital in the Public Sector’ SPINTAN, December 2016 www.spintan.net/spintan-data
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Enterprise and business support

2.152 Enhanced local business support — Supporting enterprise is an important part of
the government’s ambition to level up regions across the UK. To ensure that all businesses have
access to high quality support and advice in their region, the government will: (29)

e invest £10 million to increase Growth Hub'™ capacity and provide a high-quality, core
business advice and guidance offer across all 38 Growth Hubs

e invest £13 million to expand the British Library’s network of Business and Intellectual
Property Centres to 21 cities and 18 surrounding local library networks, providing
entrepreneurs with business support, free access to market intelligence, IP workshops and
one-to-one coaching

2.153 SME productivity — Industry-led initiatives have a valuable role in supporting small
businesses to improve their productivity. The government will invest up to an additional

£5 million in Be the Business to expand its national productivity campaign and further develop
its digital tools and resources.

2.154 Business support reform — The government will use the CSR to make it easier for
businesses to access the information and support that is relevant for them. As a first step, BEIS
will lead the development of a digital service to provide businesses with tailored information
about appropriate sources of support.

2.155 Start-Up Loans — The government will extend the funding of the British Business
Bank'’s Start-Up Loans programme to the end of 2021-22, supporting up to 10,000 further
entrepreneurs across the UK to access finance to start a business. The government will set out
plans to expand the programme at the CSR.

2.156 Access to growth capital for innovative businesses — Since the 2017 Patient Capital
Review, the government has announced substantial support for innovative businesses seeking
access to long-term growth capital. To build on this, the Budget will provide the British Business
Bank with the resources to make up to £200 million of additional investment in UK venture
capital and growth finance in 2020-21.

2.157 Prompt payment — The government is continuing its efforts to ensure that small
businesses are paid promptly. BEIS will shortly be publishing a consultation on the merits of
strengthening the powers of the Small Business Commissioner (SBC), building on the success the
SBC has had in resolving payment disputes.

2.158 Tax guidance for self-employed people — To make it easier for self-employed people
to navigate the tax system, the government will launch new interactive online guidance for
taxpayers with non-Pay As You Earn income this summer.

2.159 Mortgage guidance for self-employed people — The government will explore how
to improve the guidance available for self-employed people applying for a mortgage.

2.160 Support for self-employed parents — The government will consider how to provide
appropriate support to self-employed parents so that they can continue to run their businesses,
as part of its wider review of Parental Pay and Leave.

2.161 Direct Payments to farmers — Last year the government announced £2.8 billion of
funding for Direct Payments to farmers for 2020. This funding is spread over two financial years
to provide flexibility for Defra and the devolved administrations, of which £2.7 billion falls in
financial year 2020-21. (4)

0 https://www.lepnetwork.net/growth-hubs,
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Trade and investment

2.162 Digital Trade Network — The Budget announces £8 million for DIT and DCMS to pilot
a Digital Trade Network in the Asia Pacific region, helping innovative UK companies to access
opportunities in key markets.

2.163 UK Export Finance (UKEF) Direct Lending Facility — UKEF offer loans to buyers of
UK goods and services, particularly in emerging markets, to encourage them to buy from the
UK. This lending has been capped at £3 billion with an additional £2 billion provided at Budget
2018 for use in 2020-21 and 2021-22 only. The Budget announces that UKEF will permanently
retain this additional capacity as well as have a new £2 billion lending facility for projects
supporting clean growth and a new £1 billion facility to support overseas buyers of UK defence
and security goods and services.

2.164 UKEF support for exporters — To provide improved support for exporters in energy
transition and clean growth sectors, UKEF will enhance its face-to-face support in the North of
England and Scotland where energy supply chains are economically important.

2.165 UKEF support for fixed rate finance — UKEF will update its terms to allow it to better
support export finance on a fixed-rate basis across its full product range, allowing customers to
benefit from certainty of financing costs.

2.166 Regional exports and investment — DIT will drive investment into and end-to-end
support for exporters from the Northern Powerhouse, the Midlands Engine and the Western
Gateway through dedicated local champions based at key overseas posts.

2.167 Advice for exporters — DIT will increase its capacity to support exporters focused on
the Northern Powerhouse, the Midlands Engine and the South West by increasing the number
of international trade advisers available to provide personalised support to exporters.

2.168 Enhanced market access support — DIT will increase its resource and capability
to identify and address market access barriers preventing UK exporters from accessing
particular markets.

2.169 British Film Commission — The Budget allocates £4.8 million to expand the work

of the British Film Commission to promote the UK as a destination of choice for studio space
investment. The British Film Commission will act as a single source of expert advice for investors
and developers and provide targeted support at the early stages of viable projects to facilitate
increased provision of studio facilities across the UK.

2.170 Start-up and Innovator visas — DIT will become an endorsing body to allow it to
directly support visa applications for eligible foreign investors seeking to start a business in
the UK.

2.171 Technical amendment to the process of import duty variation — The government
will legislate to amend section 15 of the Taxation (Cross-border Trade) Act 2018 by refining the
criteria used to determine when the government may vary the amount of import duty in the
context of an international trade dispute. This will allow the government to vary import duty
where it considers this appropriate, having regard to relevant international agreements and
obligations. The amendment will enable the UK to respond adequately to developments in the
international trading system.
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Tax decisions

Personal tax

2.172 Increasing National Insurance thresholds — The Budget confirms the government'’s
commitment to increase the thresholds at which employees and the self-employed start paying
National Insurance contributions (NICs) to £9,500 from April 2020." Around 1.1 million people
will be taken out of paying Class 1 and Class 4 NICs entirely.'? This is the first step in meeting
the government’s ambition to increase these thresholds to £12,500, which would save a typical
employee over £450 per year."* (12)

2.173 Income tax and National Insurance exemptions for bursary payments to

care leavers — The government will legislate in Finance Bill 2020 to introduce an income tax
exemption for the bursary paid by the Education and Skills Funding Agency to care leavers aged
16 to 24 who start an apprenticeship. Corresponding legislation will be introduced to mirror the
income tax exemption for NICs. This legislation will confirm HMRC's current position that care
leavers’ bursaries are tax exempt, including those paid prior to the 2020-21 tax year.

2.174 Increasing the flat rate deduction for homeworking — The government will
increase the maximum flat rate income tax deduction available to employees to cover additional
household expenses from £4 per week to £6 per week where they work at home under
homeworking arrangements. This will take effect from April 2020.

2.175 Tax treatment of the Troubles Permanent Disablement Payment Scheme - The
government will legislate in Finance Bill 2020 to introduce income tax, inheritance tax and
capital gains tax exemptions for payments made on or after May 2020 under the Troubles
Permanent Disablement Payment Scheme.

2.176 Taxtreatment of social security benefits in Scotland — The government will
legislate in Finance Bill 2020 to clarify the income tax treatment of three new social security
payments. The legislation will confirm that the following three benefits introduced by the
Scottish government are exempt from income tax: Job Start; Disability Assistance for Children
and Young People; and, the Scottish Child Payment. The legislation also includes a new power
which permits the government to confirm by secondary legislation when new social security
benefits introduced by the UK government or any of the devolved administrations will be tax
exempt. The changes will take effect from April 2020.

2.177 Tax treatment of the Windrush Compensation Scheme — As announced in April
2019, the government will legislate in Finance Bill 2020 to introduce exemptions from income
tax, inheritance tax and capital gains tax for payments made on or after 3 April 2019 under
the Windrush Compensation Scheme. The legislation also includes a new power to exempt any
necessary future compensation payments by statutory instrument from income tax, inheritance
tax and capital gains tax, where appropriate. (64)

2.178 Review of changes to the off-payroll working rules (commonly known

as IR35) — At Budget 2018 the government announced that it would reform the off-payroll
working rules in the private and third sectors from April 2020. The government has recently
concluded a review of the reform, and is making a number of changes to support its smooth
and successful implementation. The government believes it is right to address the fundamental
unfairness of the non-compliance with the existing rules, and the reform will therefore be
legislated in Finance Bill 2020 and implemented on 6 April 2020, as previously announced.

"1'31 million taxpayers to get April tax cut’, HM Treasury, 30 January 2020.
2HMRC analysis based on Survey of Personal Incomes (SPI) 2017-18 data, and Budget 2020 OBR forecast.
*HM Treasury analysis, see ‘Budget 2020 data sources’.
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2.179 National Insurance holiday for employers of veterans in first year of civilian
employment — To support the employment of veterans, the government is meeting the
commitment to introduce a National Insurance holiday for employers of veterans in their first
year of civilian employment. A full digital service will be available to employers from April 2022;
however, transitional arrangements will be in place in the 2021-22 tax year which will effectively
enable employers of veterans to claim this holiday from April 2021. The holiday will exempt
employers from any NICs liability on the veteran’s salary up to the Upper Earnings Limit. The
government will consult on the design of this relief. (16)

2.180 Tax treatment of welfare counselling provided by employers — The government
will extend the scope of non-taxable counselling services to include related medical treatment,
such as cognitive behavioural therapy, when provided to an employee as part of an employer’s
welfare counselling services. The changes will take effect from April 2020.

2.181 Top Slicing Relief (TSR) on life insurance policy gains — Following a recent
First-Tier Tribunal case, the government will legislate in Finance Bill 2020 to put beyond
doubt the calculation of TSR by specifying how allowances and reliefs can be set against
life insurance policy gains. This measure will apply to all relevant gains occurring on or after
11 March 2020. (49)

Pensions and savings tax

Pensions tax

2.182 Call for evidence on pension tax administration — Those earning around or below
the level of the personal allowance and saving into a pension may benefit from a top-up on their
pension savings equivalent to the basic rate of tax, even if they pay no tax. Whether they receive
this top-up depends on how their pension scheme administers tax relief. The government has
committed to reviewing options for addressing these differences and will shortly publish a call
for evidence on pensions tax relief administration.

2.183 Tapered annual allowance for pensions — The pensions annual allowance is the
maximum amount of tax-relieved pension savings that can be accrued in a year. For those on the
highest incomes, the annual allowance tapers down from £40,000. HM Treasury has reviewed
the tapered annual allowance and its impact on the NHS, as well as on public service delivery
more widely.

2.184 Tosupport the delivery of public services, particularly in the NHS, the two tapered
annual allowance thresholds will each be raised by £90,000. This means that from 2020-21 the
“threshold income” will be £200,000, so individuals with income below this level will not be
affected by the tapered annual allowance, and the annual allowance will only begin to taper
down for individuals who also have an “adjusted income” above £240,000. (7)

2.185 For those on the very highest incomes, the minimum level to which the annual allowance
can taper down will reduce from £10,000 to £4,000 from April 2020. This reduction will only
affect individuals with total income (including pension accrual) over £300,000. Proposals to
offer greater pay in lieu of pensions for senior clinicians in the NHS pension scheme will not be
taken forward. (7)

2.186 Lifetime allowance for pensions — The lifetime allowance, the maximum amount
someone can accrue in a registered pension scheme in a tax-efficient manner over their lifetime,
will increase in line with CPI for 2020-21, rising to £1,073,100.
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Savings tax

2.187 Starting rate for savings tax band — The band of savings income that is subject to
the 0% starting tax rate will remain at its current level of £5,000 for 2020-21.

2.188 Individual Savings Account (ISA) annual subscription limit — The adult ISA annual
subscription limit for 2020-21 will remain unchanged at £20,000. (55)

2.189 Junior ISA and Child Trust Fund annual subscription limit — The annual
subscription limit for Junior ISAs and Child Trust Funds will be increased from £4,368 to £9,000.

Business tax

Employer NICs

2.190 Increasing the Employment Allowance — The government will increase the
Employment Allowance from £3,000 to £4,000 from April 2020. This will benefit around
510,000 businesses by reducing their costs of employment, with an average gain of

£850 per year." The increase will take around 65,000 businesses out of paying NICs entirely
and means the government will have doubled the value of the Employment Allowance in four
years.'>(25)

Business rates

2.191 Business rates retail discount — The government has already announced that, for one
year from 1 April 2020, the business rates retail discount for properties with a rateable value
below £51,000 in England will increase from one third to 50% and will be expanded to include
cinemas and music venues. To support small businesses in response to COVID-19 the retail
discount will be increased to 100% and expanded to include hospitality and leisure businesses
for 2021. (26)

2.192 Business rates pubs discount — The government previously committed to introducing
a £1,000 business rates discount for pubs with a rateable value below £100,000 in England for
one year from 1 April 2020. To further support pubs, in response to COVID-19 the discount for
pubs will be increased to £5,000. (27)

2.193 Business rates local newspaper office space discount — The £1,500 business rates
discount for office space used by local newspapers in England will be extended for an additional
five years until 31 March 2025.

2.194 Business rates public lavatories relief — The government will bring forward
legislation as soon as possible in this session to provide mandatory 100% business rates relief for
standalone public lavatories in England from April 2020.

2.195 Local authorities will be fully compensated for the loss of income as a result of these
business rates measures.

2.196 Business rates review — The government is launching a fundamental review of business
rates to report in the autumn. The Terms of Reference for this review are published alongside
this Budget and a call for evidence will be published in the spring.

™ HMRC analysis based on Pay As You Earn Real Time Information, the ONS Inter-Departmental Business Register and Open Geography Portal.
> HMRC analysis based on Pay As You Earn Real Time Information, the ONS Inter-Departmental Business Register and Open Geography Portal.
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2.197 Valuation Office Agency (VOA) business systems transformation programme —
The government will invest an additional £11.5 million in the VOA in 2020-21 to support the
modernisation of VOA systems and processes, to increase efficiency and improve customer
service in the future.

Enterprise tax

2.198 Capital Allowances: Structures and buildings allowance (SBA) rate — The annual
rate of capital allowances available for qualifying investments to construct new, or renovate old,
non-residential structures and buildings will increase from 2% to 3%. The change will take effect
from 1 April 2020 for corporation tax and 6 April 2020 for income tax. The introduction of

SBA at Budget 2018 greatly enhanced the international competitiveness of the UK's tax system
and this increased rate of relief goes even further, providing businesses who invest with over

£1 billion in additional relief by the end of 2024-25. (23)

2.199 Capital Gains Tax: Reduction in the Entrepreneurs’ Relief lifetime limit — From

11 March 2020, the lifetime limit on gains eligible for Entrepreneurs’ Relief (which offers a
reduced 10% rate of Capital Gains Tax on qualifying disposals) will be reduced from £10 million
to £1 million, in response to evidence that it has done little to incentivise entrepreneurial activity
and that most of the benefit accrues to a small number of very affluent taxpayers. ' This will help
ensure that the tax system is fair and sustainable while leaving over 80% of those using the relief
unaffected.'” (46)

2.200 Review of Enterprise Management Incentives (EMI) scheme — The government
will review the EMI scheme to ensure it provides support for high-growth companies to recruit
and retain the best talent so they can scale up effectively, and examine whether more companies
should be able to access the scheme.

2.201 Research & Development Expenditure Credit (RDEC) rate — The rate of RDEC will
increase from 12% to 13% from 1 April 2020, supporting businesses investing in R&D and
helping to drive innovation in the economy. (24)

2.202 Consultation on R&D tax credit qualifying costs — The government will consult on
whether expenditure on data and cloud computing should qualify for R&D tax credits.

2.203 Preventing abuse of the R&D relief for small and medium-sized enterprises:
Summary of responses and consultation — Following consultation last year, the introduction
of the PAYE cap on the payable tax credit in the SME R&D schemes will be delayed until 1 April
2021. The government has listened to industry and will also consult on changes to the cap’s
design, to ensure it targets abusive behaviour as intended while ensuring that eligible businesses
are able to access the relief. (60)

Corporate tax

2.204 Corporation tax (CT) rate — Since 2010 the government has cut the headline rate of
CT from 28% to 19%, giving the UK the lowest headline rate in the G20.'®To provide support
for vital public services while maintaining the UK's competitive rate of CT, the government will
legislate to retain the current 19% rate in April 2020. (45)

2.205 Digital services tax (DST) — As announced at Budget 2018, the government will
introduce a new 2% tax on the revenues certain digital businesses earn from 1 April 2020. This
will ensure the amount of tax paid in the UK reflects the value these businesses derive from
their interactions with, and the contributions of, an active user base. Legislation will require

"®Internal HMRC analysis of Entrepreneurs’ Relief data.
'7'Capital Gains Tax Entrepreneurs’ Relief: Behaviours and Motivations’, IFF Research, May 2017

'8'Corporate tax rates table’, KPMG, 2019
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businesses to pay the DST on an annual basis, consistent with the draft legislation published in
July 2019. The government will continue to give consideration to how the legislation applies to
marketplace delivery fees and whether that application is consistent with the policy rationale
of the DST. The government remains committed to developing a multilateral solution to the
challenges digitalisation has created for the corporate tax system and will repeal the DST once
an appropriate global solution is in place. (50)

2.206 Intangibles reform — The government will legislate in Finance Bill 2020 to remove the
pre-2002 exclusion from the Intangible Fixed Assets (IFA) regime to support UK investment in
intellectual property and other intangible assets. This means tax relief for the cost of acquiring
corporate intangible assets on or after 1 July 2020 will be provided under a single regime,
subject to restrictions to prevent tax avoidance. (28)

2.207 Corporate capital loss restriction — As announced at Budget 2018, from 1 April
2020, the government will restrict the proportion of annual capital gains that can be relieved
by brought-forward capital losses to 50%. This measure includes an allowance that gives
companies unrestricted use of up to £5 million capital or income losses each year, meaning that
99% of companies will be unaffected.'® Following consultation on the detailed design of the
rules,?® the government will also exclude certain companies in liquidation from the scope of the
restriction. (51)

2.208 Review of the UK funds regime — The government will undertake a review of the
UK'’s funds regime during 2020. This will cover direct and indirect tax, as well as relevant areas
of regulation, with a view to considering the case for policy changes. The review will begin with
a consultation, to be published at the Budget, on whether there are targeted and merited tax
changes that could help to make the UK a more attractive location for companies used by funds
to hold assets. The review will also consider the VAT treatment of fund management fees and
other aspects of the UK's funds regime.

2.209 Transfer of unlisted securities to connected companies for Stamp Duty and
Stamp Duty Reserve Tax - In Finance Act 2018-19, the government introduced a targeted
market value rule to prevent artificial reduction of the tax due on share acquisitions when
listed shares are transferred to a connected company. This rule is being extended to unlisted
shares in Finance Bill 2020 to prevent further tax avoidance. As part of this change, the
government will amend legislation to prevent a double tax charge arising on certain company
reorganisations. (67)

2.210 Consultation on the tax impact of the withdrawal of the London Inter-Bank
Offered Rate (LIBOR) — The government will consult to ensure that where tax legislation

makes reference to LIBOR it continues to operate effectively. The consultation will also enable
the government to ensure it is aware of all the significant tax issues that arise from the reform of
LIBOR and other benchmarks.

2.211 Consultation on aspects of the hybrid mismatch rules — The government will
publish a consultation on the corporation tax rules that apply to hybrid mismatch arrangements
that seek to exploit the differences in tax treatment between two jurisdictions. The consultation
seeks to ensure that the hybrid mismatch rules work proportionately and as intended.

% Internal HMRC analysis
20 'Corporate Capital Loss Restriction: consultation on delivery’, HM Treasury and HM Revenue & Customs, July 2019.
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Property tax

2.212 Non-UK resident Stamp Duty Land Tax (SDLT) surcharge — The government will
introduce a 2% SDLT surcharge on non-UK residents purchasing residential property in England
and Northern Ireland from 1 April 2021. This will help to control house price inflation and to
support UK residents to get onto and move up the housing ladder. The money raised from the
surcharge will be used to help address rough sleeping. (47)

2.213 Housing co-operatives: Annual Tax on Enveloped Dwellings (ATED) and Stamp
Duty Land Tax (SDLT) — To make the taxation of housing co-operatives fairer, the government
will introduce a relief for qualifying housing co-operatives from the ATED and the 15% flat rates
of SDLT on purchases of dwellings over £500,000. The SDLT relief in England and Northern
Ireland will take effect from Autumn Budget 2020 and the UK-wide ATED relief from 1 April
2021 with a refund available for 2020-21.

Energy and environmental tax

2.214 Plastic Packaging Tax— As announced at Budget 2018 and following consultation

in spring 2019,?" the government will introduce a new Plastic Packaging Tax from April 2022

to incentivise the use of recycled plastic in packaging. The Budget sets the rate at £200 per
tonne of plastic packaging that contains less than 30% recycled plastic. This will apply to the
production and importation of plastic packaging. The government will keep the level of the
rate and threshold under review to ensure that the tax remains effective in increasing the use of
recycled plastic. The government will also extend the scope of the tax to the importation of filled
plastic packaging and apply a minimum threshold of 10 tonnes of plastic packaging to ensure
the smallest businesses are not disproportionately impacted. The Budget also announces the
launch of a further consultation on the detailed design and implementation of the tax, which
includes consideration of an exemption for certain types of medical packaging. (38)

2.215 Aggregates Levy — The government will freeze the Aggregates Levy rate in 2020-21
and will be publishing a summary of responses and government next steps to last year’s
comprehensive review of the levy. (52)

2.216 Increasing the gas rates under the Climate Change Levy (CCL) for years
2022-23 and 2023-24 — To meet the UK's net zero commitment, the UK must continue to
remove incentives to choose gas over electricity, which is a cleaner energy source. Building
on the Budget 2016 announcement to make gas and electricity rates equal by 2025, the
government is raising the rate on gas to £0.00568/kWh in 2022-23 and to £0.00672/kWh in
2023-24 whilst freezing the rates on electricity. To ensure the tax system treats fuels that are
used off the gas grid more equitably, the government will freeze LPG at 2019-20 levels until
April 2024. (41)

2.217 Extending the Climate Change Agreement (CCA) scheme — To support energy-
intensive businesses to operate in a more environmentally sustainable way, the government will
reopen and extend the CCA scheme by two years. The CCA scheme allows businesses to reduce
their CCL bill in exchange for meeting targets to improve their energy efficiency. The terms of the
extended scheme will be set out in a consultation to be launched shortly after Budget. As part of
this, the government will simultaneously consult on long-term options for the CCA scheme.

2.218 Carbon price support (CPS) rate — The government will freeze the rate of the CPS at
£18t/CO,e in 2021-22. Alongside wider carbon pricing policies, this will continue to encourage
decarbonisation of the power sector. (43)

21 'Plastic packaging text’, HM Treasury, July 2019.
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2.219 Carbon pricing after the transition period — The UK will continue to apply an
ambitious carbon price from 1 January 2021 to support progress towards reaching net zero.
The government will legislate at Finance Bill 2020 to prepare for a UK Emissions Trading System
(ETS), which could be linked to the EU ETS. The government will also legislate for a carbon
emissions tax as an alternative carbon pricing policy and consult on the design of a tax in
spring 2020.

Transport taxes

2.220 Fuel duty — The government will freeze fuel duty for a tenth year in a row, cumulatively
saving the average car driver £1,200 compared to the pre-2010 escalator.?? Future fuel

duty rates will be considered alongside measures that are needed to help meet the UK's net
zero commitment. (13)

2.221 Air Passenger Duty (APD) rates — APD rates will increase in line with RPI for 2021-22,
meaning that short haul rates remain frozen at £13, benefitting 80% of passengers.?* The

rate for long haul economy will increase by £2, and the rates for those travelling in premium
economy, business and first class will increase by £4. Those travelling long-haul by private jets
will see the rate increase by £13.

2.222 Aviation tax reform — In January 2020 the government announced that it would
undertake a review of APD ahead of the Budget to ensure that regional connectivity is supported
while meeting the UK’'s commitment to net zero emissions by 2050. As a result, the government
will consult on aviation tax reform in spring 2020. The government will consider the case for
changing the APD treatment for domestic flights, such as reintroducing a return leg exemption,
and for increasing the number of international distance bands.

2.223 Vehicle Excise Duty (VED): Rates — The government will uprate VED rates for cars,
vans and motorcycles in line with RPI from 1 April 2020. To support the haulage sector, the
government will freeze HGV VED and the HGV Road User Levy for 2020-21. (53)

2.224 VED: Zero emission vehicles (ZEVs) — From 1 April 2020, the government will exempt
all ZEVs registered until 31 March 2025 from the VED ‘expensive car’ supplement. The measure
will incentivise the uptake of ZEVs to support the phasing out of petrol and diesel vehicles. (44)

2.225 VED: Motorhomes — From 12 March 2020, the government will reduce annual VED
liabilities for most new motorhomes to a flat rate of £265, which will rise to £270 for 2020-21,
as motorhome manufacturers and dealers will not be required to provide a CO, emissions figure
when registering new motorhomes with the Driver and Vehicle Licensing Agency. From 1 April
2021, the government will align the VED treatment of new motorhomes and vans. (18)

2.226 Call for evidence on VED - The government is publishing a call for evidence which will
include how VED can be used to support the take-up of zero and ultra-low emission vehicles
and reduce overall emissions from road vehicles.

2.227 Company car tax (CCT): Rates — As set out in July 2019,%4the government will reduce
most CCT rates by 2% in 2020-21 for cars first registered from 6 April 2020. Rates will return to
planned levels over the following two years, increasing by 1% in 2021-22 and 1% in 2022-23.
Rates will then be frozen until 2024-25. (66)

22HM Treasury calculations.
2HM Treasury calculations based on ‘Air Passenger Duty Bulletin’, HMRC, September 2019.
2 'Review of WLTP and vehicle taxes: summary of responses’, HM Treasury, July 2019.
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2.228 y/an benefit charge nil-rating for zero emission vans — From April 2021, the
government will apply a nil rate of tax to zero-emission vans within van benefit charge. This
measure will save businesses an estimated £433 per van in tax in 2021-22.%

2.229 Company vehicles — From 6 April 2020, fuel benefit charges and the van benefit
charge will increase in line with CPI. (54)

2.230 First year allowances for business cars from April 2021 — To support the uptake
of zero emission vehicles (ZEVs) and ultra-low emission vehicles (ULEVs), from April 2021, the
government will extend first year allowances to ZEVs only and apply the main rate writing
down allowance (WDA) of 18% to cars with emissions up to 50g/km. The special rate WDA of
6% will apply to higher polluting cars with emissions above 50g/km. First year allowances for
zero emission goods vehicles and natural gas and hydrogen refuelling equipment will also be
extended. (42)

2.231 Red diesel: Removing entitlement — The government will remove entitlement to
the use of red diesel and rebated biofuels from April 2022, except for agriculture (including
horticulture, pisciculture and forestry), rail and for non-commercial heating (including
domestic heating). The government will consult on whether the entitlement to use red diesel
and rebated biofuels is justified for any other users, for example there is a strong case for
continued use by ferries carrying paid passengers on the UK's rivers and inland waterways, or
public entertainment. Commercial boats on open waters, including ferries and fishing boats,
will remain entitled to the Marine Voyages Relief so will not have to pay more for their fuel.
This measure will incentivise businesses to improve the energy efficiency of their vehicles and
machinery or look for greener alternatives. To support the development of alternatives that
these businesses can switch to, the Budget has also committed to at least doubling the size of
the energy innovation programme, accelerating the design and production of innovative clean
energy technologies. (39)

2.232 Red diesel: Prohibition of use for propelling private pleasure craft — Private
pleasure craft already pay the standard white diesel rate for propulsion. They will still be entitled
to use red diesel for their heating use. Where they have one tank for propulsion and heating, the
government will explore options that prevent them from having to pay a higher rate of duty on
their heating use than they would otherwise have to pay. Details on the implementation of this
power will be set out in due course.

VAT

2.233 VAT on e-publications — The Government will introduce legislation to apply a zero rate
of VAT to e-publications from 1 December 2020, to make it clear that e-books, e-newspapers,
e-magazines and academic e-journals there are entitled to the same VAT treatment as their
physical counterparts. (15)

2.234 VAT Postponed Accounting — From 1 January 2021 postponed accounting for VAT
will apply to all imports of goods, including from the EU. This will provide an important boost to
those VAT registered UK businesses which are integrated in international supply chains as they
adapt to the UK's position as an independent trading nation.

2.235 Abolition of tampon tax — From 1 January 2021 the government will use freedom
from EU law to enable a zero rate of VAT to be charged on women'’s sanitary products. (17)

2.236 Long-term passengers’ policy consultation — The government is publishing a
consultation alongside Budget to gather views on the potential approach to duty- and tax-free
goods policy after the transition period following the UK's departure from the EU.

2 HM Treasury analysis, see ‘Budget 2020 data sources’.
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2.237 Long-term cross-border goods policy — The government will launch an informal
consultation over spring 2020 on the VAT and excise treatment of goods crossing UK borders
after the EU exit transition period.

2.238 VAT on fund management — As announced on 4 March 202026 the government is
legislating to clarify when fund management services are exempt from VAT.

2.239 VAT on financial services — The government will set up an industry working group to
review how financial services are treated for VAT purposes.

2.240 VAT Quick Fixes Directive — The government will introduce legislation to introduce
simplified rules for the VAT treatment of intra-EU movements of call-off stock, allowing
businesses to delay accounting for VAT until the goods are called-off. The legislation will apply
to goods which are removed from a Member State on or after 1 January 2020 (sic).

2.241 VAT Partial Exemption — Following the recent call for evidence on the simplification
of the VAT rules on Partial Exemption and the Capital Goods Scheme,?’ the government will
continue to engage with stakeholders in relation to their responses and will publish a response
in due course.

Alcohol, tobacco and other duties
2.242 Alcohol duty rates — Duty rates on beer, spirits, wine and cider will be frozen. (14)

2.243 Post-EU exit alcohol review — The government recognises the complexity of the
current duty system and will review potential reforms to be implemented after the transition
period, beginning by publishing a call for evidence by the summer.

2.244 Small Brewers’ Relief (SBR) — The government will publish the results of our review
into Small Brewers Relief in the spring.

2.245 Tobacco duty rates — Duty rates on all tobacco products will increase by RPI + 2% until
the end of this Parliament. The rate on hand-rolling tobacco will increase by RPI + 6% this year.
These changes will take effect from 6pm on 11 March 2020. (48)

2.246 Gaming Duty — The government will legislate in Finance Bill 2020 to raise the Gross
Gaming Yield (GGY) bandings for Gaming Duty in line with inflation. The revised bandings must
be used for accounting periods starting on or after 1 April 2020.

Avoidance, evasion and non-compliance

2.247 Since 2010 the government has secured and protected over £200 billion of tax that
would have otherwise gone unpaid.?® The Budget builds on this work and announces further
action to tackle tax avoidance, evasion and other forms of non-compliance that will raise an
additional £4.7 billion between now and 2024-25.

2.248 Preventing the illicit trade of tobacco — The government is announcing increased
resources for Trading Standards and HMRC to combat the illicit tobacco trade, including the
creation of a UK-wide HMRC intelligence sharing hub. The government will also consult on
proposals for stronger penalties for tobacco tax evasion.

% 'Value Added Tax (Finance) Order 2020’, UK Statutory Instruments, March 2020.
7 'Call for evidence: simplification of partial exemption and the Capital Goods Scheme’, HM Revenue & Customs, July 2019
%'Annual Report and Accounts 2018-19, HMRC, August 2019; ‘Spring Statement 2019: Written Ministerial Statement’, HM Treasury, March 2019
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2.249 Tackling Construction Industry Scheme (CIS) abuse — The government will legislate
to prevent non-compliant businesses from using the CIS to claim tax refunds to which they are
not entitled. The government is also publishing a consultation which introduces options on how
to promote supply chain due diligence. (57)

2.250 Domestic reverse charge for building and construction services — As announced
in September 2019,2° the implementation of the VAT domestic reverse charge for building and
construction services, which prevents losses through so-called ‘missing trader’ fraud, will be
delayed until 1 October 2020. (68)

2.251 VAT Agricultural Flat Rate Scheme (AFRS) — Following informal consultation with
stakeholders in 2019 the government will introduce new entry and exit rules for the AFRS.

2.252 Conditionality: Hidden economy — The government will legislate in Finance

Bill 2020-21 to make the renewal of licenses to drive taxis and private hire vehicles (PHVs,

e.g. minicabs), operate PHV firms, and deal in scrap metal conditional on applicants completing
checks that confirm they are appropriately registered for tax. This measure will make it more
difficult for non-compliant traders to operate in the hidden economy and help level the playing
field for the compliant majority. These changes will take effect in England and Wales in April
2022. The government is considering extending this reform to Scotland and Northern Ireland in
the future and will work with the devolved administrations to this effect. (58)

2.253 Conditionality: Wider application — The government will publish a discussion
document seeking views on the wider application of tax conditionality in the spring. Tax
conditionality refers to a principle whereby businesses are granted access to government awards
and authorisations (such as approvals, licenses, grants) only if they are able to demonstrate
good tax compliance.

2.254 Additional compliance resources for HMRC — The government is investing in
additional compliance officers and new technology for HMRC. This investment is forecast to
bring in £4.4 billion of additional tax revenue up to 2024-25 by enabling HMRC to further
reduce the tax gap through additional compliance activity and expanding debt collection
capabilities.?® (59)

Response to the Loan Charge Review

2.255 Response to the independent Loan Charge Review — The Budget confirms the
government’s response to Sir Amyas Morse’s Independent Loan Charge Review?'and sets out
the Exchequer costs of accepting the recommendations. These will be legislated for in the
forthcoming Finance Bill. Toimplement the changes, the government will also provide HMRC
with additional operational funding. However, disguised remuneration schemes continue to be
used. Therefore, the government will shortly issue a call for evidence on further action to stamp
out these schemes. (63)

2.256 Tackling promoters of tax avoidance — As announced in the government’s response
to the independent Loan Charge Review,3? the government will legislate in Finance Bill

2020-21 to take further action against those who promote and market tax avoidance schemes.
The legislation, which will take effect following Royal Assent, will:

e allow HMRC to obtain information about the enabling of abusive schemes as soon as they
are identified by strengthening information powers for HMRC's existing regime to tackle
enablers of tax avoidance schemes

22'Revenue and Customs Brief 10 (2019): domestic reverse charge VAT for construction services — delay in implementation’, HM Revenue & Customs,
September 2019.

3HM Treasury internal estimate using HMRC data.

3! 'Disquised remuneration: independent loan charge review’, HM Treasury and HM Revenue & Customs, December 2019.

32 'Disquised remuneration: independent loan charge review’, HM Treasury and HM Revenue & Customs, December 2019.
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*  ensure enabler penalties are felt without delay for multi-user schemes, meaning anyone
enabling tax avoidance arrangements that are later defeated will face a penalty of 100% of
the fees they earn

* enable HMRC to act promptly where promoters fail to provide information on their
avoidance schemes. In particular, these changes will help HMRC obtain theinformation
needed to bring a scheme into the Disclosure of Tax Avoidance Schemes regime and
empower HMRC to act faster where avoidance schemes are being promoted

e equip HMRC to more effectively stop promoters from marketing and selling avoidance
schemes as early as possible

e ensure promoters fulfil their obligations under the Promoters of Tax Avoidance Scheme
(POTAS) regime, including where they have tried to abuse corporate structures to get
around the rules

*  make further technical amendments to the POTAS regime, including preventing spurious
legal challenges from disrupting the process of scrutinising promoters, so the regime can
continue to operate effectively

* make additional changes to the General Anti-Abuse Rule (GAAR) so it can be used as
intended to tackle avoidance using partnership structures

2.257 HMRC's promoter strategy — On top of the legislative changes the government will
introduce in Finance Bill 2020-21, HMRC will publish a new ambitious strategy for tackling

the promoters of tax avoidance schemes. This will outline the range of policy, operational and
communications interventions both underway and in development to drive those who promote
tax avoidance schemes out of the market, disrupt the supply chain to stop the spread of
marketed tax avoidance, and deter taxpayers from taking up the schemes.

2.258 Raising standards in the market for tax advice — The government will publish a

call for evidence in the spring on raising standards for tax advice. This will seek evidence about
providers of tax advice, current standards upheld by tax advisers, and the effectiveness of the
government’s efforts to support those standards, in order to give taxpayers more assurance that
the advice they are receiving is reliable.

Tax administration

2.259 Future of Making Tax Digital — The government will publish an evaluation of the
introduction of Making Tax Digital for VAT, along with related research.

2.260 Large business notification — From April 2021 large businesses will be required to
notify HMRC when they take a tax position which HMRC is likely to challenge. This policy will
draw on international accounting standards which many large businesses already follow. The
government will consult shortly on the detail of the notification process. (56)

2.261 Protecting your taxes in insolvency — As announced at Budget 2018, the
government will change the rules so that when a business enters insolvency, more of the taxes
paid in good faith by its employees and customers and temporarily held in trust by the business
go as intended to fund public services, rather than being distributed to other creditors. The
Budget delays the commencement date of this measure from 6 April to 1 December 2020 and
extends this measure to Northern Ireland. This reform will only apply to taxes collected and
held by businesses on behalf of other taxpayers (VAT, PAYE income tax, employee NICs and CIS
deductions). The rules will remain unchanged for taxes owed by businesses themselves, such as
corporation tax and employer NICs. The legislation will be introduced in Finance Bill 2020. (65)
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2.262 Clarifying the treatment of Limited Liability Partnership (LLP) returns — The
government will legislate prospectively and retrospectively in Finance Bill 2020 to put beyond
doubt that LLPs should be treated as general partnerships under income tax rules. This will
ensure HMRC can continue to amend LLP members’ tax returns where the LLP operates without
a view to profit. This measure does not create any new or additional obligations or liabilities for
taxpayers. It clarifies the legislation to ensure the rules work as designed and intended.

2.263 HMRC automation — As announced on 31 October 2019,33 the government will
legislate to confirm that HMRC may use automated processes to issue taxpayers with notices to
file tax returns and penalty notices. This measure will apply prospectively and retrospectively to
put beyond doubt that the rules work as designed and intended. This does not create any new
or additional obligations or liabilities for taxpayers.

2.264 Insurance Premium Tax (IPT) call for evidence — The government will shortly
publish a summary of responses to the recent call for evidence on the operation of IPT,**along
with information on a forthcoming consultation setting out the next stage in reforming how
IPT operates.

2.265 Funding HMRC to prepare for breathing space — The government will invest an
additional £12.5 million in HMRC in 2020-21 to begin work immediately on the implementation
of breathing space. From early 2021 this will mean that those in problem debt can access a
60-day breathing space, including for debts to HMRC, while they engage with debt advice and
work towards a sustainable debt solution.

Competition and regulation

2.266 Boosting competition in the digital and wider economy — The government will
accept all six of the Furman Review's?* strategic recommendations for unlocking competition

in digital markets. The government will consult on these in due course. A new cross-regulator
taskforce, based in the Competition and Markets Authority (CMA), will report to the government
within six months on a pro-competitive regime for digital platform markets. This will include
advice on implementing a pro-competitive code of conduct for digital platforms with strategic
market power. The government will also look at existing domestic or EU derived regulations

that might hinder digital competition and entrench monopoly behaviours and will ensure that
regulatory reforms applying to digital and tech businesses are pro-innovation and coherent.

2.267 Reforming Regulation Initiative — Good regulation is essential to successful
businesses. The government will strive to achieve the right balance between supporting excellent
business practice and providing protections for people and the environment. The Budget
announces that BEIS is launching the Reforming Regulation Initiative. This will invite ideas from
business and the public for regulatory reform in order to ensure that regulation is sensible and
proportionate now that the UK has left the EU, and that the interests of small businesses are
taken into account.

2.268 Regulators’ Pioneer Fund — The government will launch a second round of the
Regulators’ Pioneer Fund, building on the success of the first round which was launched at
Autumn Budget 2017. This £10 million of funding will enable regulators to unlock the potential
of emerging technologies and help businesses to develop innovative products and services.

3 'HM Revenue and Customs Update: Written Statement — HCWS61', House of Commons, October 2019.
3 'Call for evidence: the operation of Insurance Premium Tax’, HM Revenue & Customs, June 2019.
*'Unlocking digital competition, Report of the Digital Competition Expert panel’, HM Treasury, March 2019
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2.269 Financial Services Bill — The Financial Services Bill will provide long-term market access
between the UK and Gibraltar for financial services firms following EU exit, support a vibrant
asset management industry by simplifying the process for overseas investment funds seeking to
market into the UK and enable the implementation of the remaining Basel banking standards
and a more proportionate prudential regime for investment firms. The government has
published further details alongside Budget ahead of legislating later in the session. As a result
of the proposed changes to the prudential regime for investment firms, the government will be
taking steps to ensure that bank tax legislation continues to operate in line with current policy.

2.270 Regulatory Coordination — The Financial Services Future Regulatory Framework Review
was announced at Mansion House 2019, with the first phase launching a call for evidence on
regulatory coordination in July. The government is publishing a response to the call for evidence
alongside Budget and setting out the next steps in the review. This response announces a new
forum, bringing together government and regulators, to provide industry with a forward-look of
upcoming regulatory initiatives. This forum will be made up of the Bank of England, Prudential
Regulation Authority, Financial Conduct Authority (FCA), Payment Systems Regulator and
Competition and Markets Authority, with HM Treasury as an observer member.

2.271 Access to cash legislation — The government will bring forward legislation to protect
access to cash for those who need it. This will ensure industry continues to meet the changing
needs of cash users.

2.272 Regulation of pre-paid funeral plans — The government is publishing the response
to its consultation on the regulation of pre-paid funeral plans and will legislate to bring funeral
plan providers within the remit of the FCA. This will protect consumers by ensuring, for the first
time, that all pre-paid funeral plan providers are subject to robust regulation.

2.273 Changes to the Credit Unions Act — The government will bring forward legislation to
allow credit unions to offer a wider range of products and services to their members, supporting
their vital role in financial inclusion.

2.274 Fintech review and delivery panel — The government has invited Ron Kalifa OBE

to lead a major review into the fintech sector. The review will identify what more industry and
government can do to support growth and competitiveness, to ensure that the UK maintains

its global leadership in this vital sector. The government will also extend funding for the Fintech
Delivery Panel, as well as touring the regions and nations of the UK to showcase its diverse range
of fintech firms.

2.275 Digital currencies discussion paper — The government looks forward to the
publication of the Bank of England’s discussion paper on a possible UK central bank digital
currency (CBDC). The UK will continue to take a leading role in exploring digital currencies, and
the wide-ranging opportunities and challenges they could bring.

2.276 Cryptoassets consultation — To protect consumers and support innovation in
cryptoassets, the government intends to consult on a measure to bring certain cryptoassets
into scope of financial promotions regulation. The government also intends to consult later
in 2020 on the broader regulatory approach to cryptoassets, including new challenges from
so-called ‘stablecoins’.

2.277 Call for evidence for the Payments Landscape Review - In light of rapid
technology developments, HM Treasury, working alongside the regulators and the Financial
Policy Committee, is leading a Payments Landscape Review to make sure the UK’s payments
infrastructure and regulation are keeping pace. As part of this, HM Treasury will shortly be
publishing a call for evidence to ask what more could be done by the government, industry
and regulators to support a more innovative and resilient payments system and ensure the UK
payments sector remains world leading.
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2.278 Open finance for SMEs — In order to realise the vision for truly open finance, in

which SMEs can share their data at the touch of a button, making it faster and easier to shop
around for credit, HM Treasury will convene a summit with those at the cutting edge of industry
innovation to establish what further data needs to be opened up.

2.279 Digital Identity Unit — The government will work to create a digital identity market
that makes it possible for people to prove things about themselves without showing paper
documents. This will help make opening a bank account, claiming benefits or buying a house
simpler, safer and quicker. More secure and cost-effective online transactions will also boost
business and the digital economy.

2.280 Affordable Credit Challenge Fund — By harnessing the UK's world-leading fintech
expertise, this £2 million challenge fund promotes the development of innovative tech solutions
that improve awareness and access to affordable lenders as an alternative to high cost credit.
The winners of the challenge are Fair for You with EML and Lending Metrics, Police Credit Union
with Credit Kudos, and Capital Credit Union with Nivo and Soar who will each receive £200,000
to further develop and scale their solutions.

Financial transactions, asset sales and other decisions

2.281 Royal Bank of Scotland — The government intends to fully dispose of its Royal Bank
of Scotland shareholding, subject to market conditions and achieving value for money for
taxpayers. The government expects the programme of sales to be completed by 2024-25.

2.282 UK Asset Resolution (UKAR) — UKAR's balance sheet has reduced from £115.8 billion
in 2010 to £8 billion following the latest sale of assets.?* The government expects to return
UKAR's subsidiaries Bradford & Bingley (B&B), NRAM Ltd3” and their remaining assets to

private ownership in 2020, subject to achieving value for money and market conditions
remaining supportive.

2.283 In May 2019, the government transferred sponsorship of B&B’s and NRAM Ltd’s pension
schemes to UKAR in preparation for B&B and NRAM Ltd being returned to private ownership.
The government intends, subject to securing the necessary parliamentary time, to create a

new central government pension scheme for the members of the B&B and NRAM schemes.
Members' pensions will not be affected by this transfer. Following the establishment of a new
central government pension scheme, the government intends to sell assets held by the NRAM
and B&B schemes over 2023-24 and 2024-25, subject to the necessary legislation being brought
forward, supportive market conditions and achieving value for money.

2.284 Student loan sale — In December 2018, the government completed the second in its
programme of sales of pre-2012 income-contingent student loans, expected to raise £15 billion
by 2022-23. The sale raised £1.9 billion, reducing PSND and achieving value for money.
Following an internal review, which was published at Budget, the government has decided not
to pursue additional sales of pre-2012 income-contingent student loans.

2.285 The government continues to explore options for the sale of wider corporate and
financial assets, where there is no longer a policy reason to retain them and when value for
money can be secured for taxpayers.

2.286 Retail Prices Index consultation — Alongside the Budget, the government and UK
Statistics Authority (UKSA) are launching a consultation, announced on 4 September 2019,
on UKSA's proposal to address the shortcomings of the Retail Prices Index (RPI) measure

% https://www.gov.uk/government/news/loans-sale-to-return-49-billion-to-uk-taxpayers
3”NRAM Ltd was formerly part of Northern Rock.
3| etter from Savid Javid, former Chancellor of the Exchequer’, HM Treasury, September 2019.
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of inflation. The consultation will cover, among other things, the issue of timing, including
whether the UKSA's proposal might be implemented at a date other than 2030, and if so, when
between 2025 and 2030, and issues on technical matters concerning the implementation of its
proposal. The consultation will be open for a period of six weeks, closing on 22 April 2020. The
government and UKSA will respond to the consultation before the Parliamentary summer recess.

2.287 MPC remit — The Chancellor is responsible for setting the MPC's remit. In the Budget,
the Chancellor reaffirms the symmetric inflation target of 2% for the 12-month increase in the
CPI measure of inflation. This target applies at all times.3* The Chancellor also confirms that the
Asset Purchase Facility (APF) will remain in place for the financial year 2020-21.

2.288 Balance Sheet Review — The government manages assets worth £2 trillion alongside
£4.6 trillion of liabilities on behalf of citizens.*? The Balance Sheet Review (BSR) was launched

in 2017 to identify opportunities to dispose of assets that no longer serve a policy purpose,
improve returns on retained assets, and reduce the risk and cost of liabilities. This work aims to
put the UK at the forefront of the international drive to reduce waste and deliver improvements
in the cost-effective management of public wealth, as recognised by the IMF in its October 2018
Fiscal Monitor. The BSR will conclude and report at this year's Comprehensive Spending Review.

2.289 The government is exposed to £192 billion of contingent liabilities, including guarantees
and insurance provided to the private sector.*' The BSR has developed proposals to improve

the management of these liabilities and address a key balance sheet risk recognised by the OBR
in its July 2019 Fiscal Risk Report.#? The government is publishing a report alongside Budget:
‘Government as insurer of last resort’ providing more detail on the policy approach.

39 'Monetary policy remit: Budget 2020’, HM Treasury, March 2020.

4 "Whole of Government Accounts 2017 to 2018°; HM Treasury; May 2018.
4 'Whole of Government Accounts 2017 to 2018’; HM Treasury; May 2018.
42 'Fiscal Risks Report 2019’, OBR, July 2019
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Chapter 3
Quality of public finances

The government’s significant progress in restoring the public finances to health over
the last decade means it can now afford to support the economy in the short-term
while investing to support long-term growth.

At Spending Round 2019, the government increased departmental spending by
4.1% in real terms between 2019-20 and 2020-21 delivering the fastest planned
growth in day-to-day departmental spending in 15 years.

Government spending as a share of GDP will rise from 39.8% in 2019-20 to 40.7%
in 2024-25. The average annual real growth rate of Total Managed Expenditure
(TME), the total amount of money that the government spends through
departments, local authorities, other public bodies and social security, will be 1.9%
between 2019-20 and 2024-25.

The following tables are taken directly from Spring Budget 2020. Table 3.A sets out
the path for Total Managed Expenditure (TME) to 2024-25.

Total Managed Expenditure (in £ billion, unless otherwise stated):2

2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

CURRENT EXPENDITURE

Resource AME 426.5 421.6 4335 4434 4532 464.7
Resource DEL, excluding 330.4 360.6 384.6 400.7 417.6 4355
depreciation?

Ring-fenced depreciation 308 336 359 374 39.0 406
Public Sector Current 787.7 8158 854.1 881.5 909.9 940.8

Expenditure

CAPITAL EXPENDITURE

Capital AME 336 304 266 269 285 292
Capital DEL 655 816 96.7 102.3 106.5 110.2
Public Sector Gross Investment 99.1 1119 1233 129.2 1350 1394
TOTAL MANAGED 886.8 927.7 977.4 1010.7 1044.9 1080.2
EXPENDITURE

Total Managed Expenditure (% 39.8% 40.3% 40.8% 40.8% 40.8% 40.7%
GDP)

T Budgeting totals are shown including the Office for Budget Responsibility (OBR) forecast Allowance for Shortfall. Resource DEL
excluding ring-fenced depreciation is the Treasury's primary control within resource budgets and is the basis on which
departmental Spending Review settlements are agreed. The OBR publishes Public Sector Current Expenditure (PSCE) in DEL and
AME, and PSGI in DEL and AME. A reconciliation is published by the OBR.

2 From 2019-20 Transport DEL includes funding for expenditure by Network Rail. This was formerly part of Department for
Transport's Annually Managed Expenditure (AME) budget.
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Source: Spring Budget 2020

Departmental Expenditure Limits

Tables 3.B and 3.C show the departmental resource and capital totals set at
Spending Review 2015, Spending Round 2019 and adjusted to reflect subsequent
announcements up to Budget 2020. The Budget also sets out the path of day-to-
day spending by departments in aggregate for years beyond the current Spending
Review period. From 2019-20 to 2024-25, RDEL spending will grow at an average
of 3.3% per year in real terms.’

From 2019-20 to 2024-25, capital spending will grow at an average of 7.1% a year
in real terms. Ahead of the Spending Review, the government has rebased the path
of capital spending to reflect the latest expected spending plans over the period to
2024-25. As a result of decisions taken by this Chancellor, in this Parliament, public
sector net investment (PSNI) will be triple the average investment over the last 40
years.

Devolved administrations

The application of the Barnett formula to spending decisions taken by the UK
government at the Budget will provide each of the devolved administrations with
additional funding to be allocated according to their own priorities. The Scottish
and Welsh governments’ block grants will be further adjusted as set out in their
respective fiscal frameworks.

Other information relevant to the quality of public finances is presented in Chapter
2:

e paragraphs 1.26 to 1.62 deal with the government'’s fiscal plan.
e paragraphs 3.6 to 3.75 deal with taxes for individuals and business.

e paragraphs 3.76 to 3.91 cover ensuring a fair contribution through the
tax system

Departmental Resource Budgets (Resource DEL excluding depreciation)

Plans

2019-20 2020-21
Resource DEL excluding depreciation’
Defence 133.3 139.8
Single Intelligence Account? 123.7 129.9
Home Office 63.8 67.8
Foreign and Commonwealth Office’ 44.4 47.6
International Development®* 11.5 13.0
Health (inc. NHS) 7.8 8.3

1 Growth rate adjusted for technical factors in 2019-20 to ensure consistency between years.
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of which: NHS England 0.6 0.7

Work and Pensions 29.5 30.8
Education 2.4 2.1
Business, Energy and Industrial Strategy 2.4 1.1
Transport® 8.0 9.6
Exiting the European Union 2.6 1.7
Digital, Culture, Media and Sport 5.2 8.2
DCLG Communities 3.8 4.2
DCLG Local Government 2.5 2.5
Scotland® 1.6 1.7
Wales’ 2.1 3.9
Northern Ireland 0.5 0.5
Justice 5.7 5.8
Law Officers Departments 4.0 3.9
Environment, Food and Rural Affairs 04 0.2
HM Revenue and Customs 1.0 0.5
HM Treasury 16.9 21.1
Cabinet Office 12.1 12.8
International Trade 11.2 11.5
Small and Independent Bodies 1.5 2.2
Reserves® 0.0 6.7
Adjustment for Budget Exchange® 0.0 -0.1
Total Resource DEL excluding depreciation  330.4 360.6
OBR allowance for shortfall™ -0.5 -3.2
OBR resource DEL excluding depreciation 329.9 357.3
forecast

1 Resource DEL excluding depreciation is the Treasury's primary control total within resource budgets and the basis on which
Spending Review settlements were made.

2 The SIA budget in 2017-18 includes transfers from other government departments, which have yet to be reflected in lateryears.

3 Figures for 2018-19 and beyond do not reflect all transfers which will be made from DFID to other government departments, as
the cross-government funds have not been allocated for these years.

4 Figures reflect Budget 2018 adjustments made as a result of revised GNI forecasts, as well as previous adjustments made at
Autumn Budget 2017 and Autumn Statement 2016.

5 From 2019-20 Transport DEL includes funding for expenditure by Network Rail. This was formerly part of Department for
Transport's Annually Managed Expenditure (AME) budget.

6 The Scottish Government's resource DEL block grant has been adjusted from 2016-17 onwards as agreed in the Sottish
Government's Fiscal Framework. In 2016-17 an adjustment of £5.5billion reflected the devolution of Stamp Duty Land Tax and
Landfill Tax and the creation of the Scottish Rate of Income Tax. In 2017-18 an adjustment of £12.5billion reflects the devolution
of further income tax powers and revenues from Scottish courts. In 2018-19 and 2019-20, adjustments of £13.1billionand
£13.4billionn also include the devolution of Air Passenger Duty. However, the UK and Scottish Governments have now agreed to
delay the devolution of Air Passenger Duty. As a result, the Scottish Government'’s block grant for 2018-19 and 2019-20 will be
re-calculated.
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7 The Welsh Government's resource DEL block grant has been adjusted from 2018-19 onwards as agreed in the Welsh
Government’s Fiscal Framework. In 2018-19 an adjustment of £0.3 billion reflects the devolution of Stamp Duty Land Tax and
Landfill Tax and in 2019-20 an adjustment of £2.3 billion reflects the devolution of the Welsh Rate of Income Tax.

8 The reserve in 2017-18 reflects allocations made at Main Estimates and Autumn Budget 2017.

9 Departmental budgets in 2017-18 include amounts carried forward from 2016-17 through Budget Exchange, which has been
voted at Main Estimates. These increases will be offset at Supplementary Estimates, so are excluded from spending totals.

10 The OBR's forecast of underspends in resource DEL budgets.

Source: Autumn Budget 2018

Departmental Capital Budgets (Capital DEL, £ billion)

Plans

2018-19 2019-20

Capital DEL

Health and Social Care 7.1 8.2
Education 4.6 4.5
Home Office 0.7 0.8
Justice 0.5 0.7
Law Officers’ Departments 0.0 0.0
Defence 10.5 10.6
Single Intelligence Account 0.6 0.8
Foreign and Commonwealth Office 0.1 0.1
International Development 2.0 4.8
MHCLG Housing and Communities? 8.4 13.1
MHCLG Local Government 0.0 0.0
Transport? 14.6 17.6
Business, Energy and Industrial Strategy* 11.2 12.3
Digital, Culture, Media and Sport 0.6 0.6
Environment, Food and Rural Affairs 0.8 0.9
International Trade 0.0 0.0
Work and Pensions 0.1 0.2
HM Revenue and Customs 0.3 0.4
HM Treasury 0.1 0.0
Cabinet Office 0.1 0.1
Scotland 4.4 55
Waless 2.3 2.4
Northern Irelands 1.4 1.7
Small and Independent Bodies 04 0.5
Reserves’ 0.0 3.4
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Adjustment for Budget Exchanges 0.0 -0.6

Total Capital DEL 71.1 88.5
Remove CDEL not in Public Sector Gross Investment®-11.2 -13.3
OBR Allowance for shortfall 0.0 -3.9

Public Sector Gross Investment in CDEL 59.9 71.2

T Figures for 2020-21 do not reflect all transfers which will be made from DfID to other government departments.
2 MHCLG CDEL budget in 2020-21 includes technical adjustments along with Budget announcements since Budget 2018.
3 DfT’s CDEL budget in 2020-21 includes a net reduction due to business rates retention pilots.

4BEIS and other government departments’ CDEL budgets increased in 2020-21 to account for the reclassification of R&D in the
National Accounts,

5 This includes the 5% needs-based Barnett formula uplift.
6 This includes the 2.5% VAT abatement.

7 2020-21 adjusted to account for a change in the accounting treatment of leases. This money will be allocated to departments
through the Estimates process.

8 Departmental budgets in 2020-21 include amounts carried forward from 19-20 through Budget Exchange, which will be voted
at Main Estimates. These increases will be offset at Supplementary Estimates in future years so are excluded from spending totals.

9 Capital DEL that does not form part of the public sector gross investment, including financial transactions in Capital DEL.

Source: Spring Budget 2020
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Chapter 4

Institutional features of public
finances

The fiscal policy framework

In recent years, many governments internationally have used fiscal targets as a tool
to demonstrate political commitment to fiscal policy goals. Increasingly they have
established independent fiscal institutions (IFls) to assess compliance with these
targets, and to increase trust in the forecasts and analysis on which such
assessments are usually based.

In the case of the UK, the Office for Budget Responsibility (OBR) was established in
2010 to “ensure that policy is made on an unbiased view of future prospects,
improving confidence in the fiscal forecasts”.

Office for Budget Responsibility

The government established the OBR on an interim basis on 17 May 2010. Since
then the OBR has been placed on a permanent, statutory footing through the
Budget Responsibility and National Audit Act 2011 (the Act), which received Royal
Assent on 22 March 2011.

The OBR is comprised of the Chair of the OBR and 2 other members of the Budget
Responsibility Committee (BRC), and 2 non-executive members. It is supported by a
civil service staff.

There are three BRC members: Robert Chote (Chair of the OBR), Prof. Sir Charlie
Bean and Andy King were appointed by the Chancellor with the approval of the
Treasury Select Committee. Andy King was appointed in September 2018 and Prof.
Sir Charlie Bean in September 2016. Robert Chote was re-appointed for a second
term of office in September 2015, having first been appointed in October

2010. There are two non-executive members: Sir Christopher Kelly was appointed by
the Chancellor in June 2017. Bronwyn Curtis OBE was appointed by the Chancellor
in June 2018.

Remit of the OBR

The government’s fiscal policy decisions are based on the independent forecasts of
the economy and public finances, prepared by the OBR. Since the general election in
May 2010, the OBR has produced all the official forecasts of the economy and
public finances, independently of ministers.

The Act sets out the main duty of the OBR; to examine and report on the
sustainability of the public finances. This duty feeds directly into the Treasury’s fiscal
objective to deliver sound and sustainable public finances.

As set out in the Act, the OBR's responsibilities include:

T https:/www.gov. uk/government/uploads/system/uploads/attachment_data/file/210667/press 01 _10.pdf
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e the production of at least 2 fiscal and economic forecasts each financial
year, including independent scrutiny of the impact of policy measures and
any resultant impact on the forecasts and the main risks and assumptions

e an assessment of the extent to which the fiscal and debt management
objectives have been, and are likely to be, achieved alongside these forecasts

e an assessment of the accuracy of the previous fiscal and economic forecasts

e an analysis of the sustainability of the public finances

Operating framework

The Charter for Budget Responsibility provides guidance to the OBR in line with, and
in support of, the provisions in the Act. This guidance helps to explain the role of
the OBR within the fiscal framework and provide greater clarity as to the OBR's duty
to independently examine and report on the sustainability of the public finances.

This guidance provides for the OBR to investigate the impact of trends and policies
on the public finances from a multitude of angles including through forecasting,
long-term projections and balance sheet analysis. The OBR must perform its duty
objectively, transparently and impartially and on the basis of government policy. This
protects the independence of the OBR and ensures a clear separation between
analysis (which is the role of the OBR) and policy making (which is the responsibility
of ministers). The OBR has complete discretion in the performance of its duty subject
to its statutory obligations.

As set out in the Charter, the OBR has additional responsibilities including:

e the production of a fiscal risks statement setting out the main risks to the
public finances, including macroeconomic risks and specific fiscal risks, to
be produced at least once every 2 years. This requirement was included in
amendments to the Charter in October 2015

e the assessment of spending against the welfare cap and margin at the
first Budget or fiscal update of each new Parliament, coinciding with the
incoming government'’s setting of a new cap. In addition, the OBR will
monitor welfare spending against the pathway and margin at each
Budget and fiscal update before the formal assessment against the cap

To ensure credibility of the fiscal framework and protect the independence of the
OBR it is vital for there to be transparency in the responsibilities of the OBR. A
Memorandum of Understanding established a transparent framework for
cooperation between the OBR and the Treasury, as well as other parts of
government that the OBR needs to work closely with to perform its forecasting and
analytical duties.

The OBR is accountable to Parliament and the Chancellor for the analysis it produces
and the way it uses public funds. A framework document sets out the broad
governance and management framework within which the OBR operates.

The fiscal rules

Spring Budget 2020 was delivered within the government’s fiscal rules:
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e to have the current budget at least in balance by the third year of the
rolling, five-year forecast period

e to ensure that public sector net investment (PSNI) does not exceed 3% of
GDP on average over the rolling five-year forecast period

e if the debt interest to revenue ratio is forecast to remain over 6% for a
sustained period, the government will take action to ensure the debt-to-
GDP ratio is falling

The OBR'’s Budget forecast confirmed that the government delivered the budget
within these fiscal rules.

Accounting and statistics

The independent Office for National Statistics (ONS) and HM Treasury compile
monthly statistics for the public sector and sub-sectors, on both a cash and accrued
basis. Reconciliation tables between these are produced. The production is guided
by the UK's code of practice which is consistent with the United Nations
Fundamental Principles of Official Statistics and the European Statistics Code of
Practice.

Information on the UK’s contingent liabilities is published for all central government
departments. The publication of the audited ‘Whole of Government Accounts’
(WGA), based on International Financial Reporting Standards, extends the coverage
across government, with the latest report covering the year ended 31 March 2017.
A summary of publicly available information on contingent liabilities is also
published in the OBR'’s "Fiscal sustainability report’.

WGA is a full accruals based set of accounts covering the whole public sector and
audited by the National Audit Office. WGA is a consolidation of the accounts of over
6,000 organisations across the public sector, including central government
departments, local authorities, devolved administrations, the health service, and
public corporations.
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Annex A
OBR analysis

The public version of this Annex of the 2020 Convergence Programme will contain
analysis prepared by the Office for Budget Responsibility (OBR).

The first three pieces of analysis included are Chapters 2,3, and 4 of the OBR'’s
March 2020 ‘Economic and fiscal outlook’. They cover, in turn, the economic
outlook, the fiscal outlook, and the performance against the government’s fiscal
targets. The final part of this annex is the executive summary of the OBR’s 2018
‘Fiscal sustainability report.
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2 Economic outlook

Introduction

2.1 This chapter:

o summarises the main economic developments since our previous forecast in March
2019 (from paragraph 2.2), including our latest estimates of the amount of spare
capacity in the economy;

* describesour assumptions and judgementsinrespect of the UK’s exit from the EU
(from paragraph 2.13);

o highlights the key conditioning assumptions for the forecast, including fiscal and
monetary policy, asset prices and the world economy (from paragraph 2.16);

o sets out our real GDP growth forecasts (from paragraph 2.30), including our
judgementregarding the growth in the economy's productive potential that underpins
our forecasts for actual GDP growth;

o discusses the outlook for the labour market (from paragraph 2.51) andinflation (from
paragraph 2.58); and

o outlines our forecast for nominal GDP, which is the key driver of the outlook for the
public finance forecasts (from paragraph 2.66), and compares our central forecast
with those of selected external organisations (from paragraph 2.79).

Developments since our previous forecast

2.2 The Forewordto thisdocumentdescribesthe timetable thatwasfollowedinproducing the
forecastspresentedhere. Asusual, we closed ourpre-measureseconomy andfiscal
forecastswellahead of the Budget to provide astable base against which the Chancellor
could assess his policy measures. The pre-measures economy forecast was closed on 18
February and the fiscal forecast on 25 February. And they reflect information gathered from
financialmarket prices overthe 10daysto 11 February. After that, the only changesrelate
to Budget measures and other policy announcements, which in this forecast include the new
migration regime and the higher National Living Wage (NLW). Since we closed our pre-
measures forecast, news about the spread of coronavirus has prompted unusually large
movements in asset prices, while other forecasters have been downgrading their
assessments of the economic outlook to take account of the possible adverse consequences.
The ultimate spread and economic impact of coronavirus are at this stage highly uncertain,
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but they represent a clear downside risk to the forecasts presented below. The consequences
are, though, mostlikely to be concentratedin the nearterm. We discuss the coronavirus-
relatedrisks to our economy and fiscal forecasts in Box 2.3 and in Chapter 3.

Global developments

2.3

2.4

2.5

Global growth has eased since our previous forecast. In the second half of 2019, GDP in
the euroareagrewby0.4percent-0.5percentage pointslessthanwe expectedlast
March, reflecting a continued slowdown in manufacturing and weaker external demand. US
GDP grewby 1.0percentinthe secondhalf of 2019 -inline with our prediction this time
lastyear. GDP growthin China and India also continued to slow during 2019. Global
outputrose by 3.6 per centin 2018 and we now estimate it to have expanded by 2.9 per
centin 2019 - a downward revision of 0.6 percentage points from our previous forecast.

Increased frade barriers and arise inuncertainty as aresult of the tfrade tensions between
the US and China have led world trade and UK export market growth to be significantly
slower than world GDP growth. Uncertainty has caused declines in heavily traded capital
goods - as firms postpone investment decisions —and industrial inputs that form alarge
part of global goods trade. World traderose by 3.7 per centin 2018 but we estimate that
growthslowedtojust 1.1 percentin2019,reflecting abroad-basedslowingintrade
growthinthe US, China and other advanced economies. UK export market growth also
slowed, from 3.0 per centin 2018 to an estimated 1.5 per centin 2019.

Inflation in the advanced economies has also been lower than we forecast last March.
Inflationinthe euro areawas 1.0percentinthe fourthquarterof2019,0.7 percentage
pointslower than expected. Andin the US, inflation was 2.0 per cent in the fourth quarter of
2019, 0.2 percentage points lower than expected.

UK GDP

2.6

2.7

Since ourpreviousforecast, the Office forNationalStatistics (ONS) hasreleasedits2019
Blue Book.Thisisthe ONS’sannualopportunity tointfroduce methodologicalchangestothe
National Accounts, ontop of the normal quarterly incorporation of new informationintoits
estimates of economic activity. This year'srevisions were relatively minor, with the profile of
output growthsince the EUreferendumlittle changed. Butthere weressignificantrevisions to
its composition. We discussed these revisions in our 2019 Forecast evaluation report (FER).!

Initial estimates suggest that output grew by 1.4 percentin 2019, slightly above our March
2019 forecast. Also, quarterly growthwas more volatile than we expected. Outputrose by
0.6 percentinthe first quarterbutthenfell0.1 percentinthe second. Thiswasinlarge
partdownto aprecautionary build-up of stocksintherun-up to the UK's planned departure
fromthe EU on 29 March, togetherwith car producers bringing forward summer shutdowns
into April. The economy returned to growthin the third quarter with GDP expanding by 0.5
percent, buttemporary factorsagain contributed, includingabounce backincar

' OBR, Forecast evaluation report, December 2019.
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production. Output then stagnated in the fourth quarter, dragged down by a fall in
industrial production as the UK's main export markets slowed and car plants were again
shut down as a precaution against Brexit-related disruption to supply chains.

Inflation and the lalbour market

2.8 CPlinflationwas 1.9 percentinthefirstquarterof2019,inline withour previousforecast.
Thereafterinflation waslowerthan expected and declined steadilyin the second half of
2019, partlyduetolower-than-expectedrentsand Ofgemreducingitsenergy price capin
the final quarter.

2.9 Labour market quantities have been stronger than we expected last March —in terms of
bothemploymentandhoursworked. With GDP growth only slightly strongerthanwe
expected, productivity growth in 2019 was consequently significantly weaker.
Overestimating the contribution of productivity to output growth, while simultaneously
underestimating the conftribution of totalhours worked, hasbeen apersistentfeature of our
recent forecasts. Average earnings growth was weaker than expectedin 2019, based on the
National Accountsmeasure employedinourforecast (computed by dividingwagesand
salaries by the number of employees). Earnings growth on this measure has, though, been
weaker than on the headline average weekly earnings (AWE) measure.

Our latest estimates of the output gap

2.10  Thefirststepinconstructing ourforecastis to assess how the current level of activity
compareswiththatconsistentwithstable inflationinthe long term (potentialoutput) -the
output gap. Potential output cannot be observed directly, but various techniques can be
usedtoinferit,includingsurveyindicators, statisticalfilters and production functions. Every
method has drawbacks and none avoids the need for judgement. We therefore consider a
broad range of evidence anew at each forecast:

e  Surveys from the Confederation of British Industry (CBI) and the British Chambers of
Commerce (BCC) suggest that businesses experienced elevated recruitment difficulties
and were operating near capacity in 2019. Both our ‘principal components’ and
‘aggregate composite’ estimates derived from these surveys moved into positive
territoryin2017 andhaveremainedso, reflectingin particularthe heightened
recruitment difficulties. But we place little weight on these measures in our overall
assessment, as they tend to be quite volatile and have recently suggested implausibly
high degrees of overheating.

o The twostatisticalfilters that utilise output data aloneimply thatthe economyis
currently operating below capacity. We also place limited weight on these measures,
asthe corresponding estimates of potential outputin therecent past are prone to
substantial revision as new observations become available, especially when economic
conditions change sharply.
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o Our other filter-based models augment the output data with ancillary information on
the cyclicalposition. Ofthese, the ‘inflation-augmented’ and ‘capacity utilisation-
augmented' measures point to output lying below potential. We place slightly more
weight on these measures at this juncture. The ‘unemployment-augmented’ measure
points to a significant positive output gap.

Our production function approach, which uses filters to back out the components of
potential output, currently points to a negative output gap.?

2.11  Chart 2.1 shows the swathe of estimatesimplied by all our output gap models, aswellasa
truncated swathe that excludes the highest and lowest estimates. The range of output gap
estimatesisverywide, reflecting the high degree of uncertainty thatsurroundseach ofthe
measures. We also sense-check ourjudgementby comparing the assumed profile forthe
output gap with the paths for output growth and the unemployment rate. Overall, our
currentjudgementisthatthe output gap liesinthe bottom half of the swathe, and thatthe
economywasoperatingslightly belowpotentialinthe fourthquarter2019-by0.1 per
cent, very similar to the margin of spare capacity that we were expecting last March.

Chart 2.1: Range of output gap estimates
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2.12  Charts2.2and 2.3 compare ourlatest output gap estimates with those of other bodies
reportedintheTreasury's monthly comparison ofindependent forecasts. The variation
across these estimatesis quite low by historical standards. Our estimateslie alittle above
the average inboth 2019 and 2020, but by amounts that are smallrelative to the
uncertainty that lies around any estimate of the output gap.

2Qurproduction function approachemploys afilter-based estimate of the equilibrium unemploymentrate up to 2011, which then falls to
our judgement-based central estimate by the second half of2019.
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Chart2.2: Outputgap estimates: 2019

Economic outlook

Chart 2.3: Output gap estimates: 2020
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Assumptions about the UK’s exit from the EU

2.13

The OBRisrequired by legislation to produce its forecasts based on current government

policy (butnotnecessarily assuming that particular policy objectives willbe met). With the
nature of the future relationship between the UK and the EU stillto be settled, thisisnot
straightforward. We asked the Government if it wished to provide any additional

2.14

information on post-Brexit policiesinrelation to frade and migration thatwould berelevant
to our forecasts. As set outin the Foreword, it directed us to its February 2020 paper on the
future relationship with the EU and its policy statement on the future migrationregime.*We
have incorporated into our forecast an estimate of the effects of introducing the new
migration regime from January 2021. As explained in Box 2.4, we have moved from using
the ONS ‘principal’ population projection to the ‘zero net EU migration’ variant.

Following the UK'sdeparture fromthe EUon 31 January, we assume that the current
transition period will continue until the end of 2020 -in line with the EU (Withdrawal
Agreement) Act.Duringthe fransition period, the tfradingrelationship betweenthe UKand
the EUisassumed notto change.Thereafter, the UKis assumedtomoveinanorderly
fashion to anew trading arrangement with the EU-although one that must stillbe painted
with a broad brush pending the outcome of negotiations. With our forecast horizon now
extending out to the first quarter of 2025, we therefore assume that the UK will be outside
the EU single market and customs union for most of the forecast period. Accordingly, we
need totake astance about the likely longer-termimpact on UK productivity of greater
frictionin the trading relationship with the EU. In so doing, we have drawn on the range of
externalestimates of the effect of atypicalfree-trade agreement (discussedinBox2.1).1n
broad terms, these imply that potential productivity willeventually be around 4 per cent
lower than it otherwise would have been, mainly due to extra costs resulting from higher
trade barriers and greaterimpediments to the exploitation of comparative advantage.

3HM Government, The future relationship with the EU: The UK's Approach to Negotiations, February 2020.
“HM Government, The UK's points-based immigration system: policy statement, February 2020.
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2.15

This assessment does not include any potential offsetting effects from new trade agreements
with otherjurisdictions orthe benefitsthatmightflowifthe Governmenttakesadvantage of
theincreased autonomy initsdomestic policies; we willconsider the effects of these on our
future forecastsasand whenthey are enacted. OurBrexit Discussion paper setsoutinmore

detailthe channels through which higher barriers to trade with the EU, and any potential
offsets, could affectthe UK economy and the period overwhich these might berelevant.®

Box 2.1: The effect on productivity of leaving the EU

In our November 2016 forecast — our first following the EU referendum —we assumed that the
UKwouldleave attheend of March2019. With the possibility of atransition period, and our
forecast extending only to 2021, it was therefore likely that the UK would still be tfrading under
EUrulesformostofthe forecast period.To form our productivityjudgement, we therefore
concentrated on the near-term effect of heightened uncertainty on business investment and
capital deepening, rather than longer-term effects from higher tfrade barriers. We anticipated
that this would reduce the level of productivity by 1.4 per cent by the first quarter of 2022-1.0
percentage pointsofwhichwasexpectedtohave occurred by now-relative towhatwould

otherwise have happened.

In the event, business investment has been even weaker than we expected immediately after the
referendum (Chart A). Recent productivity growth may have also been dampened by a diversion
ofresources away fromproductive activitiesto prepare forBrexit—especially the possibility of ‘no
deal'.®Asaresult ofthese two factors, we have increased our estimate of theimpact of Brexit on
productivity to date, from 1.0to 1.4 percent. Atleast some of these effects may start to unwind

once the details of the future trading regime are known.

Chart A: Successive OBR business investment forecasts
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5 OBR, Discussion paper No. 3: Brexit and the OBR's forecasts, 2018.
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Oncetheftransition periodends, the effect of highertrade barriersontrade intensity and
productivity will increasingly come into play.° Drawing on available analysis,we have assumed
sinceourNovember2016EFO thatbothexportsandimportswouldbe around 15percent
lowerafter 10yearsthanthey otherwise wouldhave been. Morerecentstudies confirmthat this
assumptionisbroadly consistent with the average estimated effect ofleaving the EU, to trade
instead under the terms of a typical free trade agreement.®

Higher frade barriersimpose an additional burden on exporters and importers, lowering (total
factor) productivity directly. In addition, they inhibit the exploitation of comparative advantage,
leadingtolowertradeintensity and aless efficientinternational distribution of production. While
some ofthe adjustment willneedto take place quickly, the consequentialchangesto the UK's
industrialstructure may be quite drawn out. Asaresult, the process of adjustmentislikely to
weighon productivity growthforseveralyears. Some studies suggest that dynamic effects—for
instance through the impact on knowledge fransfer —are also possible.®

Withthe outcome ofthe negotiationsstilunknown, we have not modelled the long-runimpact
onproductivityand GDP of aspecific tradingrelationship. But, consistent with the formal
negotiating objectives of the UK and the EU, we have looked at estimates of the effect of leaving
the EUtofrade underthe termsof atypicalfree trade agreement.These pointtoacentral
estimate of an effect on potential productivity —i.e.including both the effects on total factor
productivity and capitaldeepening-intheregionof 4 percentinthelongrun (Table A),
although the range of estimates is wide.

Table A: Long-run effect on productivity of trading with EU on FTA terms

Organisation Model Productivity assumption %7;?}221
Felbermayr et al (2018) New quantitative frade model Constant returns toscale -1.8
IIMFH(ZQ]‘Q)H - Computable general equilibrium Constant returns to scale ‘ -2
Mayer ‘e“fql‘(20‘]8) New quantitative frade model Constantreturns foscale -2.4
EJQKOI?;) Chelglhg e New quantitative trade model Constantreturnstoscale -2.5
OECD (2016)  NIGEM Dynamicproductivity 27
Iole el Compuichlz ceremaleguibiun Melizsyisieedie eiursioseds =33
Netherlands CPB (2016) Computable general equilibrium NTOGTEITFS7ye [MESEsIng REUims o 3.4
scale
@gr}k‘of‘Epg!dhd“(QQT‘?) Gravity modelling ~ Dynamicproductivity -3.5
NIESR (2018) Gravity modelling Dynamic productivity -3.8
Whitehall Study (2018) Computable general equilibrium Melitz-style increasing returns to scale -4.9
72K0I?9C; Changing Europe Gravity modelling Dynamic productivity -6.4
Netherlands CPB (2016) Computable general equilibrium Dynamic productivity S 59
World Bank (2017) Gravity modelling Dynamic productivity -10
Average -4.0

With the impact of Brexit on productivity already having reached 1.4 percentage points,

according to ourestimates, around one third of the long-runimpactis, in effect, alreadyinthe
data. While some of the drag on investment from uncertainty should unwind once uncertainty
overthefuture fradingrelationship between the EU and UKisresolved, anyreversal should be
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more than offset by the effect of higher trade barriers on productivity. There is little evidence
about the pace at which these effects willbe manifest, but we assume that it will take 15 years
forthe impact to come throughin full, but with some front-loading. Specifically, we assume a
further third of the long-run productivity effect—in net terms - will take place over our current
forecast period and the final third beyond the forecast horizon (and incorporated this effect into
ourlong-term economic determinants, discussedin AnnexB).Thereis, of course, considerable
uncertainty aboutboththesize andtiming of the effect of Brexit on potentialproductivity, butitis
completely dwarfed by the uncertainty surrounding the underlying path of future productivity
growth (also discussed in Annex B).

?Bloom et al, The impact of Brexit on UK firms, August 2019.

® OBR, Discussion paper No. 3: Brexit and the OBR’s forecasts, 2018.

cHere we took the average estimated effect fromstudies by NIESR (The long-term economicimpactofleaving the EU, Nationall
Institute Economic Reviewno.236, May 2016), the OECD (The economic consequences of Brexit: A taxing decision, OECD policy
paperno. 16, April 2016) and LSE/CEP (The consequences of Brexit for UK trade and living standards, March 2016).
dForexample, see: Bank of England, EU withdrawal scenarios and monetary and financial stability, November 2018; World Bank,
Deep Integration and UK-EU Trade Relations, January 2017; NIESR. The economic effects of the Government's proposed Brexit deal,
November 2018; The UK in a Changing Europe, The economic impact of Boris Johnson's Brexit proposal, 2019.

¢ For more details, see OBR, Discussion paper No. 3: Brexit and the OBR's forecasts, 2018.

Other key forecast assumptions and judgements

Fiscal policy and Budget measures
2.16 " our forecast is conditioned on current government policy and its announced plans for
spending and taxes. Relative to our March 2019 forecast, the Government has announced a
significant and sustained fiscal loosening. To assess the impact of this on GDP growth we
apply astandard set of fiscal multipliers that vary according to the type of tax orspending.®
Fiscalpolicyinfluencesthe path ofreal GDPrelative topotentialinthe shortto medium
term, but we generally assume that it has no lasting effect, as the immediate effects of policy
measures fade overtime through severalmechanisms—forexample, the tightermonetary
policy needed to keep inflation at target, a stronger exchange rate, and the upward
pressure onreal wages from a tighter labour market. We explained these assumptionsin
more detail in our latest FER.”

2.17  Box2.2summarises how our economy forecast has been affected by this fiscalloosening
and other small policy changes. Two other policy announcements have had material effects
on our medium-term economic forecast: the new migration regime that will be infroduced in
January 2021 and the further rises in the National Living Wage up to 2024. These are
discussed in Boxes 2.4 and 2.5 respectively. Chapter 3 and Annex A describe the
corresponding fiscalimpacts. Further detail about each Budget measure is set outin the
Treasury’'s documents.

¢Forexample, changesin capital spending are assumed to have amultiplier of 1, such that a permanent 1 per cent of GDPincrease in
capital spending raises GDP by 1 per cent (in the first year).
7 OBR, Forecast evaluation report, December 2019.
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Box 2.2: Economic effects of policy measures

The Government has chosen to loosen fiscal policy materially, with the change dominated by
higher departmental spending — both current and capital. To estimate the effect of fiscal policy
decisions on GDP growth we use ‘multipliers’ drawn from the empirical literature.

The bulk of therise in current spendingin 2020-21 on health, education and policing was
announcedinthe 2019 Spending Round. This Budget hasincreased spendingin allfuture years
and by increasing amounts. It has also raised capital spending plans significantly. We expect
some ofthe plannedincreasesto gounspent, ashasbeenthe caseinthe past, particularlywhen
governments try toramp up capitalspending quickly. Butevenso, our post-measures forecasts
for current and capital spending by departments exceed our pre-measures forecasts by 0.5 and
0.6 percent of GDPrespectively by 2024-25. The overall fiscal loosening boosts cumulative real
GDP growth by early 2022 by around 0.5 percentage points, with growth slightly weaker than it
otherwise would have been thereafter as the effect of the fiscal easing fades.

Over time frames that extend beyond our forecast horizon, higher government investment should
boostthe supply capacity of the economy. But the extenttowhichitdoessowilldependonthe
mix of projects chosen.Some spending may generate substantial future socialreturns buthave
little effect on potential GDP - for instance, building more hospitals. Other projects — notably
transport infrastructure — are likely to raise potential GDP, but the benefits will probably take a
significant amount of time to come through, especially where there are long build times (as with
major railway infrastructure). Furthermore, increased competition for scarce construction
resources may directly crowd out some private sectorinvestment.

The extra spending on general government investment over the forecast period can be expected
eventuallytoraise the public sectorgross capitalstock by around 5 percent. Assuming anoutput
elasticity of 0.1, based on arange of international studies,® this suggests an eventualimpact on
the level of potential productivity of perhaps 0.5 per cent, though that would depend on the
precise mix of the extra investment. We have assumed that this would manifest itself largely
beyond ourforecast horizon. (As we explainin Annex B, if the increase in general government
investmentasashare of GDPwere to be sustained indefinitely, the long-termimpacton
potential productivity might be of the order of 2.5 per cent.)

We have made several other adjustments to our economic forecast for measures announced in
this Budget. The Government has announced several changes that are expected to affect the
levelof businessinvestment, mostimportantly areversal of the planned cutin corporation tax
from19to 17 percent, whichwas due to take effect this April. This more than offsets the
expected rise in business investment generated by the more generous structures and buildings
allowance and R&D tax credits. When combined, these measures are expected to reduce the
level of business investment by 0.3 per cent by the end of the forecast, relative to what we
assumed in March 2019.

We have adjusted our inflation forecast to account for the expected impact of freezing all alcohol
duties, fuel duty and tuition fees this year, which reduce CPlinflation. Increasing the National
Living Wage andreinfroducing the tobacco duty escalator that lapsed at the end of the last
Parliament more than offsets these. We expect that the combined effect of the policy measures
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willadd 0.1 percenttothelevel of CPlby the end of the forecast period. We have also adjusted
the path ofinflation toreflect the positive output gap generated by the fiscal easing.

The policy change that has the most significantimpact on ourhouse price forecastis the fiscal
easing, which boosts real household incomes and house price inflation in the near term. We
expect the announced change in the migration regime and the higher Bank Rate profile we have
assumed (see paragraph 2.21) to weigh on house price inflationin the medium term.

“Pedro Bom and Jenny Ligthart, “What have we learned from three decades of research on the productivity of public capital2”, journal
of Economic Surveys (2014).

Monetary policy and asset prices

2.18

2.19

2.20

2.21

Atits January meeting, the Monetary Policy Committee (MPC) voted 7-2to hold Bank Rate
at0.75percent.Italso voted unanimously to maintainthe stock of corporate and UK
government bond purchases at its current level. This reflected its view that “the existing
stance of monetary policy is appropriate”, following “early indications of an improved
ouflook™ based onrecent developments in the global economy and falling uncertainty in the
UKeconomy.The MPC has stated that it will closely monitor the extent to which this will be
sustained and how it willflow throughinto domestic activity. The minutes alsonoted thatthe
“upcoming Budget may be expansionary”, though by convention the MPC only takes account
of government policies thathave already been announcedin constructingits forecasts.

We normally derive afuture path forBank Rate from the sterling forward interestrate curve.
In this forecast, we adopted that approach in our pre-measures forecast but diverged from it
in our post-measures forecast. The path underpinning the pre-measures forecast was based
ontheaverage of marketpricesinthe 10daysto 11 February and was consistentwith
market participants expecting a cutin Bank Rate of around 25 basis points (Chart 2.4). That
was, onaverage, around0.5 percentage pointslowerthan the corresponding profile atthe
time of our March 2019 forecast.

Sterling has been quite volatile over the past 12 months, falling noticeably during the third
quarter of 2019, a period of heightened Brexit-related and political uncertainty. It then
strengthened towards the end of 2019 after the election, with the sterling effective exchange
rate reaching its highest quarterly average since the referendum. We assume that the
sterling effective exchangerate willbe 2.4 per cent higherthan assumedin our March 2019
forecastforthefirstquarterof 2020. Thismainlyreflects the strengthening of the pound
against the euro more than offsetting the weakening against the dollar over the last year.
This represents the starting point for the exchange rate assumption in our pre-measures
forecast, which thereafterevolvesinline with the spread between domestic and foreign
interestrates (Chart 2.5). But, aswith Bank Rate, we have diverged from our normal
approach in constructing our post-measures forecast.

In order to produce a coherent economic and fiscal forecast it is important that the assumed
paths for Bank Rate and asset prices are, at least broadly, compatible with the main features
ofourcentraleconomic scenario.Inparticular, the assumed pathforBankRate needstobe
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consistentwithinflation meeting the 2 percent target overthe mediumterm. While our pre-
measuresforecastshows asmallmargin of spare capacity overmuch ofthe forecast
(consistentwithasmallBank Rate cut), the substantialfiscaleasingin the Budgetmeansthat
outputis projected to be modestly above potential formuch of the forecast periodin our
post-measuresforecast (see Chart2.6). Moreover, the fiscalmultipliers thatwe use to
quantify the impact of the fiscal package assume that part of the ‘crowding out’ of the fiscal
impulse is a consequence of the tighter monetary policy stance necessary to keep inflation at
target.®Takentogether, these seemincompatible with the cutin Bank Rate pricedinto the
marketcurve. Accordingly, we judgedit appropriate to adopt ahigherpathforBankRate
(and the exchange rate) for the post-measures forecast, consistent with the elimination of the
output gap and inflation returning to target within the forecast period.

2.22  The most recent movements in market interest rates have clearly been influenced by
expectations about the economic implications of coronavirus, but Bank Rate cuts were
pricedineven priorto these latest changes. There are several possible explanations:

o Market participants may hold a different view of the appropriate path forBank Rate
than either ourselves or the MPC.? That could be because they are more pessimistic
about the outlook for demand, more optimistic about the outlook for supply, or believe
the natural real rate of interest is lower.

o Market participants hold the same central (median) view as embodied in our forecast
butbelieve therisks are skewedto the downside, so thatthe mean path thatisimplied
in the market curve lies below the path that would be consistent with the median path.
Alternatively, they may believe that the MPC would act more aggressively to the
crystallisation of downsiderisks thanitwould to upsiderisks, perhaps because of
concernsaboutthe consequencesofBankRatereachingitseffective lowerbound.

o Market participants may have underestimated the scale of the Budget package, despite
whatwassignalledinthe Conservative Party manifesto, ormighthave adifferentview
on its implications for the economy and the path of monetary policy. For example, they
might have expected the Government to raise capital spending more gradually than
hasbeenannounced ormayimplicitly assume smaller fiscal multipliers than ourselves.

2.23  We are agnostic about the relative importance of these explanations and there is no way of
knowing what market participants had priced in with regard to fiscal policy. But for the
purpose of calibrating alternative assumptions, we looked athow the paths of Bank Rate
andthe exchangerate mightchangeifmarket participantshadtaken fullaccountofthe
2019 SpendingRoundbutnottheremainderofthe Budgetpackage. We thenused asmall
macroeconomic model'® to calibrate a suitable joint monetary and exchange rate response
sufficient to offset—in the longrun-theimpact of that ‘unanticipated’ part of the Budget

8See Box 2.2, Forecast evaluation report, December 2019.

?The MPC's latest central forecast, conditioned on the prevailing market interest rate curve, shows both excess demand and inflation
above target at the forecast horizon; see Monetary Policy Report, January 2020.

1®We have used an updated version of the model published in Working Paper No.4 A small model of the UK economy, OBR, July 2012.
The model structure is similar though parameter estimates differ due to data updates and re-estimation.
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package onoutputand thus also to meet the inflation target. Thissuggested abroadly flat
pathforBank Rate coupled withanimmediate sterling appreciation of around 3 percent
(largelyreflectingamodestincrease in the underlying equilibrium exchange rate) would
suffice —though other combinations are also possible. This analysis forms the basis for the
assumptions in our post-measures forecast, with the exchange rate subsequently following a
pathreflecting the difference between UK and overseasinterestrates. On average, our
exchange rate assumptionis 4.8 per cent above our March 2019 assumption.

2.24  Thepre-and post-measures forecasts forBank Rate and the exchangerate predate the
latest market movements triggered by an intensification of coronavirus fears. Several central
banks have already cut interest rates in response, including in the US and Australia. The
Governor of the Bank of England has said that the shock from coronavirus “could prove
large™ and that policy makers are working on a “powerful” response. So the forecasts for
interest and exchange rates could well soon be overtaken by events.

Chart2.4:BankRate Chart 2.5: Sterling effective exchange rate
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2.25 UKequity prices were 2.6 per cent higherin the fourth quarter of 2019 than assumed in our
March 2019 forecast. The starting point for the forecast is based on the 10-day average to
11 February, fromwhere we assume theyrise inline withnominal GDP. We have not
adjusted our equity price forecast for the Budget package, other than via its effects on
nominal GDP. Since we closed the forecast, equity priceshave fallen sharply, as discussed
in Box 2.3; the corresponding fiscalimplications are discussed in Chapter 3.

2.26  Sterling oil prices were somewhat volatile during 2019. Oil prices are assumed to fallin the
first quarter of 2020 to £45 per barrel, largely due to weakened demand from China after
the coronavirus outbreak. We assume oil prices then follow the futures price for the first two
years of the forecast and subsequently move in line with major economies’ CPlinflation.
Sterlingoilpricessettle ataround £41 perbarrelovertheforecastperiod, around 12per
centbelow ourMarch 2019 assumption. Butsince we made this assumption, oil priceshave
been further hit by the escalation of concerns over the effects of coronavirus (Box 2.3).
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World economy

2.27  Ourprojectionforglobalgrowthisinformedbythe forecastsintheIMF'sOctober2019
World Economic Outlook (WEQ), its January update and the OECD's November 2019
Economic Outlook.Inlight of these, we revised our forecast down significantly in the near
term. We now expect world GDP in 2020 to grow by 3.0 per cent —a downward revision of
0.6 percentage pointsfromourMarch 2019 forecast (Table 2.1). Theserevisions are
widespread across both the advanced and emerging economies. Some of thisrevisionis
due to the outbreak of coronavirus, although the latest estimates suggest that the near-term
effect on growthislikely to be significantly greater than we have assumed (Box2.3). We
expect global GDP growth to recover to 3.6 per cent next year.

Table 2.1: Global GDP and frade growth

Percentage change on a year earlier

Outturn Forecast
2018 2019 2020 2021 2022 2023 2024
GDP
Euro area 1.9 1.2 1.1 1.4 1.4 1.3 1.3
us 2.9 2.3 2.0 1.7 1.6 1.6 1.6
China 6.7 6.2 5.0 6.5 5.7 5.6 5.5
World 3.6 2.9 3.0 3.6 3.5 3.6 3.6
Trade
UK export markets 3.0 1.5 1.6 3.4 3.3 3.4 3.5
World 3.7 1.1 1.9 3.9 3.6 3.7 3.8

2.28  Weexpecttheslowdowninworld frade growthin 2019 toreverse overthe following couple
ofyears as trade tensions ease (and given our assumption that the impact of coronavirus
would be relatively mild and transient). Even so, we have revised down our forecast for
2020 by 2.0 percentage points and for it to remain well below the growth seenin 2018. We
expectworldtrade growthto pick up furtherin2021 andto continue growingrobustly
thereafter.The near-term downwardrevisions to world trade growth are muchlargerthan
forworld GDP, largelyreflectingtheimpact ofincreased globaltrade barriers and of
coronavirus on globalised supply chains.

2.29  Weexpectgrowthin UK export markets to follow a similar profile to that of world trade. We
now expectgrowth of 1.6 percentin 2020, 1.9 percentage pointslowerthanin our
previous forecast, reflecting a continuation of last year's subdued expansion in trade
between the advanced economies. Thereafter, growth is expected to pick up noticeably.
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Box 2.3: The potential impact of coronavirus on the economy and public finances

Our global forecast was closed fornew data on 14 February. At that point, the coronavirus
(Covid-19) outbreak was mostly concentrated in China with only limited spread to other
countries. For our central forecast, we assumed that the associated economic disruption would
berelatively short-lived and concentrated in China, with some transmission through supply
chainsto otherparts of Asia and Europe. Thisimplied a temporary impact on global GDP and
trade, weighing modestly on UK activity in the first part of this year—a mild *V-shaped’ shock.

In calibrating the size of the effect, we were guided by theimpact of the 2003 SARS outbreak,
whichisestimated to have knocked around 1 percentage point off Chinese GDP growth that
year.? The associated impact on world GDP and frade was, though, quite limited. Since then, the
share of Chinainworld GDP and world frade has more than doubled. Forthatreason, we
expected the impact on world GDP and world trade to be somewhat greater.

Bearing thisin mind, we lowered our forecast for Chinese GDP growthin 2020 by 1 percentage
point (to 5 per cent), with smaller adjustments in other parts of Asia, the US and the euro areaq,
thattogetherreducedworld GDP growth by 0.3 percentage points. On thisbasiswe lowered our
forecasts for the growth of world frade and UK export markets by 0.5 and 0.2 percentage points
respectively. This was expected to knock 0.1 percentage points off UK GDP growth this year.

Since we closed our pre-measures forecast (which serves as astable basis for the Chancellor’s
Budget policy decisions), it has become clearthat the spread of coronavirus will be far wider
than assumed in our central forecast, pointing to a deeper—and possibly more prolonged -
slowdown. While the numberof confirmed casesinthe UKisstillrelatively smallatthe time of
writing, the Chief Medical Officer, Professor Chris Whitty, has already declared that an epidemic
isnow “likely” here and the Government has announced plans as o how it would respond.”

Theintensification of the outbreak overseas will affect the UK through a variety of channels: a
more pronounced slowdownin export markets; potentialshortages ofinputs as supply chains
aredisrupted; disruption oftravel plansandinternationaltransport; and the generalimpact of
heightened uncertainty on spending by businesses and households. In addition, a widespread
outbreakin the UK would directlyimpact both supply, as businesses have to operate with a
substantially reduced workforce as individuals are placed under quarantine, and demand, as
consumers stay at home in order to avoid contact with others.©

Thisis afast-movingsituation and forecastsnecessarily become speculative. The OECD'sInterim
Economic Outlook - released after we closed our forecast — has a ‘baseline’ scenario that
assumes the outbreak is contained and largely centred in China (though much more severe than
in our central forecast). In that scenario, world GDP growth slows to 2.4 per cent this year and
world trade falls by 0.9 per cent. Inits more severe ‘domino’ scenario, with broad contagion
around the globe, the corresponding figures are 1.5 percentand 3.8 per cent. The implications
ofslower growth forthe public finances, abstracting from any discretionary measures, leads the
medianadvanced economy to experience anincreaseinthe budgetdeficitof 0.1 percentof
GDPin2020in the baseline scenario but more than 0.5 per centin the more severe one.®

Atthisstage, itistoo early toidentify anyeconomicimpactin ONS dataforthe UK, but asset
prices have moved sharply since we closed the window for financial market data on 11 February
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These movements alone would change our fiscal forecast. By the time London markets had
closed on 6 March, equity prices had fallen 13 per cent; oil prices by about £7 a barrel; and the
marketimplied path for Bank Rate over the coming years by around 25 basis points (Table B).
Plugging these determinants into the main fiscal forecast models that use them would lower
receiptsin2022-23by £3.7 billion (dominated by the effect oflowerequity prices on capital
gainstax), but also lower spending by £1.5 billion (as the debtinterest saving associated with the
APF would be greater). So, other things being equal, borrowing would be £2.2 billion higher.

Table B: Indicative fiscal effects of changes in market determinants

Change in £ billion in 2022-23
determinant Receipts Spending
Equity prices (per cent)! -13 -3.2
Oil prices (£/barrel)? -7 -0.5
Market-implied Bank Rate (basis points) -25 -1.5
Total -3.7 -1.5

' Combined impact on capital gains and inheritance tax.
2Combined impact of a fall in North-Sea revenue and a rise in fuel duties.

Inthe Budget, the Chancellor announced measures intended to mitigate the effects of the more
severe potential scenarios. Unavoidably, these were finalised after we closed our economic and
fiscal forecasts. It is impossible at this point to give a reliable estimate of their fiscal
consequences, as the take-up and implementation will depend on how the outbreak unfolds.

AThis is consistent with Hai, Zhao, Wang and Hou, The Short-Term Impact of SARS on the Chinese Economy, 2004; and Lee and
McKibbin, Estimating the global economic costs of SARS, 2004.

b UK Government, Coronavirus action plan, 2020.

¢Forinformation onhow coronavirusmayimpactthe UKwehave drawnon CBO, A potentialinfluenza pandemic: possible
macroeconomic effects and policy issues, 2005; Keogh-Brown, Wren-Lewis, Edmunds, Beutels and Smith, The possible
macroeconomic impact on the UK of an influenza pandemic, 2009; and McKibbin and Fernando, The global macroeconomic impacts

of COVID-19: Seven Scenarios, 2020.
4 OECD, Interim economic outlook, March 2020.

Prospects for real GDP growth

The path of potential output

2.30  The path for potential output, together with the starting output gap, determine the scope for
growthin GDP over the next five years that is consistent with the Bank of England meeting
its inflation target over the medium term.

Potential hours worked

2.31 There are four elements to ourforecast forthe potential totalnumber of hours worked: the
number of adultsin the country; the proportion of them participatingin the labour market;
the proportion of those that could find employment; and the average number of hours that
they would be willing and able to work:

o Population. As aresult of the fighter migration regime for EU migrants that is planned
forJanuary 2021, we now base ourforecast on the ONS ‘zero net EU migration’
variant, which projects that netinward migration will fallto 129,000 in 2025. This
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lowers projected population growth relative to our March 2019 forecast, which reduces
potential output (see Box 2.4).

o Participation. We forecast participationratesusing the cohort modelthatunderpins
ourlong-term projections.' We have revised our assumptions onlabour market entry
and exit rates to better capture the effect of education policy reforms a decade ago
thathave affected successive cohorts’ labourmarket activity. This delivers aslightly
higher profile forparticipationthanlastMarch, with therising share of the elderly
eventually outweighingincreased participation by those on the cusp ofretirement.

o Employmentrate. Before policy changes, we expected the equilibrium unemployment
rate toholdsteady at 4.0 percent.The increase in the National Living Wage is
expected gradually to raise this to 4.1 per cent by 2024 (see Box 2.5).

o Average hours. Before policy changes, we expected equilibrium average hours to be
broadly flat across the forecast period. The increase in the National Living Wage is
expected tolower average hours slightly (also described in Box 2.5).

Box 2.4: The new immigration system

InFebruary, the Government announceditsintention tointroduce a ‘points-based’ migration
system from January 2021 that will align migration policy for EU and non-EU migrants. The new
regime requires migrants to speak English, have a job offer from an approved sponsor, and
meet skills and salary thresholds. Tier 2 General applicants willneed to earn the higher of the
25th percentile of their occupation’s wage distribution or £25,600 - slightly below the £30,000
specifiedinthe Government’'s December2018 White Paper. Potentialmigrants willalso be able
to frade asalary lowerthan the going rate against characteristics such as their qualifications.

Relativetothe currentregime, thisismorerestrictive for EU migrantsbutmodestlylesssofor
non-EU migrants. It shares many features with the current system for non-EU migrants, but with
alowersalarythreshold. Evenso, successfulimplementation of the newregime by the January
deadline looks challenging.

Inits latestreport, ° the Migration Advisory Committee modelled the impacts on migration of a
counterfactualscenarioinwhichthe UKwasassumedtohave adoptedin 2004 the more
restrictive regime outlined in the Government’s earlier White Paper (which proposed a salary
threshold of £30,000). This counterfactualwas then compared with actual migration flows to get
asenseoftheimpactsby2016-18.Itconcluded thatcumulative EEA migrationwouldhave been
70 per centlower, with the overall population 3.2 per cent smaller, employment 4.0 per cent
lower, GDP perworker 1.3 percenthigherandtherefore overalloutput2.8 percentlower.

OurMarch 2019 forecastwasbasedonthe ONS's *principal’ populationprojectionfornet

migrationtodeclineto 165,000 ayearin2023. Last October, the ONSrevised up thelevel of
net migrationin the ‘principal’ projection to settle at 190,000in 2025, which we incorporated in
ourpre-measures forecast. Toreflectthe morerestrictive regime, in our post-measures forecast

" Annex A of our July 2014 Fiscal Sustainability Report discusses our longer-term approach to labour market modelling in more detail.
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wehaveswitchedtothe ‘zeronetEUmigration’ variant,inwhichnetmigration flowsfallto
129,000. The profile for this variant strikes us as areasonable depiction of how netinward
migration might evolve as aresult ofintroducing the new migrationregime, though that does
notimplythatourcentralexpectation ofnetEU migrationitselfisexactly zero.Indeed, we would
expect fallsin net migration from the EU to be partly offset by increases in net migration from
those outside the EU.Recentyearssuggest an offset of around half mightbe expected.
Uncertainty around migration projections is always large,® with the change in migration regime
only adding to this uncertainty.

Chart B: Net inward migration in ONS population projections
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These changesreduce the expectedsize of the population and, alongside asmallfallin the
participation rate, reduce total participation by 0.4 per cent at the forecast horizon. We assume
no effect on equilibrium unemployment, so the full effect feeds through into lower employment.

The productivityimpactismore difficult tojudge. The salary thresholdimposed on new migrants
will, arithmetically, leadto a ‘batting average’ effectassomelowwage-andthereforeinmost
cases also low productivity —workers willno longer be able to enter the country, thereby raising
average productivity relative to the currentregime. Based on the available evidence, we assume
thisincreases potentialoutput perworkerby0.1 percent-broadly offsettingthe fallinthe
parficipation rate and around a quarter of the total employment effect.©

< Migration Advisory Committee 2020 A Points-Bases System and Salary Thresholds for Immigration: report.

® We have outlined the challenges in forecasting net migration in Discussion paper No.3 Brexit and the OBR's forecasts
“Home Office Technical Paper to accompany ‘The UK's future skills-based immigration system economic appraisal:
Annex B’ 2018 and HM Government EU Exit: Long-Term Analysis Technical Reference Paper, 2018.
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2.32

2.33

Potential productivity

The outlook for potential productivity is the most important, yet most uncertain, element of
potential output. Several factors are relevant to our overall judgement:

Productivity growth has been weak globally since around the time of the financial
crisis, with the slowdown more pronounced in the UK than in most other countries. We
continue to expectsomerecovery fromtherecentsustained period of low growth,
though we have revised down our long-term assumption (see AnnexB).

Therecentextreme weakness of UK productivity growthin partreflects the stagnation
of businessinvestment since the EU referendum (see Box 2.1). We expect a gradual
pick-upinbusinessinvestment growth afterthe end of the transition period, as some of
the uncertaintyregarding the future economic relationship between the EU and UK s
resolved. Butit willtake time for businesses to adaptto the newregime, so that
recovery in investment is initially likely to be muted. In addition, the necessary
structuralchangeinthe economy followingBrexitislikely to prompt firmstoscrap
some capital earlier than they otherwise would have done.

Some of the recent weakness in productivity may have reflected a diversion of people
away from productive activities to prepare for Brexit —especially the possibility of ‘no
deal’'-soloweringtotalfactorproductivity (TFP).Togetherwiththe weaknessin
business investment, we estimate this already to have reduced potential productivity by
around 1.4 percentage points. At the end of the transition period, businesses will be
faced with the additional costs associated with the new trade barriers, further
dampening TFP. Ultimately, we expect productivity to be around 4 per cent lower than
itwould otherwise have been, though it will take some years for these effects to work
through in full (see Box 2.1).

Atighterlabour market may exert pressure on firms to extract more output from their
existing workforce. In addition, shiftsin the composition of the workforce induced by
the new migrationregime canbe expectedto generate asmallupwardimpetusto
productivity growth, worth around 0.1 percentage points relative to the current regime
bythe endofthe forecastperiod, while the plannedincreaseinthe NLWisexpectedto
add around 0.2 percentage points.

The significant planned increase in public investment potentially boosts productivity by
raising the public capitalstock, butwe have assumed that the effectislikely to be felt
mainly beyond our forecast horizon (see Box 2.2 and Annex B).

Our projection for potential productivity is formed as a top-down judgement, but reflects the
net effect of these varied and conflicting forces. We confinue to assume that potential
productivity growth will rise gradually over the forecast period, reaching 1.3 per cent in
2024.The profileis, however, lowerthanwe assumed|ast March, owingtotherecent
weakness in outturn data, subdued business investment growth and the incorporation of the
effect of highertrade barriers on productivity growth within the forecast horizon.
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2.34  Inrespect of the particular impact of Brexit, an unwinding of the adverse effect of
heightened uncertainty on business investment since the referendum should be more than
offset by higher frade barriers weighing on TFP. Overall, we estimate that around a third of
the final Brexit effect on productivity of around 4 percentage pointsis, in effect, alreadyin
the data; another third willbe felt over our forecast period; and that the remaining third will
work through gradually beyond our forecast horizon.

Potential output

2.35  Overall, relative to March 2019, the downwardrevisions to potential productivity growth,
equilibrium average hours, and population growth, along with the upwardrevision to the
equilibrium unemployment rate, outweigh the upward revision to the potential participation
rate. Asaresult, potential output growth averages 1.4 percentayearbetween2019 and
2023, down from 1.6 per cent in March 2019.

Table 2.2: Conftributions to potential output growth

Percentage points, unless otherwise stated

memo: Equilibrium

. Participation and . Potential
Population! Average hours Productivity? unemployment

unemployment! outputd
rate (percent)
2019 0.5 0.1 0.0 0.9 1.4 4.0
2020 0.6 0.1 -0.2 0.8 1.2 4.0
2021 0.5 0.0 -0.1 1.0 1.4 4.0
2022 0.5 -0.1 0.0 1.1 1.4 4.1
2023 0.5 -0.2 0.0 1.2 1.5 4.1
2024 0.5 -0.2 0.0 1.3 1.6 4.1

2019-2023 average

March 2019 forecast 0.5 -0.1 0.0 1.1 1.6 4.0
March 2020 forecast 0.5 0.0 -0.1 1.0 1.4 4.0
Difference 0.0 0.1 -0.1 -0.1 -0.2 0.0

' Corresponding to those aged 16 and over.
2 Output per hour.
3 Components may not sum to total due to rounding.

Oil and gas output

2.36  Ourpotentialoutputforecastexcludesthesmall, butvolatile, oiland gassector.Soto
produce our GDP forecastwe need aforecast for oiland gas production. Our production
forecasts are informed by the projections published by the Oiland Gas Authority (OGA)).
Based on the OGA's latest Stewardship Survey, we have revised production up compared fo
March 2019. That largely reflects higher-than-expected production in 2019, which we
assume will persist over the forecast. Our oiland gas expenditure forecasts are also
informed by OGA projections. We have revised overall expenditure down since last March,
reflecting weaker spending both in 2018 and 2019.
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The short-term outlook for GDP

2.37

2.38

Followingtheweakendto 2019, we expectareturnto growthinthe firstquarter of 2020.
Although few hard data are currently available —the first estimate of January GDP was not
available until 11 March —surveys suggest a pick-up in activity in the first two months of the
year. In January, the IHS Markit/CIPS Purchasing Managers Index (PMI) rose to its highest
levelsince September2018 (albeit still below the historical average) and there was a similar
improvementin CBI's growthindicator, while Deloitte’s CFO Survey and the Bank of
England’s Decision Maker Panel both pointed to improved business sentiment. The PMI
edged up slightly in February, however there was some suggestion that the rebound in
activity was losing momentum due to coronavirus-related disruptions.

Taking allthisinto account, we expect quarterly GDP growth to be 0.2 per cent in the first
quarterof2020, includingsome smalland temporary downward effectfrom the disruption
causedby coronavirus. We expect quarterly growth to strengthen through therest of the
year, as theinitial effects of the fiscalloosening begin to build and our expectation-at the
time we finalised the forecast —that the coronavirus effect unwinds. For 2020 as a whole,
we forecast GDP growth of 1.1 per cent, 0.4 percentage points below our estimate last
March. Thisreflects the deteriorationin the global outlook and the slowdown in UK growth
attheendof2019, whichwaslikely partly due to ongoing Brexit-related uncertainty.

Table 2.3: The quarterly GDP profile

Percentage change on previous quarter

__ 2019 2020 2021
Ql Q2 Q3 Q4 Ql Q2 Q3 Q4 Ql Q2 Q3 Q4

March 2019 forecastt 0.2 03 03 03 03 04 04 04 04 04 04 04
March 2020 forecast2 0.6 -0.1 0.5 0.0 02 04 05 0.5 0.5 04 04 04
Change? 04 -04 02 -03 -01 00 0.1 0.1 6.1 00 00 00

'Forecast from the first quarter of 2019.
2Forecast fromthe first quarter of 2020.
3 Changes may not sum due to rounding.

The medium-term outlook for GDP

2.39

2.40

The peakimpact of the fiscal easing on GDP occursin 2021. Along with the lifting of
uncertainty, asthe UK moves smoothly (we assume) to anew trading relationship with the
EU, thisraises GDP growthto 1.8 percentin 2021, pushing output above potential as
shownin Chart2.6. Asthe effect of the fiscal expansion dissipates and the tighter migration
regime and labour marketimplications of a higher NLW continue to build, we expect GDP
growthto ease to anaverage of alittfle under 12 per cent for the rest of the forecast period,
as the output gap gradually closes.

Before incorporating the fiscal stimulus, we had forecast output to fall further below
potentialin 2020, reflecting the subdued growthinthe UK’'sexport marketsandthe
continuingimpact of uncertainty regarding the consequences of Brexit. We then expected
growth to pick up, closing the output gap by the end of the forecast period.

Economic and fiscal outlook 126



Economic outlook

Chart 2.6: Output gap
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2.41  There is of course significant uncertainty around our central projection for GDP growth.
Chart2.7showsthelikelihood of differentoutcomes surrounding the centralforecastbased
on the historical distribution of official forecast errors. The solid black line shows our median
forecast, with successive pairs of lighter shaded areas around it representing 20 per cent
probabilitybands.The chartimpliesaroughly 10 percent probability that GDP will fallin
2020, and the same probability that growth willexceed 2.5 per cent. Butitshould be
emphasizedthatpastforecasterrorsmaynotbe aguide tofuture economic shocks.

Chart 2.7: Real GDP growth fan chart
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Expenditure composition

2.42

Domestic demand

We expect private consumption to be relatively subdued in 2020, rising by 1.1 per cent,
broadlyinline withrealhouseholdincomes. Real consumption growthis expected to be
slightly below real income growth over the forecast. The fiscal expansion, which pushes
output above potential, also induces tighter financial conditions that crowd out some private
consumption. Asaresult, the householdsavingratiorisesfrom é.6 percentin2020t0 7.2
percent by the end of the forecast (Chart 2.8), closer to its pre-crisis average.

Chart 2.8: The household saving ratio
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Ourforecastforgovernment consumptionisdriven by the new spending planssetoutinthe
Budget. Real government consumptionrises by 3.7 per centin 2020 - the largest annual
increase since 2005-andthenatanaverage of 2.3percentayearfortherestof the
forecast period, up from 1.6 per cent in our March 2019 forecast. In nominal terms,
government consumption ends the forecast at 20.2 per cent of GDP. Backin December
2014, when the Coalition Government pencilled in continuing cuts in medium-term
departmentalspendingtotals, government consumptionhadbeenprojectedtofalltoa
post-war low of 14.7 per cent of GDP at the forecast horizon.

We expecttheweaknessinbusinessinvestmentin2019to continue into2020—itrose by
just0.3percentin2019 andwe expectittobeflatin2020-duetothelingeringimpact of
Brexituncertainty. We then expect a modestrecoveryin 2021 withinvestment growing by
1.8 per cent, as waning uncertainty regarding the new trading relationship with the EU
leads to the implementation of some deferred investment. Relative to our March 2019
forecast, businessinvestment growthisweakerduetothereversalofthe planned cutinthe
corporationtaxrate and some crowding out caused by the fiscal expansion.
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2.45  Realresidentialinvestmentconfractedby0.3percentin2019 andwe expectthisweakness
tointensify this year, withresidentialinvestment falling by around 4 per cent, reflecting the
recent fall in housing starts and subdued turnover in the housing market. Growth is
expectedtopickuplaterinthe forecast period-reachingaround 1.5 percent-asturnover
in the housing market picks up and asreal earnings growthrises. The relatively weak profile
partly reflects the large increase in public investment, which increases competition for
resources and raises costs in the construction sector, reducing activity.

2.46  Inconfrast to the relatively subdued outlook for private investment, government investment
is expected to increase significantly over the forecast period thanks to the Budget spending
decisions. We now expect real government investment to increase by around 11 per centin
2021, up from2.2percentinMarch2019. Although year-on-yearchangesin public
investment can be volatile, this would be the largest increase since 2008, when existing
capitalspending plans were brought forward to provide afiscalstimulusinresponse to the
financialcrisis. Generalgovernmentinvestment growth averages 4.8 percentayearfrom
2020 and 2023, up from 1.8 per cent in March 2019.

Trade

2.47  Brexit-related stockpiling ahead of both the March and October deadlines meant that both
import and export growth were strongerin 2019 than we forecast last March. Imports rose
as UK firms built up inventories of goods manufactured in the EU, while exports rose as their
EU counterparts did the same. We expect thisstrength tounwind in 2020, with exports
falling by 0.6 per cent andimports by 0.2 per cent. Given the significantly weaker outlook
for world trade compared to last March, along with the frictions introduced by the new
trading relationship with the EU in 2021, we expect exports to fallmodestly throughout the
forecast. This weakness is exacerbated by the appreciation of the exchange rate, which we
have assumed will accompany the fiscal easing. Between 2019 and 2024 we expect exports
to contract by a total of 3.6 per cent.

2.48  Duetoaslowdowninimportgrowthtowardsthe end of 2019, and weakerdomestic
demand, our forecast forimport growthin 2020 is significantly lower than last March. Over
the rest of the forecast, however, we expect imports to be marginally stronger than in March
partly due to a stronger pound boosting import volumes. Given the relative strength of
importscompared to exports, the outlook fornet frade has deteriorated since March. We
now forecast thatnet frade willsubtract from GDP growth every yearand by acumulative
1.7 percentage points between the second quarter of 2020 and the first quarter of 2025
(we expectthefirstquarterof2020tobe distorted by fradeinnon-monetary gold).
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Chart 2.9: Trade growth
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The relative contributions of the components of demand to GDP growth are summarised in
Table 2.4. Growth in government expenditure is forecast to contribute over half of
combined GDP growth this year and next, despite accounting for only around afifth of
GDP.Inthe nearterm, valuables and inventories also have animpact. The former due to
the large movementsinnon-monetary goldin 2019, while the latteris driven by the
accumulation of stocks in the run-up to the two Brexit deadlines in 2019.

Table 2.4: Expenditure contributions to real GDP

Percentage points, unless otherwise stated

Outturn

2019

GDP growth (per cent) 1.4
Main confributions:

Private consumption 0.8

Business investment 0.0

Dwellings investment! 0.0

Government? 0.7

Change in inventories 0.1

Net frade 0.0

Otherd -0.2

Forecast
2020 2021 2022 2023 2024
1.1 1.8 1.5 1.3 1.4
0.7 0.8 0.8 0.9 0.9
0.0 0.2 0.3 0.2 0.2
-0.2 0.1 0.1 0.1 0.1
0.8 0.8 0.6 0.4 0.5
-0.1 0.1 0.0 0.0 0.0
-0.1 -0.3 -0.2 -0.4 -0.3
0.0 0.0 0.0 0.0 0.0

'The sum of public corporations and private sectorinvestmentin new dwellings, improvements to dwellings and transfer costs.

2The sum of government consumption and general government investment.
®Includesthe statistical discrepancy andnet acquisition of valuables.
Note: Components may not sum to total due to rounding.
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2.50  Chart2.10shows therevisionto ourreal GDP forecastrelative to March 2019 broken
down by expenditure component, with astronger contribution from governmentanda
weaker one from the private sector, mainly because we expect the fiscal easing to crowd out
net trade, private consumption and private investment.

Chart 2.10: Expenditure conftributions to the cumulative change in real GDP growth
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Note:The comparisonbeginsin Q22020 as confributionsin Q12020 are distorted by fradeinnon-monetarygold.
Source: OBR

Labour market

Participation, employment and productivity

2.51  The participation rate increased slightly in the fourth quarter of 2019, to a little above our
estimate of its underlying equilibrium rate. We expect participation to fall to its equilibrium
rateinthe nearterm, and stay in line with it as the rate declines over the forecast thanks to
population ageing. Asexplainedinparagraph 2.31, we haverevised up ourforecast forthe
equilibrium participation rate over the forecast period since March 2019.

2.52  Theunemploymentrate fellto 3.8 per centin the fourth quarter of 2019, slightly below our
estimate of its equilibriumrate of 4.0 per cent. We expect the unemployment rate to fall
slightlyin the near term thanks to the fiscal easing, and then edge up as growth falls back.
Theunemploymentraterisesslightly overthe forecast period asawhole due to the modest
effect of the increase in the NLW (Box 2.5) on the underlying equilibriumrate.

2.53  Employment growth across the forecast is somewhat weaker than in our March 2019
forecast, with the downwardrevision in population growth, and upwardrevisionin the
equilibrium unemployment rate, offsetting the effect of the upward revision to the
parficipationrate. Whole economy employmentincreases by around 520,000 overthe
forecast period, but the large increases in government spending mean that we expect an
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increase in government employment to account for virtually all (490,000) of the rise.'? This
wouldreverse allthe post-2010fallingovernmentemployment.In ourpre-measures
forecast, the figures for whole economy and general government employment would have
been 720,000 and 350,000 respectively, with lower migration the largest factorreducing
totalemployment growth andhigherpublic spendingraising the share ofitaccountedfor
by government employment.

2.54  Having moved to a lower migration variant, net inward migration now accounts for around
45 percent of population growth over the forecast period. In our pre-measures forecast,
thiswould have been over 50 per cent. Absent net migration, employment would have
fallenslightly in our post measures forecast as the age structure of the native population
means that a fallin the participation rate would offset arise in population.

2.55  Productivity growth has remained stubbornly weak. Some of this weakness looks temporary,
for example, because some business investment has been postponed until more clarity
about the future trading relationship between the UK and the EU emerges. When combined
with the downward revision to our forecast for potential productivity growth, that means that
we expect cumulative growth in actual productivity between the fourth quarter of 2019 and
first quarter of 2024 of 4.8 per cent—down from 5.2 per cent in March 2019.

Earnings

2.56  We use an implied measure of average earnings constructed by dividing the National
Accounts measure of wages and salaries by the number of employees, rather than the
official ONS average weekly earnings (AWE) series. This allows us to fit our earnings
forecastdirectlyinto the National Accountsframework on which oureconomy forecastis
based-particularly the measure of wagesandsalaries thatisanimportant determinant of
taxreceipts. The two series have diverged in the past few quarters, but given the more
consistent messages coming from the AWE and HMRC s real-time information (RTl), we
have chosen to put more weight onthese ininforming our forecastjudgements.

2.57  Weestimatethatthe National Accountsmeasure of average earnings grew by 2.8 percent
in2019.Thisoutstrippedthe sum of productivity growth andwhole-economyinfiation,
resultingin a higherlabourshare ofincome.Inthe nearterm, we expect earnings growth to
pick up alongside arise in productivity growth — peaking at 3.6 per centin 2021. Following
this, we expectearnings growth to drop backto around 3 per cent, as productivity growth
slows and firms partially rebuild theirmargins which have been squeezedrecently.

12We use a top down approach for general government employment growth, combining estimates of pay bill growth and the growth of
pay bill per head to generate a forecast for employment growth. More information about this approach can be found in the Nove mber
2010 Economic and Fiscal Outlook.
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Box: 2.5: The National Living Wage

The Governmenthasintfroduced anewtargetforthe NationalLiving Wage (NLW) toreach two-
thirds of median earnings (of the relevant population) by 2024, providing economic conditions
allow.The age threshold willalso bereduced from 25to 21, starting withamove toage 23
from 2021.Thiswillraise the NLW to alevel above thatin most other countries (Chart C), so
there are relatively few international precedents to draw on to estimate the potential effects. This
increases uncertainty around the potentialimpact.

Chart C: Adult minimum wage relative to full-time median earnings in 2018
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The path that the NLW will take remains uncertain, as the rates themselves are set annually,
informed by recommendations from by the Low Pay Commission. For the purposes of this
forecast, we have assumed that the NLW willrise smoothly foreach the desired levelin 2024.

We have estimated the economic effects of the increase using a similar framework to that we
appliedin July 2015when the NLW was firstannounced, butreflecting the latest evidence:*®

¢ Wehaveretained ourassumption that the impact of the NLW on earnings spills over to
those with hourly earnings up to 40 per cent above the new NLW, as employers and
employees seek to maintain wage differentials (Chart D).

e Thereislimited evidence that previousincreases in the National Minimum Wage and
NLW have had a significant impact on aggregate employment, so we have revised down
our assumption of the responsiveness of totalhours toincreasesin the NLW to an
elasticity of 0.3 (from 0.4 previously). This remains somewhat higher than the literature
might appeartosuggest, reflecting the fact thatthe higherNLW willincreasingly applyin
sectors subject to conventional market pressures.

133 Economic and fiscaloutlook



Economic outlook

Chart D: lllustrative earnings distributions in 2024
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Using these assumptions, we estimate that the rise in the NLW will reduce total hours worked by
0.3 percent, andthat the effectis split evenly between unemployment and average hours

worked. That corresponds to arise in unemployment of around 50,000 (and anincrease in our
estimate of the equilibrium unemployment rate from 4.0 to 4.1 per cent) by 2024. As the loss of
hoursworked is concentrated at the bottom of the earnings distribution, there is an offsetting

positive compositional (or ‘batting average’) effecton productivity. Overall,real GDPis0.1 per

cent lower than it would have been by 2024.

Table C shows how the higher path for the NLW has affected our fiscal forecast:

e Thelargest effectis onincome tax and NIC receipts, which are up by £1.5 billion a year
by 2024-25.This effectis much larger than our estimate at the time of the initial NLW
announcement in July 2015 because around three-quarters of those benefiting earnmore
than the personal allowance and the primary and secondary thresholds for NICs. As a
result, most of the additional earnings will be taxed at a higher marginal rate. This
includes the effect of fewer hours and lower employment.

e Asregards other receipts, the squeeze on profit margins lowers corporation tax receipfs,
while higherconsumerspendingaddsmodestlyto VAT and excise dutyreceipts.

o Theoveralleffectonwelfare spendingis close to zero, but thisreflects offsetting effects.
Higher earnings will reduce eligibility for means-tested benefits. But higher unemployment
willadd to spending on universal credit, while higher earnings growth will raise spending
on state pensions via triple lock uprating. Other uprating effects will be small.

e Modestly higher RPI inflation adds to debt interest spending.

This does not include the additional costs for local authorities of providing adult social care.
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Table C:Fiscal effects ofincreasing the National Living Wage

£ billion
Forecast
2021-22 2022-23 2023-24 2024-25
Total effect on net borrowing -0.3 -0.6 -0.9 -1.2
of which:

Welfare spending -0.1 -0.1 -0.1 0.0
Earnings effects -0.1 -0.3 -0.4 -0.5
Uprating effects 0.0 0.1 0.3 0.4
Unemployment effects 0.0 0.1 0.1 0.2

Income fax and NICs receipts -0.4 -0.8 -1.1 -1.5

Corporation tax receipts 0.1 0.1 0.2 0.2

Other receipfts 0.0 0.0 0.0 -0.1

Debt interest 0.2 0.2 0.2 0.2

“A.Dube, Impactsof Minimum Wages: Review of the International Evidence, 2019 and Low Pay Commission, National Minimum
Wage: Low Pay Commission Report, 2019.
®Formore detail see More than a minimum: the review of the minimum wage, Professor Sir George Bain, March 2014.

Prospects for inflation

2.58 Inassessing the outlook for the economy and the public finances, we are interested in
severaldifferentmeasures ofinflation, principally the Consumer PricesIndex (CPIl) and the
Retail Prices Index (RPI). But we also need to forecast the GDP deflator and its components,
which are required to generate a projection for nominal GDP.

2.59  CPlandRPlinflation affect the public financesin severalways. The Government uses the
CPltoindexmany allowances andthresholds, and to uprate benefits and public service
pensions. The RPI is no longer a National Statistic, because it falls short of agreed
international statistical standards,'® but the Government still uses it to calculate interest
paymentsonindex-linked gilts, interest charged onstudentloansandtorevalorise excise
duties. The ONS publishes several otherinflation measures—most notably CPIH, a variant
ofthe CPIthatincludeshousing costs. But asthese donot currently affect the public
finances, we do not forecast them.

CPIl inflation

2.60  CPlinflation averaged 1.4 per centin the fourth quarter of 2019, below the MPC's 2 per
cent target and 0.6 percentage points lower than we forecast last March. We expect a tick
upto1.8percentinthefirstquarterofthisyear, partly due totheimpactonthe annual
comparison of temporarily low energy and fuel prices ayear ago. Thisis followed by a dip
to 1.2 percentinthe second quarter, in part driven by the announced dropin the Ofgem
energy price cap for April.

13ONS, Shortcomings of the Retail Prices Index as a measure of inflation, March 2018.
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2.61

2.62

Severalpolicy measures affect the inflation forecast (see Box 2.2). These include freezing
alcoholduties, fuelduty and tuition fees, reinfroducing the tobacco duty escalators and
raising the NationalLiving Wage. Fiscal easing also boostseconomic activity and creates
modest excess demand, placing some upward pressure on inflation and takes it slightly
abovetargetin2022and2023.Butwe expectthiseffecttofade asaresult of the higher
pathsforBankRate andsterlingthatwe have assumed, sothatinflationreturnsto the target
by the end of the forecast period.

Chart2.11 shows our latest central CPlinflation forecast within a fan chart produced using
the same methodology thatunderpins the GDP fan chart (Chart 2.7) . Itillustrates therange
of possible outcomes one would expectif past official forecast errors were areasonable
guidetofuture ones (whichisnotnecessarily the case).ltshowsthatthe downwardrevisions
to our forecast since March 2019 —mainly as aresult of lower utility prices —are small
compared to the historical differences between forecasts and outturns.

Chart 2.11: CPIl inflation fan chart
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RPlinflation

2.63

RPlinflationaveraged 2.2 percentinthe fourthquarterof2019,0.7 percentage points
lower than our March forecast. We compile our RPI inflation forecast by adding a ‘wedge’ to
ourCPlinflationforecast for differencesinmeasurement, coverage andweights. We have
revised downthe formulaeffectandweightscomponentinthe mediumterminline with our
revised assumptions for the wedge in the longrun, outlinedin Box 2.3 of our2019 FER."

'“OBR, Forecast evaluation report, December 2019.
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The GDP deflator

2.64  The GDP deflatoris abroad measure of pricesin the domesticeconomy. It covers allgoods
and services that comprise GDP, including those relating to private and government
consumption, investment andtherelative price of exportstoimports—the ‘terms of trade’.
GDPdeflatorinflationwasestimatedtobe 1.8 percentin2019. We expectittorisetoa
peakof2.2percentin2022 as CPlinflationrises to aslightly above-targetrate and as
increases in the growth in government spending raises the growth in the price of
governmentconsumptionandinvestment. Aspublic spending growth eases, we expect
growthin government consumption prices to fall slightly and bring GDP deflatorinflation
back to 2.1 per cent by the end of the forecast period.

2.65  Overall, GDP deflatorinflation is forecast to be higher than last March over the forecast
period, mainly due to higher government consumption and investment inflation which result
from the announced increase in government spending since last March.

Prospects for nominal GDP

2.66  Mostpublic discussion of the economic outlook focusesonreal GDP -the volume of goods
and services produced in the economy. But the nominal or cash value — and its composition
byincome and expenditure —is more important for the public finances. Taxes are driven
primarily by nominal, rather thanreal, GDP. So too is the share of GDP devoted to public
spending, asmuchofthatspendingissetoutinmulti-yearcash plans (public services,
grants and administrative, and capital spending) or linked to measures of inflation
(including benefits, tax credits and interest on index-linked gilts).

2.67  Weexpectnominal GDP growthtoslowin2020to0 3.1 percentfrom3.3percentin2019.
This reflects weaker real GDP growth, which is partially offset by higher whole-economy
inflation. We then expect nominal GDP growth to strengthen, peaking at 3.8 per centin
2021, asreal GDP growthpicksup asaresult of the fiscaleasing, before slowingslightlyin
the remaining years of the forecast as the effects of the easing fade (Chart 2.12).
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Chart 2.12: Nominal GDP growth
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2.68  Cumulative nominal GDP growth between 2019-20 and 2023-24is 14.9 percent, the
same aslast March. Butthat masks offsettingrevisionsto output andinflation, shownin
Chart 2.13. The permanent reduction in supply potential is offset by the inflationary
consequences of the fiscal expansion, which delivers apermanentincrease inthe whole
economy pricelevel. The composition of that growthisalso more ‘tax-rich’ thanwe
predicted last March. In particular, cumulative wages and salaries growth is 0.4 percentage
pointshigher; labourincome is more heavily taxed than other forms ofincome orspending.

Chart 2.13: Sources of revision to nominal GDP growth from 2019-20 to 2023-24
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Income composition of GDP growth

2.69  Nominalhousehold disposable income growth has slowed since 2018, with both labour
andnon-labourincome deceleratingand anincreased drag fromnetbenefitsand taxes.
We expecthouseholdincome growthto edge upin 2020 and pick up further thereafter as
non-labourincome growth strengthens and the drag from net benefits and taxeslessens.
Real household income growth is expected to slow less sharply in 2019 and 2020, as lower
inflation partly offsets weaker nominal household income growth (Chart 2.14).

Chart 2.14: Contributions to real household income growth
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2.70  Non-oil private non-financial corporation (PNFC) profits have been more buoyant than we
expected. We now estimate that profits grew by 4.1 percentin 2019, up from 3.1 per cent
in 2018 and above our March forecast of 2.2 per cent. Profit growth then slows to below 3
per cent in 2020 and 2021, falling as a share of GDP as the labour share rises. Profit
growth subsequently recovers as margins are rebuilt, somewhat reversing the earlier profits
squeeze, though theincreasesinthe National Living Wage weigh on profit growth.

Individual sectors of the economy

Property market

Residential housing

2.71  House priceinflation has slowed significantly inrecent quarters. Having peaked in 2016 at
7.0 per cent, it fell steadily toreach 1.1 per cent in the third quarter of 2019. It has picked
up slightly more recently, reaching 1.8 per centin the fourth quarter of 2019.
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2.72

2.73

Indicators of housing market activity and price expectations have shown signs of
improvementsince ourMarch 2019 forecastand are consistent withhigherhouse price
inflation. The Halifax and Nationwide price indices —which are timelier than the ONS
measure used in our forecast — have signalled a continued recovery. We expect annual
house price inflation to reach 4.3 per cent by the end of 2020.

Beyondthe nearterm,we expecthouse priceinflationto pickup furtheras aresult of
stronger real household income growth (thanks partly to fiscal easing) and continued
pressure of demand on supply (despite lower migration). We expectitto peak at 7.5 per
centinthe third quarter of 2021, then to ease back to 4.1 per cent by the forecast horizon.
Overall, we expect house prices torise by 23 per cent between the fourth quarter of 2019
and the first quarter of 2024, up from 17 per cent in our previous forecast due to stronger
real household income growth and lower interest rates.

Chart 2.15: House price inflation forecast
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2.74

After increasing through 2018, residential property transactions fell in early 2019 —
probably due to Brexit-related uncertainty and broadly inline with our March 2019 forecast.
Aslightly strongerreboundthanwe expectedinthe fourth quarterof2019 meantthat
transactionsended the year 1.5 percent higherthanwe anticipated. The latestnear-term
indicators of housing market activity point to this momentum being maintained and we
expect transactions torise by 4.5 per cent between the end 0of 2019 and the end of 2020.
Thereafter, we expecttransactions to continuerising gradually to alevel thatis similar to our
March 2019 forecast by the end of 2024.
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Commercial property

2.75  Commercial property price inflationis expected to be lowerin 2019-20 compared to our
March 2019 forecast. Inline with the consensus outlook from the IPF,'> commercial property
prices are expectedtofalluntil2021-22beforerecoveringintheremaining years. Our
commercial property transactions forecastisweakerin 2019-20 compared to our previous
forecast.Transactions are expectedto falluntil2020-21 beforerecovering. These near-term
changes reflect the latest outturn data from HMRC. The forecast is little changed thereafter.

External sector

2.76  Qverthe past couple of years, the current account has on average been in deficit by around
4 per cent of GDP. The deficit narrowed in the third and fourth quarters of 2019 — driven by
the frade deficit, although some of thisrelated to frade innon-monetary gold. We expect
the current account deficit to widen back to around 4 percent of GDP by 2021, remaining
aroundthatlevelfortherest of the forecast. Thiswideningis driven by the tfrade deficit
whichis partially offset by a narrowing of the transfers deficit, which reflects the declining
path of EU financial settlement payments from 2021 onwards (Chart 2.16).

Chart 2.16: Current account balance
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SInvestment Property Forum, UK Consensus Forecasts Summer 2019.
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Sectoral net lending

2.77  Inthe National Accounts framework that underpins our economy forecast, the income and
expenditure of the different sectors of the economy imply a path for each sector’s net
lendingto, orborrowing from, the others. In practice, ONS estimates of sectoralnetlending
donotsum precisely tozero, reflecting differencesbetweentheincome and expenditure
measuresof GDP (the ‘statisticaldiscrepancy’). Ourstandard practiceisto assume that this
difference remains flat over the forecast period from the mostrecent data.

2.78 Inthefirst three quarters of 2019, households and the rest of the world were reported to be
insurplus while the public and corporate sectors were in deficit. We expectthe household
sectorsurplus to widen as a share of GDP. This is offset by a wider corporate sector deficit
(Chart 2.17).

Chart 2.17: Sectoral net lending
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Comparison with external forecasters

2.79  Inthis section, we compare our latest projections with those of selected outside forecasters.
Ourforecastincorporatesthelarge fiscalpackage announcedinthe Budget. We do not
know how much, if any, of the fiscal easing announced in the Budget may have been
anticipated in those outside forecasts on the basis of the contents of the Conservative
manifesto. We do know that the Bank of England’s January 2020 Monetary Policy Report
reflected the spendingannouncementsmade in Spending Round 2019 but-inline withits
usual practice - did not make any allowance for what the Budget itself might include. None
of the forecasts compared here take on board the recent developments in financial markets
triggered by rising concerns about coronavirus.
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2.80 InitsJanuary2020MonetaryPolicy Report,the Bank of England’smodalforecastisfor
GDPtogrow by 0.8 percentin 2020 and 1.4 percentin2021.These are downwardly
revised from its November Report and reflect expectations of a weaker near-term pick-up in
potential output growth.For2022, the Bank has aslightly more optimistic forecast for
growth at 1.7 percent, 0.2 percentage points higher than our own forecast. This pick-up in
growth reflects expectations of arecovery in global activity and stronger domestic demand
that together produce a small degree of cyclical overheating.

2.81  Table2.5comparesourforecastforactualand potential output with the Bank’s overthe
Bank's three-year forecast horizon. We expect potential output growth to be stronger than
the Bank assumes due to differences in productivity forecasts. However, for actual output,
our forecasts are similar. Thisis mainly because the Bank assumes that there is currently a
higher margin of spare capacity (Table 2.6).

2.82  TheBank'smodal CPlinflation forecast is largely the same as ours for most of their forecast
period, only being slightly higherfor2021, asseeninTable 2.6. Thisis driven by stronger
domestic price pressures as excess demand arises.

Table 2.5: Potential and actual output comparisons against the Bank of England

Per cent
Average of four-quarter growth rates from Q1 2020-Q1 2023
OBR Bank of England
Potential output 1.4 1.1
Main contributions:
Productivity 1.0 0.5
Labour supply 0.4 0.5
Actual output 1.4 1.4

Note: Components may not sum to total due to rounding.
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Table 2.6: Comparison with external forecasters

Per cent

2020 2021 2022 2023 2024
OBR (March 2020)
GDP growth 1.1 1.8 1.5 1.3 1.4
CPl inflation 1.4 1.8 2.1 2.1 2.0
Output gap -0.1 0.4 0.4 0.2 0.0
Bank of England (January 2020)!
GDP growth (mode) 0.8 1.4 1.7
CPl inflation (mode)? 1.4 2.0 2.1
Excess demand/excess supplys -0.5 0.3 0.5
NIESR (February 2020)4
GDP growth 1.3 1.6 1.6 1.8 1.7
CPl inflation 1.8 2.1 2.0 2.0 2.0
OECD (March 2020)5
GDP growth 0.8 0.8
CPl inflation 2.0 1.8
Output gap -1.1 -1.2
IMF (January 2020)¢
GDP growth 1.4 1.5 1.5 1.5 1.5
CPl inflation 1.9 2.0 2.0 2.0 2.0
Output gap -0.1 0.0 0.0 0.0 0.0

"Forecast based on market interest rates.
2Fourth quarter year-on-year growthrate.

3Per cent of potential GDP.
4Output gap not published.

5The OECD updated GDP growth projections for 2020 and 2021 in their March 2020 Interim Economic Outlook. All other

projections are from the November 2019 Economic Outlook.
¢The IMF updated GDP growth projections for 2020 and 2021 in their January 2020 WEO update. All other projections are fromthe

October 2019 WEO.
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Table 2.7: Detailed summary of forecast

Percentage change on a year earlier, unless otherwise stated
Outturn Forecast
2018 2019 2020 2021 2022 2023 2024

UK economy

Gross domestic product (GDP) 1.3 1.4 1.1 1.8 1.5 1.3 1.4
GDP per capita 0.7 0.8 0.5 1.3 1.1 0.9 1.1
GDP level (2018=100) 100.0 101.4 102.5 104.3 105.8 107.1 108.6
Nominal GDP 3.5 3.3 3.1 3.8 3.7 3.4 3.5
Output gap (per cent of potential output) 0.2 0.1 -0.1 0.4 0.4 0.2 0.0
Expenditure components of GDP

Domestic demand 1.3 1.6 1.1 2.0 1.7 1.6 1.7
Household consumption’ 1.6 1.3 1.1 1.2 1.2 1.4 1.4
General government consumption 0.4 3.6 3.7 2.8 2.1 1.9 2.2
Fixed investment -0.2 0.4 -0.8 3.4 2.9 2.0 1.8
Business -1.5 0.3 0.0 1.8 3.0 2.4 2.3
General government? 1.3 2.1 1.9 10.9 4.6 1.8 1.2
Private dwellings? 6.5 -0.3 -4.2 1.5 1.6 1.3 1.2
Change in inventories? 0.2 0.1 -0.1 0.1 0.0 0.0 0.0
Exports of goods and services 1.2 3.7 -0.6 -0.5 -0.6 -1.1 -1.0
Imports of goods and services 2.0 3.6 -0.2 0.4 0.2 0.2 0.2
Balance of payments current account

Per cent of GDP -3.9 -3.9 -3.8 -3.9 -4.0 -4.0 -4.1
Inflation

CPI 2.5 1.8 1.4 1.8 2.1 2.1 2.0
RPI 3.3 2.6 2.2 2.7 3.1 3.0 2.9
GDP deflator at market prices 2.2 1.8 2.0 2.0 2.2 2.1 2.1
Labour market

Employment (million) 32.4 32.8 33.0 33.1 33.2 33.3 33.4
Productivity per hour 0.5 0.0 0.9 1.2 1.2 1.1 1.2
Wages and salaries 4.8 3.5 3.6 3.8 3.6 3.3 3.2
Average earnings* 3.3 2.8 3.3 3.6 3.4 3.1 3.1
LFS unemployment (% rate) 4.1 3.8 3.8 3.8 3.9 4.0 4.1
Household sector

Real household disposable income 2.4 0.8 1.1 1.6 1.3 1.4 1.4
Saving ratio (level, per cent) 58 5.7 6.6 7.0 7.2 7.2 7.2
House prices 3.2 1.5 3.3 7.0 5.8 4.6 3.8
World economy

World GDP atpurchasing power parity 3.6 2.9 3.0 3.6 3.5 3.6 3.6
Euro area GDP 1.9 1.2 1.1 1.4 1.4 1.3 1.3
World trade in goods and services 3.7 1.1 1.9 3.9 3.6 3.7 3.8
UK export markets® 3.0 1.5 1.6 3.4 3.3 3.4 3.5

' Includes households and non-profit institutions serving households.

2|ncludes transfer costs of non-produced assets.

3 Contribution to GDP growth, percentage points.

‘Wages and salaries divided by employees.

SOthercountries'importsof goodsandservicesweighted accordingto theimportance of those countriesin the UK'stotal exports.
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Table 2.8: Detailed summary of changes to the forecast

Percentage point difference, unless otherwise stated

UK economy

Gross domestic product (GDP)
GDP per capita

GDP level (2018=100)!

Nominal GDP

Output gap (per cent of potential output)
Expenditure components of GDP
Domestic demand

Household consumption?

General government consumption
Fixed investment

Business

General government?

Private dwellings3

Change in inventories*

Exports of goods and services
Imports of goods and services
Balance of payments current account
Per cent of GDP

Inflation

CPI

RPI

GDP deflator at market prices
Labour market

Employment (million)

Productivity per hour

Wages and salaries

Average earnings®

LFS unemployment (% rate)
Household sector

Real household disposable income
Saving ratio (level, per cent)

House prices

World economy

World GDP at purchasing power parity
Euro area GDP

World trade in goods and services
UK export marketsé

Qutturn
2018

-0.1
0.0
0.0
0.3
0.0

-0.2
-0.1
0.2
-0.2
-0.6
0.7
0.9
-0.1
1.1
1.2

0.4

0.0
0.0
0.4

0.0
-0.1
0.4
0.4
0.0

0.8
1.5
-0.1

0.0
0.1
-0.4
-0.9

Forecast

2019 2020 2021 2022 2023
0.2 -0.4 0.2 -0.1 -0.3
0.2 -0.4 0.3 0.0 -0.2
0.2 -0.2 -0.1 -0.2 -0.5
0.1 -0.2 0.3 0.1 -0.3
0.2 0.1 0.5 0.4 0.2
-0.1 -0.4 0.3 0.0 -0.1
0.2 -0.4 -0.4 -0.4 -0.2
1.4 2.0 1.2 0.5 0.2
-0.2 -2.5 1.5 1.0 -0.1
1.3 2.4 -0.5 0.6 0.0
-3.8 0.0 8.7 3.6 -0.2
-1.3 -4.6 1.2 0.1 -0.3
-0.4 -0.1 0.1 0.0 0.0
2.3 -2.3 -0.7 -0.3 -0.6
0.6 -2.3 -0.2 0.2 0.1
1.2 1.3 1.0 0.8 0.7
-0.3 -0.5 -0.2 0.1 0.1
-0.4 -0.6 -0.3 0.0 -0.1
-0.1 0.2 0.1 0.2 0.1
0.2 0.2 0.2 0.2 0.1
-0.8 0.0 0.1 -0.1 -0.2
0.1 0.3 0.3 0.2 -0.2
-0.3 0.4 0.5 0.2 -0.1
-0.3 -0.3 -0.2 -0.1 0.0
0.0 0.0 -0.1 -0.4 -0.4
1.5 2.4 2.8 2.9 2.8
0.6 2.0 3.3 1.6 0.4
-0.6 -0.6 0.0 -0.1 0.0
-0.4 -0.6 -0.2 -0.1 -0.1
2.7 -2.0 0.1 -0.2 0.0
-1.9 -1.9 -0.1 -0.2 0.1

"Per cent change since March 2019.

2Includes households and non-profit institutions serving households.
3Includes transfer costs of non-produced assets.
4 Contribution to GDP growth, percentage points.

SWages and salaries divided by employees.

¢Othercountries'importsof goodsandservicesweighted according to theimportance of those countriesinthe UK'stotal exports.
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Table 2.9: Determinants of the fiscal forecast

Percentage change on previous year, unless otherwise specified Growth
Outturn Forecast over

2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 forecast

GDP and its components

Real GDP 1.6 1.1 1.3 1.7 1.4 1.3 1.5 8.5
Nominal GDP! 3.9 2.8 3.4 3.9 3.5 3.4 3.6 22.5
Nominal GDP (£ billion)'2 2167 2229 2304 2394 2478 2562 2654 487
Nominal GDP (centred end-March £bn)13 2199 2263 2348 2437 2519 2606 2700 501
Wages and salaries* 4.2 3.5 3.8 3.6 3.7 3.2 3.3 23.1
Non-oil PNFC profits45 3.1 4.1 2.6 2.9 3.4 3.4 4.0 22.2
Consumer spending#s 4.2 2.6 2.2 3.1 3.3 3.5 3.5 19.6
Prices and earnings

GDP deflator 2.1 1.9 2.0 2.1 2.1 2.1 2.1 13.0
RPI 3.1 2.6 2.1 2.9 3.0 2.9 2.8 17.6
CPI 2.3 1.8 1.4 1.9 2.1 2.0 2.0 11.7
Average earningsé 3.0 2.9 3.6 3.3 3.5 3.0 3.2 21.1
Triple-lock' guarantee (September) 2.6 4.0 3.2 3.7 3.4 3.2 3.0 22.3
Key fiscal determinants

Employment (million) 325 329 33.0 33.1 33.2 33.3 33.4 0.9
Output gap (per cent of potential output) 0.3 0.0 0.1 0.4 0.4 0.1 0.0 -0.2
Financial and property sectors

Equity prices (FTSE All-Share index) 4003 4065 4245 4408 4565 4718 4888 885
HMRC financial sector profits! 58 1.9 1.5 1.7 1.9 1.8 1.7 1.8 10.8
Residential property prices? 2.6 1.6 4.2 7.1 5.4 4.2 3.9 29.4
Residential property transactions (000s) 1 1192 1191 1259 1278 1317 1344 1373 181
Commercial property prices'® 3.9 -1.9 -1.4 0.0 0.7 2.1 2.1 1.5
Commercial property tfransactions© -0.8 -5.1 -1.7 1.7 1.4 1.3 1.5 -1.1
Oil and gas

Oil prices ($ per barrel)® 71.3  64.0 56.1 54.8 55.1 56.2 57.3 -140
Oil prices (£ per barrel)s 53.4  50.1 421 40.6 40.6 41.3 419 -11.5
Gas prices (p/therm)® 60.7 34.7 26.5 35.5 36.2 36.9 37.6 -23.1
Oil production (million tonnes)> 50.9 51.6 51.0 48.3 45.9 43.6 41.5 -9.3
Gas production (billion therms)> 13.6 13.0 13.0 12.4 11.8 11.2 10.7 -2.9
Interest rates and exchange rates

Market short-term interest rates (%) "1 0.8 0.8 0.8 0.8 0.9 0.9 0.9 0.1
Market gilt rates (%)12 1.4 0.8 0.9 0.9 0.9 1.0 1.1 -0.3
Euro/Sterling exchange rate (€/£) 1.13 1.13 1.15 1.21 1.20 1.18 1.17  0.04
'Non-seasonally adjusted. 7 Adjusted for timing effects.

2Denominatorforreceipts, spending anddeficit 8HMRC Gross Case 1 trading profits.

forecasts as a per cent of GDP. ? Outturn data from ONS House Price Index.
3Denominatorfornetdebtasapercent of GDP. 1°Outturn data from HMRC information on stamp duty land tax.
“Nominal. s Calendar year. " 3-month sterling interbank rate (LIBOR).

¢Wages and salaries divided by employees. '2Weighted average interest rate on conventional gilfs.
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Table 2.10: Changes in the determinants of the fiscal forecast

GDP and its components

Real GDP

Nominal GDP!

Nominal GDP (£ billion)!2

Nominal GDP (centred end-March £bn)!3
Wages and salaries*

Non-oil PNFC profits45

Consumer spending*s

Prices and earnings

GDP deflator

RPI

CP!I

Average earningsé

Triple-lock' guarantee (September)
Key fiscal determinants
Employment (million)

Output gap (per cent of potential output)
Financial and property sectors
Equity prices (FTSE All-Share index)
HMRC financial sector profits! 58
Residential property prices?
Residential property transactions (000s) 10
Commercial property prices!©
Commercial property transactions'o
Oil and gas

Qil prices ($ per barrel)s

Oil prices (£ per barrel)s

Gas prices (p/therm)>

Oil production (million tonnes)>

Gas production (billion therms)>
Interest rates and exchange rates
Market short-term interest rates (%)
Market gilt rates (%)12

Euro/Sterling exchange rate (€/£)

Percentage point difference, unless otherwise specified

Forecast

Growth
over

2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 forecast

0.1
0.8
37
34
0.1
0.2
0.3

0.4
-0.1
0.0
0.1
0.0

0.0
0.1

2
-1.3
-0.3

0.3
0.7

0.0
0.0
0.0
3.6
-0.1

0.0
0.0
0.00

-0.1
-0.4
29
27
0.3
1.9
-0.7

-0.1
-0.4
-0.3
-0.1

0.5

0.3
0.1

135
-1.6
1.4
12
-0.3
-6.3

1.9
2.4
15.8
3.2
-0.7

-0.2
-0.5
0.00

-0.2
0.0
30
34
0.3
-0.3
-1.2

0.1
-0.7
-0.5

0.5

0.3

0.2
0.2

181
0.0
2.1
12
-0.5
-3.2

-5.5
-4.4
-26.6
2.6
-0.3

-0.3
-0.5
0.03

0.1
0.3
39
40
0.1
-0.4
-0.6

0.2
-0.1
-0.1

0.2

0.6

0.2
0.5

200
0.1
3.2
-13
-1.9
0.1

-7.2
-5.7
-18.6
2.3
-0.2

-0.4
-0.6
0.10

-0.2
-0.1
38
36
0.3
-0.2
-0.4

0.2
0.0
0.1
0.3
0.3

0.2
0.4

206
0.0
1.3
-11
-1.3
-0.2

-8.2
-6.0
-19.0
2.2
-0.2

-0.4
-0.7
0.10

-0.3
-0.3

33

32
-0.4
-0.2
-0.2

0.1
-0.1
0.0
-0.3
0.0

0.1
0.1

201
-0.1
0.0
-18
0.1
-0.4

-0.5
-0.7
0.10

-0.8
-0.5
-3.7
-2.2

0.8

0.9
-3.4

0.5
-1.6
-0.8

0.8

1.9

0.1
0.1

199
-1.7
2.1
-16.6
-3.9
-10.3

-8.3
-5.8
-19.4
-1.5
-0.1

-0.5
-0.7
0.10

'Non-seasonally adjusted.
2Denominatorforreceipts, spending and deficit
forecasts as a per cent of GDP.
*Denominatorfornetdebt asapercent of GDP.
“Nominal. § Calendar year.

¢Wages and salaries divided by employees.

7 Adjusted for timing effects.

8HMRC Gross Case 1 tfrading profits.

? Outturn data from ONS House Price Index.
'° Quttumn data from HMRC information on stamp duty land tax.
" 3-month sterling interbank rate (LIBOR).

2Weighted average interest rate on conventional gilts.
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Introduction

3.1

3.2

3.3

This chapter:

specifies the assumptions thatwe have madeinrespect of the UK's exit from the EU
(from paragraph 3.5);

o explains the effects of new policies announced since March 2019 on the fiscal forecast
(from paragraph 3.8);

o reviews classification issues affecting our forecast (in paragraph 3.11);

o describesthe outlook forpublic sectorreceipts, including atax-by-taxanalysis
explaining how the forecasts have changed since March 2019 (from paragraph 3.18);

o portrays the outlook for public sector expenditure, focusing on spending covered by
departmental expenditure limits and the components of annually managed
expenditure, including those subject to the ‘welfare cap’ (fromparagraph 3.23);

o presents the outlook for the key fiscal deficit aggregates, including headline and
structural measures of the budget deficit (from paragraph 3.88);

o shows the outlook for key balance sheet aggregates, such as public sector net debt,
andforgovernmentlendingto the private sectorandotherfinancialtransactions,
including asset sales (from paragraph 3.108); and

o summarisesrisks anduncertainties, including those embodiedinthe reporting of
contingent liabilities (paragraph 3.137).

Furtherbreakdownsofreceiptsand expenditure and otherdetails of ourforecastare
provided in extensive supplementary tables on our website. The forecasts in this chapter start
from the estimates of 2018-19 outturn data published by the Office for National Statistics
(ONS) on 21 February. We then present an in-year estimate for 2019-20 that makes use of
ONS outturndatafor April 2019 to January 2020 and limited administrative taxdatafor
some of February. Finally, we present forecasts for 2019-20 to 2024-25.

The Foreword to this document describes the timetable that was followed in producing the
forecasts presented here. Asis usual, we closed our pre-measures economy and fiscal

forecasts well ahead of the Budget to provide a stable base against which the Chancellor
could assess his policy measures. The pre-measures economy forecast was closed on 18
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3.4

February andthefiscalforecaston25February. Andtheyreflectinformation gathered from
financialmarket prices overthe 10daysto 11 February. Afterthat, the only changesrelate
to Budget measures and other policy announcements —in this forecast these include the new
migrationregime and the higher National Living Wage. Since we closed our pre-measures
forecast, news about the spread of coronavirus has prompted unusually large movements in
asset prices, while other forecasters have been reassessing the economic outlook to take on
board the possible adverse economic consequences. The ultimate spread and economic
impact of coronavirus are at this stage highly uncertain, but they represent a clear downside
risk to the forecasts presented below. The consequences are, though, most likely to be
concentrated in the near term. We discuss the coronavirus-related risks to our economy
forecast in Box 2.3 and associated fiscal risks in this chapter.

As in previous Economic and fiscal outlooks (EFOs), this fiscal forecast:

o Representsour centralview of the path of the public finances, based onthe current
policies and policy assumptions of the Government, and the information and
conditioning assumptions that we thought appropriate when compiling our pre-
measuresforecastinmid-February. Onthatbasis, we believedthat,inthe absence of
future policy or classification changes, the outturns were as likely fo be above the
forecast asbelow it. But the near-termrisks to economic activity have since clearly
pivoted to the downside.

o Is based on announced Government policy on the indexation of rates, thresholds and
allowancesfortaxesand benefits, andincorporates estimates of the effects ofnew

policies announced since our previous forecast in March 2019.

o Focuses on official ‘headline’ fiscal aggregates that exclude public sector banks.

Assumptions regarding the UK’s exit from the EU

3.5

3.6

The OBRisrequired by legislation to produce its forecasts based on current government
policy (butnot necessarily assuming that particular policy objectives willbe met). With
negotiationsoverthe UK's futurerelationship with the EU still taking place, thisis not
straightforward. We asked the Government to provide any additionalinformation onits
policiesregardingBritain's departure from the EU thatwould berelevant to ourforecasts.

The Government directed us to the Prime Minister's speech on 3 February' and to a paper
published on 27 February?setting out the Government’s proposed approach to negotiations
about the future relationship withthe EU. The Government also issued a public consultation
on amendments to the tariffs currently applied through the EU’'s Common External Tariff,®
whichclosedon5March.On 19 February the Government published animmigration
policy statement, setting out the Government's intended immigration regime after the end of

! Prime Minister's Office and The Rt Hon Boris Johnson MP, PM speech in Greenwich: 3 February 2020, February 2020.
2Prime Minister’s Office, Our approach to the Future Relationship with the EU, February 2020.
3 Department for International Trade, The UK Global Tariff, February 2020.
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the transition period.* We have reflected the new migration regime in this forecast, whereas
otherareasremainsubjecttothe continuingnegotiations betweenthe UKandthe EU, orto
future UK Government policy decisions.

In addition to the potential future trade and migrationregimes, there are several areas
where the Government's post-transition policy objective is clear, but we have needed to
make auxiliary assumptions to construct our fiscal forecast. Forexample:

e Weassumetherearenochangestothestructure oreffectivenessof taxsystemsfor
which there are common EUrules, such as VAT, unless otherwise stated.

e TheTreasuryisstillconsideringresponsestoitsrecently concluded consultationonthe
UK’snew ‘MostFavoured Nation' tariffschedule. Ourcustoms duty forecast therefore
assumes thattheregime thatis presently in operation will continue; any subsequent
changeswillbereflectedin afuture forecast and costedrelative to that baseline.

e Thereisno furtherinformationregarding fee status and eligibility for student finance for
EU students beyond the 2020-21 academic year. We therefore assume that the forecast
forEU-domiciledstudententrantswillbe stable from the academic year2020-21.

e The Governmenthaspromised to pursue an approach to vehicle emissionsregulation
“atleastasambitious™ as the current arrangements and asystem of carbon pricing of
“atleastthe same effectiveness andscope” asthe EU emissions frading system. In the
absence offirm policiesinthese areas, we assume the EU schemes continue, consistent
with the stated position that UK replacement schemes will be at least equivalent in effect.

Policy announcements

3.8

3.9

The Governmenthasannounced alarge Budget giveaway, with public spending being
placedonamuchhigherpaththanthe previous plansembodiedinourMarch2019
forecast.Ithasfinanced thisin part with the direct fiscalsavings associated with Brexit—the
contributionsnolongerrequired (netofthe divorce settlement) and the customs dutiesno
longerremitted to the EU-and by cancelling the corporation tax cut that was due in April
2020.But, forthe most part, higherspendingis financed through higherborrowing.

The large and sustained fiscal easing provides a temporary boost to real economic activity
and leaves the cash size of the economy permanently larger via its effects on whole-
economy inflation. This boosts all the major tax bases, raising receipts. The effect of the
Budget package on borrowing and interest rates raises debt interest spending. And since
more than one poundin ten of higher departmental current spending goes on pension
contributions, the medium-termnet cost of public service pensionsisreduced materially.

“Home Office, The UK's points-based immigration system: policy statement, February 2020.
5 Office for Low Emission Vehicles, The Road to Zero, September 2018.
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3.10  Thenew migrationregimeraisesborrowing byreducing population andreceipts growth,
but the effectistempered by the foregone population growth being concentrated amongst
the lower paid, reducing means-tested welfare spending and limiting the effect onincome
tax. A higher path for the National Living Wage reduces borrowing slightly.

Table 3.1: Summary of the effect of Government decisions on the budget balance

£ billion
Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Total effect of Government decisions 0.6 -12.3 -24.0 -22.5 -25.4 -29.1
Direct effect of policies on the scorecard 0.6 -17.9 -36.4 -38.5 -41.2 -41.9
of which:
RDEL spending! -2.5 -14.9 -27.2 -31.9 -35.6 -38.6
CDEL spending! 0.0 -7.0 -16.7 -19.2 -20.0 -20.7
Use of direct Brexit fiscal savings 0.0 4.3 5.0 7.1 11.3 14.6
Receipts 1.0 1.4 3.8 7.1 7.6 7.5
Other AME spending 2.1 -1.6 -1.3 -1.7 -4.4 -4.7
Direct effect of non-scorecard policies 0.0 2.3 5.3 6.3 7.4 5.6
of which:
RDEL spending! -0.4 -0.3 0.2 0.6 0.6 -0.3
CDEL spending! 0.5 1.3 3.3 3.8 3.9 4.1
Receipts 0.0 0.6 0.9 0.9 1.0 1.0
AME spending 0.0 0.6 1.0 1.0 1.9 0.8
Indirect effect of Government decisions 0.0 3.3 7.1 9.7 8.4 7.2
Total effect of Government decisions 0.6 -12.3 -24.0 -22.5 -25.4 -29.1
of which:
Gross tax increases 1.4 6.8 9.0 11.7 12.5 12.5
Gross tax cuts -0.4 -4.8 -4.3 -3.7 -3.9 -3.9
Total RDEL spending changes' -2.9 -15.2 -27.0 -31.2 -34.9 -38.9
Total CDEL spending changes! 0.5 -5.7 -13.4 -15.4 -16.1 -16.7
Total AME spending changes 2.1 3.3 4.7 6.5 8.7 10.7
Indirect effects 0.0 3.3 7.1 9.7 8.4 7.2
of which:
Due to tax and spending measures 0.0 3.4 7.2 9.7 8.3 7.0
Raising the National Living Wage 0.0 0.0 0.3 0.6 0.9 1.2
New migration regime 0.0 0.0 -0.3 -0.5 -0.8 -1.0

'The changein 2024-25isrelative to abaseline that assumes DELwould otherwise have remained constant asashare of GDP.
Note: The full breakdown of this table can be foundin Annex A. This table uses the Treasury scorecard convention that a positive
figure means an improvement in PSNB, PSNCR and PSND.

Classification and other statistical changes

3.11  InDecember2019 werestated ourMarch 2019 forecast toreflect the significant changes
infroduced by the ONS in September 2019.¢These included changes to the tfreatment of
student loans, funded public sector pensions, depreciation and corporation tax credits. Since
then,the ONShasannouncedthe classification of PoolRe (aterrorismreinsurer) tothe
cenfralgovernmentsector,buthasnotyet provided estimatesofthe effectthiswillhave on
the public finances. As such we are unable to include Pool Re in this forecast.

¢ OBR, Restated March 2019 forecast, December 2019
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3.12  The Governmenthasannouncedseveralmeasuresin thisBudget that the ONS willin due
course need to classify. Pending these decisions, andreflecting the advice of Treasury
classification experts, we have assumed that:

the new plastic packaging tax is a tax on production;

o agreengaslevy onsuppliers to the gas grid is a tax on production and the
corresponding paymentto producers of biomethaneis asubsidy;

o a UK scheme toreplace the EU fines on carmanufacturers for excess CO, emissionsin
their new car sales willaccrue at the point the emissions are reported;

o Brexit financial settlement payments to the EU will accrue when the UK receives twice-
yearly communication from the EU as to the amounts due; and

o changes to the payment date for some import VAT liabilities will affect cashflows but
not the accrued recording of VATreceipts.

3.13  Inaddition, we have changed the way in which we show the effect of customs duties being
retained by the Exchequer from the end of 2020, when the Brexit fransition period ends. In
ourprevious post-referendumforecasts, the move fromthembeingrecorded asan EU tax
to being a UK taxwas subsumed within our fiscally neutral assumption that direct savings
fromleaving the EUwould finance other public spending. With DELenvelopes forthe next
Spending Review being set at this Budget, we now record the customs duty receipts as they
willappearinreality and have increased spending accordingly (see Box 3.5). This better
reflectsthereal-world positiononbothreceipts and spending without altering our fiscally
neutralassumption that direct fiscalsavingsrelated to Brexit willbe spent. This assumption
hasineffectbeenconfirmedbythe higherDELspendingannouncedinthe Budget

3.14  The ONSisconsideringseveralissues that could materially affectfuture forecasts. Some
relate to things that have been included in this forecast:

o the classification of two previously announced policies that we have provisionally
recorded as taxes: the apprenticeship levy and the digital services tax; and

o the sale of railway arches and spectrum licences, which we include as financial
transactions affecting debtimmediately with smaller flow effects on the deficit.

3.15  Ofthersrelate to things that we have not anticipated in this forecast:

o the classification orrecording of the Nuclear Liabilities Fund, whichcould have
implications for both the balance sheet and the deficit; and

e theimplicationsforthe public financesofachange totherecording ofleasesin
commercial accounts (underthe ‘'IFRS 16’ accounting standard).
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3.16  Thechangetoleases could bessignificant. Currently finance leases arerecorded onthe
balancesheetofthelessee, whereasforoperatingleasesthe assetremainsonthelessor’s.
UnderlIFRS 16, nearly allleases willbe reported onthe balance sheetwithinlessees’
financialstatements, leading toincreasesin theirreported debt and non-current assets.

3.17  The ONShasconcludedthatforpropertyleasesIFRS 16isagood proxy forthe ESA10
accountingstandard used for the public finances, but that amodified IFRS 16 dataset will
be needed for otherleases.” It is now working to establish appropriate data and aims to
infroduce changes this autumn. The ONS has notreleased estimates of the scale of the
impacts, sowe are unable to anticipate theminthisforecast. But the changes are likely to
increase substantially the number of finance leases on the Government’s books, raising
measured debt, capital spending and depreciation, but reducing rental payments on
operatingleasesthat are part of current spending. Given the enormous number of leases
the public sectorengagesin-the Treasury estimates there to be around 55,000 in central
government alone - the impacts could be large. Prompted by this change in freatment, it is
possible thatdepartments mightreconsiderwhetherthe contractsshouldbeleasesatall.
The effect of this on the public finances is also uncertain.

Public sector receipts

3.18 Table3.2summarisesourreceiptsforecast.Receiptsriserelative to GDPineveryyear,
reflecting several revenue-raising policies, as well as underlying growth in our forecasts.
Income tax and NICsrise by 0.2 per cent of GDP in 2020-21, because unchanged personal
allowance andhigherrate thresholds mean that more people are draggedinto highertax
bands. Removing eligibility to use cheaper ‘red diesel’ from most current users boosts fuel
duty by 0.1 per cent of GDP in 2022-23. Capital taxes rise strongly over the forecast,
benefitting from underlying growth in equity and house prices, as well as our assumption
that effective taxrates willrise. They are boosted from 2021-22 onwards by the restriction of
entrepreneur’s relief announced in the Budget.

7ONS, Looking ahead — developments in public sector finance statistics: 2019, May 2019
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Table 3.2: Major receipts as a share of GDP

Per cent of GDP

Outturn Forecast

2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Income tax 8.9 8.8 9.0 9.1 9.2 9.2 9.3
NICs 6.3 6.5 6.5 6.6 6.6 6.6 6.7
Value added tax 6.1 6.1 6.1 6.1 6.1 6.1 6.1
Onshore corporation fax 2.5 2.4 2.5 2.5 2.5 2.5 2.5
Fuel duties 1.3 1.2 1.2 1.2 1.2 1.2 1.2
Business rates 1.4 1.4 1.4 1.4 1.4 1.4 1.4
Council tax 1.6 1.6 1.6 1.6 1.6 1.6 1.6
Alcohol and tobacco duties 1.0 0.9 0.9 0.9 0.9 0.9 0.8
Capital taxes! 1.4 1.4 1.5 1.5 1.6 1.7 1.8
UK oil and gas receipts 0.1 0.0 0.0 0.0 0.0 0.0 0.0
Other taxes 3.3 3.4 3.4 3.3 3.3 3.3 3.3
National Accounts taxes 33.9 33.9 34.1 34.2 34.4 34.5 34.6
Interest and dividend receipts 1.1 1.2 1.2 1.2 1.2 1.3 1.3
Other receipts 2.5 2.5 2.6 2.7 2.6 2.6 2.6
Current receipts 37.5 37.7 37.9 38.0 38.3 38.4 38.5

'Includes capital gains tax, inheritance tax, property transaction taxes and stamp taxes on shares.

3.19

3.20

3.21

3.22

Sources of change in the receipts-to-GDP ratio

Movements in the receipts-to-GDP ratio can arise from two sources:

o changesinthe composition of GDP canleadtospecific taxbases growingmore or
less quickly than GDP as a whole; and

o the effective taxrate paid on each tax base can change due to policy or other factors.

Similarsplits apply fornon-taxreceipts—forexample, when consideringmovementsinthe
receipts-to-GDP ratio due to interest and dividends, the split between changes in the
government’sassetholdings andin the effective interestrates earned onthem.

Change in the receipts-to-GDP ratio over the forecast period

Thereceipts-to-GDPratiorisesby0.9 percentof GDPbetween2019-20and 2024-2510
reach 38.5 per cent of GDP, the highest since the mid-1980s. National Accounts taxesrise
to 34.6 per cent of GDP by the end of the forecast, the highest since 1969-70. These rises
are more than explained by higher effective taxrates (due to policy measures andfiscal
drag), which are partly offset by the composition of GDP becomingless taxrich. Chart 3.1
shows the contributions to the predictedrise in the receipts-to-GDP ratio.

The largest positive contributions to the change are:

o AQ.7 percentof GDPriseinincome taxand NICsreceipts. Totalincomeremains
relatively flat as ashare of GDP over the forecast, so the increase is entirely explained
by the effective taxraterising.Thisincludesa 0.2 percentof GDPrisein 2020-21 due
topolicy measures, in particularthe Budget 2018 measure to hold the personal
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allowance and higher rate threshold flat in that year (having raised them substantially
in 2019-20). The remainder reflects fiscal drag, as a modest pick-up in the growth of
productivity andreal earnings pulls more income into higher tax brackets.

o AO0.1 percentof GDPrise in onshore corporation tax. Most of thisrise reflects our
assumptionthatincorporationswillcontinue torise (though the negative effect of this
on income tax and NICs receipts is greater®). Abstracting from incorporations, receipts
rise bylessthan0.1 percentof GDP acrossthe forecast.The positiveimpact from
fallinguse ofreliefsand deductions (inpartexplained by the annualinvestment
allowance being cutfrom £1 million to £200,000 in January 2021) is offset by our
assumption of subdued growthinfinancialcompany profitsoverthe forecast.

3.23  Theremaining upward contributionslargely reflect taxes on capital, including property
transaction taxes and capital gains tax (CGT). We assume that both equity and property
pricesrise over the forecast, boosting the tax base. Effective taxrates alsorise thanks to
fiscaldraginthe property fransaction taxsystem (asmost thresholdsremain flat overtime)
aswellasourassumptionthat CGTreceipts are gearedto equity price gains (partly
reflecting the tax system, which taxes the gain rather than the overall value of the disposal).
(These forecasts are particularly sensitive to coronavirus risks to asset prices.)

3.24  The main offsetting fall reflects excise duties, which fallby 0.1 per cent of GDP between
2019-20and 2024-25. Thisis explained by declining taxbases, due to frendsin alcohol
andtobacco consumption andrising fuel efficiency. These are only partly offset byrisesin
duty rates based on the Government's stated policy assumptions (which continue to assume
increasesinfuelduty fromnextyear), butwhichhasinpractice beenfrozeneveryyearsince
2011-12) that raise the effective tax rate. The decision to restrict eligibility for ‘red diesel’
tempers the overall decline, adding 0.1 per cent of GDP toreceiptsin 2024-25.

8See Box 4.1 of our November 2016 EFO for more information.
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Chart 3.1: Sources of change in the tax-to-GDP ratio (2019-20 to 2024-25)
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Detailed current receipts forecasts

3.25  Ourdetailedreceiptsforecasts and changessince March 2019 are presentedinTables 3.3
and 3.4. Further breakdowns are available on our website. Our forecasts for Scottish and
Welsh devolved taxes are discussed in our Devolved tax and spending forecasts publication.
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Table 3.3: Current receipts

£ billion
Outturn Forecast

2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

Income tax! 192.6 195.2 207.5 217.4 227.3 236.6 246.6
of which: Pay as you earn 163.5 165.3 175.5 184.3 193.3 201.0 209.7
Self assessment 31.5 32.3 34.3 35.9 37.2 38.9 40.5

Other income tax -2.4 -2.4 -2.2 -2.8 -3.2 -3.4 -3.6

National insurance contributions 137.3 145.4 150.2 157.0 164.0 170.3 177.1
Value added tax 133.1 136.6 140.6 145.9 151.0 155.8 160.7
Corporation tax2 56.3 55.1 58.1 60.0 62.6 64.9 67.2
of which: Onshore 54.4 54.0 57.2 58.9 61.4 63.6 66.0
Offshore 1.9 1.1 0.9 1.1 1.1 1.2 1.2
Petroleum revenue tax -0.7 -0.4 -0.3 -0.3 -0.2 -0.2 -0.2
Fuel duties 28.0 27.7 27.5 28.1 30.5 31.2 31.7
Business ratfes 30.6 31.2 31.5 33.4 34.3 34.9 36.2
Council tax 34.8 36.2 37.9 39.1 40.3 41.6 42.9
VAT refunds 18.3 19.2 20.2 21.0 21.8 22.5 23.7
Capital gains tax 9.2 10.0 11.4 12.7 14.3 15.7 17.0
Inheritance tax 5.4 5.1 5.5 5.9 6.3 6.7 7.1
Property fransaction taxes? 12.9 12.8 13.8 14.7 16.2 17.4 18.7
Stamp taxes on shares 3.6 3.4 3.6 3.7 3.9 4.0 4.1
Tobacco duties 9.2 8.7 9.0 8.8 8.8 8.7 8.7
Alcohol duties 12.1 12.1 11.9 12.4 12.8 13.3 13.9
Air passenger duty 3.6 3.8 4.0 4.2 4.4 4.6 4.8
Insurance premium fax 6.3 6.5 6.6 6.7 6.9 7.0 7.1
Climate change levy 1.9 2.1 2.2 2.1 2.3 2.4 2.6
Bank levy 2.5 2.4 1.9 1.1 1.1 1.1 1.0
Bank surcharge 1.8 1.5 1.6 1.6 1.6 1.7 1.7
Apprenticeship levy 2.6 2.8 3.0 3.1 3.2 3.3 3.5
Soft drinks industry levy 0.3 0.3 0.3 0.3 0.3 0.3 0.4
Digital services tax 0.0 0.1 0.3 0.4 0.4 0.5 0.5
Other HMRC taxes* 7.4 7.4 7.4 7.6 7.7 7.7 7.8
Vehicle excise duties 6.5 6.7 7.1 7.0 7.2 7.4 7.6
Licence fee receipfts 3.2 3.3 3.6 3.8 3.8 3.9 3.9
Environmental levies 7.5 10.2 9.6 9.9 9.8 10.4 10.8
EU ETS auction receipfts 0.3 1.5 1.2 1.2 1.3 1.3 1.3
Other taxes 8.8 8.8 9.0 9.3 9.7 9.8 9.9
National Accounts taxes 735.3 755.8 786.2 818.2 853.6 885.0 918.6
Less ownresources confributionto EU -3.4 -3.4 -2.4 - - - -
Interest and dividends 24.0 27.6 27.6 28.9 30.6 32.4 33.9
Gross operating surplus 52.9 54.3 57.0 58.7 61.3 63.5 66.2
Other receipts 4.0 5.0 4.5 4.9 3.7 3.8 3.6
Current receipts 812.9 839.3 872.9 910.8 949.2 984.7 1,022.3
Memo: UK oil and gas revenues ® 1.1 0.7 0.7 0.9 0.9 1.0 1.0

"Includes PAYE, self assessment, tax on savings income and other minor components, such as income tax repayments.
2National Accounts measure, gross of reduced liability tax credits.

3Includes SDLT, ATED and devolved property fransaction taxes.
“Consists of landfill tax (excluding Scotland and Wales), aggregateslevy, betting and gaming duties, customs duties and diverted

profits tax.

® Conisists of offshore corporation tax and petroleum revenue tax.
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Table 3.4: Changes to current receipts since March 2019

£ billion
Outturn Forecast

2018-19 2019-20 2020-21 2021-22 2022-23 2023-24

Income tax! 0.1 -0.5 -0.6 1.5 2.6 2.2
of which: Pay as you earn 0.3 1.4 1.5 3.2 5.0 4.8
Self assessment 0.0 -1.8 -1.3 -0.6 -1.0 -1.4

Other income tax -0.2 -0.1 -0.8 -1.1 -1.3 -1.3
National insurance contributions -0.4 2.0 0.5 1.5 2.8 3.0
Value added tax 1.4 0.0 -0.9 -0.4 0.1 0.3
Corporation tax2 2.7 1.1 3.8 3.8 3.8 3.7
of which: Onshore 2.7 1.5 4.7 4.9 5.0 4.9
Offshore 0.1 -0.4 -0.9 -1.1 -1.2 -1.3
Petroleum revenue tax 0.0 0.1 0.2 0.2 0.1 0.1
Fuel duties -0.2 -0.7 -1.7 -2.0 -0.6 -0.9
Business rates -0.5 -0.1 -0.2 -0.1 -0.1 0.1
Council tax 0.6 -0.1 0.5 0.5 0.5 0.5
VAT refunds 0.0 0.7 1.2 1.5 1.8 1.9
Capital gains tax -0.1 0.9 1.6 2.8 3.6 4.1
Inheritance tax 0.1 -0.2 0.1 0.3 0.4 0.5
Property tfransaction taxes3 0.1 0.2 0.4 0.2 0.7 0.6
Stamp taxes on shares -0.1 -0.3 -0.2 -0.2 -0.2 -0.2
Tobacco duties 0.0 -0.4 0.0 -0.2 -0.2 -0.2
Alcohol duties 0.0 -0.5 -1.1 -1.1 -1.2 -1.2
Air passenger duty 0.1 0.0 0.1 0.2 0.2 0.2
Insurance premium tox 0.1 0.3 0.4 0.5 0.7 0.8
Climate change levy 0.0 -0.1 0.0 0.1 0.2 0.0
Bank levy 0.0 0.1 0.1 0.0 0.0 0.0
Bank surcharge 0.0 -0.4 -0.4 -0.4 -0.5 -0.5
Apprenticeship levy -0.2 0.0 0.0 0.0 0.0 0.0
Soft drinks industry levy 0.0 0.0 0.0 0.0 0.0 0.0
Digital services tax 0.0 0.1 0.0 0.0 0.0 0.0
Other HMRC taxes* -0.2 -0.2 -0.4 -0.4 -0.4 -0.4
Vehicle excise duties 0.1 0.2 0.2 -0.1 -0.2 -0.3
Licence fee receipfts 0.0 -0.1 0.2 0.3 0.3 0.2
Environmental levies -0.3 2.0 0.9 0.7 0.2 0.5
EU ETS auction receipfts -0.3 0.2 -0.2 0.0 -0.1 -0.1
Other taxes 0.7 0.2 0.2 0.5 0.7 0.5
National Accounts taxes 3.6 4.6 4.7 9.8 15.3 15.3
Less own resources contribution to EU -0.1 0.0 1.0 3.5 3.5 3.5
Interest and dividends -0.5 0.5 -0.3 -0.9 -0.9 -0.8
Gross operating surplus 0.5 0.2 0.5 0.1 0.4 0.1
Other receipts -0.1 0.9 0.2 0.8 0.3 0.2
Current receipts 3.4 6.1 6.2 13.3 18.6 18.4
Memo: UK oil and gas revenues ® 0.1 -0.3 -0.8 -0.9 -1.1 -1.2

"Includes PAYE, self assessment, fax on savings income and other minor components, such as income tax repayments.

2National Accounts measure, gross of reduced liability tax credits.

3Includes SDLT, ATED and devolved property transaction taxes.
*Consists of landfill tax (excluding Scotland and Wales), aggregateslevy, betting and gaming duties, customs duties and diverted

profits tax.

° Consists of offshore corporation tax and petroleum revenue tax.
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Changes in the receipts forecast since March 2019

3.26

3.27

3.28

Table 3.5 sets out the sources of changes to ourreceipts forecast relative to the restated
March 2019 forecast we published in December. It also abstracts from the change in how
we freat customs duties. On a like-for-like basis we have revised up receipts by £10.4 billion
ayearon average. Thisis more than explained by the impact of Government decisions,
partly offset by a modest deterioration in our pre-measures forecast.

Government decisions have boosted receipts, both directly and indirectly, by £11.9 billion a
year on average. Some of the largest impacts include:

o Cancelling the cutintherate of corporation taxfrom 19to 17 percent due to take
effectin April2020raises £6.4 billion ayearon average from 2020-21 onwards.

e Theremovalofthe ‘reddiesel’relief (areducedfueldutyratefornon-roadvehicles)
increasesreceiptsby £1.6 billion ayearon average from 2022-23 onwards.

o Raising the NICs primary threshold and lower profits limit to £9,500 in 2020-21 costs
£2.3 billion a year on average across the forecast.

o Higherpublic spendingboostsreceiptsthroughtwokeychannels. First, viathe cyclical
boostto the economy-which dissipates after afew years, butraises severaltaxbases
temporarily. Second, via the temporary effect on inflation that has a persistent effect on
the level of nominal GDP and thus the cash value of tax bases.

o Furtherrisesin the National Living Wage boost the wages of affected workers, slightly
offsetbyreducedhoursworked.Thisboostsincome taxand NICsreceipts, butweighs
on corporation taxreceipts (through the associated profit squeeze).

¢ Thenewmigrationregimeisexpectedtolowernetinward migration and population
growth, but with the effect concentrated among those on lowerincomes. This reduces
income tax and NICs receipts, as discussed in Box 3.6.

Underlying changes to our pre-measures forecast have loweredreceipts by £3.0 biliona
year on average from 2020-21 onwards. That follows an upward revision of £4.9 billion in
2019-20, which largely reflects one-off factors (such as a higher-than-expected special
dividend from RBS). The subsequent downward revisions largely stem from the effect of
weaker productivity growth on the major tax bases: lower average earnings growth weighs
onincome tax and NICs; lower consumer spending growth weighs on VATreceipts; and
lower profit growth weighs on corporation tax. Lower interestrates materially reduce our
pre-measures forecast forinterestreceived onthe government’sfinancial assets.
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Table 3.5: Sources of change to the receipts forecast since March 2019

£ billion

Forecast

2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

Restated March 2019 forecast 833.2 866.7 897.4 930.6 966.3
Customs duties forecast freatment change - 0.8 3.2 3.2 3.3
Restated March 2019 with customs dutieschange 833.2 867.5 900.6 933.8 969.5
March 2020 forecast 839.3 8729 910.8  949.2 984.7 1,022.3
Like-for-like change 6.1 5.4 10.1 15.4 15.1
Underlying forecast changes
Total 4.9 -1.0 -3.5 -4.1 -3.5
of which:

Income and expenditure 0.8 -1.6 -3.4 -3.3 -3.4
Average earnings -0.7 -0.7 -1.7 -1.8 -2.9
Employee numbers 1.3 0.6 0.3 0.8 1.4
Non-financial company profits 0.1 -0.1 -0.4 -0.4 -0.3
Consumer expenditure -0.5 -1.6 -1.8 -2.0 -1.8
Self-assessment income streams 0.2 0.6 0.5 0.4 0.3
Other 0.5 -0.3 -0.4 -0.3 -0.1

UK oil and gas -0.1 -0.8 -0.8 -1.1 -1.0
Oil and gas prices -0.3 -1.1 -1.1 -1.4 -1.3
Production and expenditure 0.2 0.2 0.3 0.3 0.3
Property markets 0.0 0.3 0.5 0.8 1.0

Market-derived assumptions -0.1 -0.6 -1.3 -1.8 -2.0
Oil prices 0.2 0.0 -0.2 -0.3 -0.3
Equity prices 0.1 0.8 1.1 1.2 1.3
Interest rates -0.4 -1.4 -2.2 -2.7 -3.0
Exchange rates 0.0 -0.1 0.0 0.0 0.0

Prices -0.2 -0.2 -0.2 -0.1 0.0

Other economic determinants -0.1 0.6 0.8 1.1 1.1

Other assumptions 4.5 1.3 0.9 0.3 0.7
PAYEIT andNICsoutturnandmodelling 2.3 1.4 2.3 3.3 4.6
SAIT and CGT outturn and modelling -0.9 -0.7 -0.1 -0.4 -0.6
Onshore CT outturn and modelling 0.5 0.3 -0.5 -0.4 -0.5
VAT outturn and modelling 0.0 -0.3 -0.4 -0.3 -0.2
Excise duty outturn and modelling -1.4 -1.8 -2.0 -2.2 -2.4
Capacity markets 1.7 1.1 0.9 0.5 0.7
Fees and fines judgements 0.8 0.3 0.9 0.4 0.1
RBS dividends 0.9 0.3 0.0 0.0 0.1
Other factors 0.5 0.8 -0.3 -0.6 -1.2

Effect of Government decisions
Total 1.3 6.4 13.6 19.5 18.6 17.4
of which:

Scorecard measures 1.0 1.4 3.8 7.1 7.6 7.5

Non-scorecard measures 0.0 0.6 0.9 0.9 1.0 1.0

Indirect effects of Government decisions 0.3 4.5 9.0 11.5 10.0 8.8

of which:

Tax and spending measures 0.3 4.5 8.9 11.5 10.1 8.9
Raising the National Living Wage 0.0 0.0 0.3 0.7 1.0 1.4
New migration regime 0.0 0.0 -0.3 -0.7 -1.1 -1.5
Memo: March 2020 pre-measures forecast 838.0 866.5 897.1 929.7 966.0 1,004.9
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Tax-by-tax analysis
Income tax and NICs (excluding self-assessment)

3.29  Receiptsofincome taxand NICs paid viathe PAYE system, plus othernon-SAreceipts, are
expected to exceed our March 2019 forecast by £3.3 billion in 2019-20. Around £3 billion
of thisupwardrevisionis from higher PAYE receipts on employee salaries, thanks largely to
stronger-than expected employmentand earnings growth, plus higher-than-expected
receipts from pension flexibility withdrawals (which continue to surprise on the upside).

3.30  With bonuses in both the financial and non-financial sectors concentrated in the final
months of the financial year, receipts for 2019-20 as a whole remain uncertain. Based on
the contrastingstrengthinreceiptsfromthese sectorsinthe yeartodate,and other
indicators, we have assumed that financial sector bonuses willbe flat on ayear earlier,
while those in the business services sector are expected torise significantly.

3.31  Thesubstantialrisesin the personal allowance to £12,500 and the higher rate threshold to
£50,000in 2019-20 have subdued growth in PAYE income tax but boosted NICs receipts.
Thiswillreversein 2020-21 asthese thresholds are frozenin cashterms. The Budgetraises
the primary NICs threshold to £9,500 from April 2020, further reducing growthin NICs
receiptsin2020-21.Buthelpedbyfasterearnings growthin 2020, we expectgrowthin
non-SAincome taxand NICs to pick up from 3.4 percentin 2019-20to 4.9 percentin
2020-21, despite the £2.1 billion cost of raising the NICs threshold.

3.32  We haverevised up receipts relative to our March 2019 forecast across all years:

o Ourpre-measuresforecastishigherinallyearsandby amountsrising from 2020-21
onwards, within-year strength and various modelling changes—forexample better
capturing growth inincome tax on occupational pensions schemes — the main factors.

e Thedirecteffect of Budget measures takes nearly £3 billion a year off receipts from
2020-21 onwards. This primarily reflects the more generous NICs threshold and NICs
employment allowance, plus giveaways in respect of the disguised remuneration loan
charge and the pensions annual allowance taper.

e Thetemporary boostto economic activity from the Budget package is the largest
source of upward revision. In terms of real GDP, this boost is cyclical, so fades by the
end of the period. Butin terms of nominal GDP, and therefore wages and salaries, it
persists as pricesremain higherthan they would otherwise have been. As aresult, the
effect onincome taxreceipts peaksin 2022-23 at £6.4 billion, but only falls back to
£4.9 billion in 2024-25 despite the cyclical boost to the GDP having faded by then.

o Smaller effects come from the new migrationregime, which lowersreceipts by

amountsrisingto £1.5billionin 2024-25, and the higher National Living Wage,
which raises them by £1.4 billion by the same point.
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Table 3.6: Key changes to non-SA income tax and NICs forecasts since March 2019

£ billion
Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
March 2019 forecast 305.0 322.2 334.8 347.6 361.4
March 2020 forecast 308.4 323.4 338.5 354.2 367.9 383.2
Change 3.3 1.2 3.7 6.5 6.5
Underlying forecast changes
Total 3.3 1.5 1.3 2.8 3.9
of which:
Economic determinants 0.6 0.2 -0.4 0.2 -0.1
Average earnings -0.7 -0.7 -1.7 -1.8 -2.9
Employee numbers 1.3 0.6 0.3 0.8 1.4
Inflation 0.0 0.4 1.0 1.3 1.6
Other economic determinants 0.0 -0.2 -0.1 -0.1 -0.2
Other
Recostings 0.4 -0.2 0.0 0.0 -0.2
Other income tax and NICs streams 0.4 -0.1 -0.5 -0.7 -0.6
Outturn receipts and modelling 1.9 1.6 2.2 3.4 4.8
Effect of Government decisions
Total 0.0 -0.3 2.4 3.7 2.6 2.1
of which:
Scorecard and non-scorecard measures 0.0 -2.9 -2.6 -2.7 -2.7 -2.8
Indirect effects 0.0 2.6 5.0 6.4 5.3 4.9

Self-assessment (SA) income tax

3.33  Self-assessment (SA) income taxreceipts in 2019-20 were £1.8 billion below our March
2019 forecast.Thisreflectslower2018-192liabilities (inpartbecause 2017-18liabilities
were revised down in last summer’s HMRC Trust Statement) and a weak initial 2019-20
paymentonaccount (POA) in January 2020. Preliminary analysis of SAincome streams
showed the strongest growthwasindividendincome, consistent with the effectfrom
reducing the dividend allowance from £5,000 to£2,000.

3.34  Many taxpayers pay SAincome tax through the POA mechanism. For 2019-20 liabilities,
the first POA was due in January 2020, the second is due in July 2020 and the balancing
paymentwillbe madein January 2021.So cashreceived on liabilities for a particular year
are spread across two.The weakinitial POAin January 2020 means a higherlevel of
subsequentpaymentsin 2020-21 fora given amount ofliabilities. This timing effectwill
boostSAreceiptsin2020-21.Receiptsin 2020-21 should alsobe buoyed by the 3.5 per
centgrowthinself-employmentthatwe expectin2019-20, givenitsrecentstrength.

3.35 ComparedwithMarch2019, much of the weaknessinSAreceiptsin2019-20 pushes
through the forecast. The effect from higher self-employment income relative to our March
2019 forecastis more than offset by the effect of the lower interest rates for tax on savings
income (muchofwhichisnow paidthroughSA).Theboosttothe economy fromthe Budget
packageraises self-employment and, we assume, short-terminterestratesrelative to our
pre-measures forecast. Overall, thisraises SAreceipts by £0.7 billion ayear by 2024-25.
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3.36

Budget measuresraise SAreceipts by around £1 billion ayearby the end of the forecast. By
not cutting the corporation tax rate in April 2020, the incentive to incorporate has been
reduced relative to what was assumed in our pre-measures forecast (boosting SA income tax
at the expense of corporation tax). And the restriction on entfrepreneur’s relief will mean that
forthose individuals who can substitute betweenincome and capital gains, there willbe a
greaterincentive to take earnings as income rather than capital gains.

Table 3.7: Key changes to the SA income tax forecast since March 2019

£ billion
Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
March 2019 forecast 34.0 35.6 36.5 38.3 40.3
March 2020 forecast 32.3 34.3 35.9 37.2 38.9 40.5
Change -1.8 -1.3 -0.6 -1.0 -1.4
Underlying forecast changes
Total -1.8 -1.5 -1.6 -2.5 -3.0
of which:
Self employment income 0.3 0.6 0.6 0.6 0.6
Dividend income 0.0 0.2 0.0 0.0 0.0
Savings income -0.1 -0.3 -0.7 -1.0 -1.1
Other economic determinants -0.1 -0.2 -0.1 -0.2 -0.3
Other modelling and receipts changes -1.9 -1.8 -1.4 -1.9 -2.2
Effect of Government decisions
Total 0.0 0.2 1.0 1.5 1.7 1.6
of which:
Scorecard and non-scorecard measures 0.0 0.1 0.6 0.9 1.0 0.9
Indirect effects 0.0 0.1 0.4 0.6 0.6 0.7
VAT
3.37  Wehaverevisedup ourpre-measuresforecastforVATreceiptsin2019-20by £0.1 billion,

3.38

butrevised it down from 2020-21 onwards. In 2019-20, the negative effect of weaker-than-
expectedhouseholdspendinghasbeen offsetbyotherfactors, notably a£0.6billion
payment by HS2 (which was fiscally neutral because HS2 was compensated by central
government, andhasnow beenaddedto thelist of entities thatreceive VATrefunds). From
2020-21 onwards, Table 3.8 shows the key drivers of our underlying forecast changes are:

o Weakerhousehold spending growthinourpre-measuresforecast, whichinturn
reflects weaker growthin productivity and realhousehold incomes.

o Amore VAT-richcomposition of overallhousehold spending provides a partial offset,
aswe have assumed flat rather than declining share of durablesis total spending,
whichmeansahighershare of spending payingthe 20percentstandardrate.

New VAT rules allowing postponed accounting formostimport VAT from January 2021
materially affect the profile of cash receiptsin 2020-21 and 2021-22, but as they do not
affectwhentheunderlying VATliability wasincurred we have assumed thatthey willnot
affect accrued VAT receipfs.
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3.39  Downward revisions to our pre-measures forecast are partly offset by the effect of Budget
policy announcements — particularly over the next couple of years:

o The direct effect of Budget measures raise VAT receipts modestly thanks to several
relatively small measures that have largely offsetting effects.

e Theindirect effects of Government decisions have more material effects, adding £0.7
billion a year on average, increasing until 2022-23 and then diminishing thereafter.
Higherpublic spending addsto VATreceiptsin allyears, since departments pay VAT
onthe goodsandservicesthey procure. NLWrisesadd very modestly to VATreceipfts
viatheireffectsonhouseholdincomes.But the tightermigrationregimereduces VAT
receipts by modest but rising amounts.

Table 3.8: Key changes to the VAT forecast since March 2019

£ billion
Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
March 2019 forecast 136.6 141.5 146.3 150.9 155.6
March 2020 forecast 136.6 140.6 145.9 151.0 155.8 160.7
Change 0.0 -0.9 -0.4 0.1 0.3
Underlying forecast changes
Total 0.1 -1.3 -1.4 -1.1 -0.7
of which:
Household spending -0.7 -1.8 -2.3 -2.7 -2.9
Standardrated share 0.2 0.7 1.1 1.6 2.0
Othereconomic determinants 0.6 0.1 0.1 0.3 0.5
Outturn receipts and modelling 0.0 -0.3 -0.4 -0.3 -0.2
Effect of Government decisions
Total 0.1 0.4 1.0 1.2 0.9 0.4
of which:
Scorecard andnon-scoreard measures -0.1 0.0 0.0 0.1 0.2 0.1
Indirecteffects 0.0 0.4 1.0 1.1 0.7 0.3
Memo: VATgap (percent) 7.4 7.4 7.3 7.3 7.3 7.3

3.40 The'implied VATgap'showninTable 3.8is the difference between atheoreticaltotaland
actualVATreceipfs.Itisadjusted fortiming factors where they canbe estimated. Changes
in this estimate may reflect real-world changes in non-compliance or measurement errors in
estimating the theoreticaltotal. We haverevised down the implied VATgapin every year
relative fo our March forecast, reflecting the latest data and severalmodelling changes.

Onshore corporation tax

3.41 InitsSeptember2019 Public sectorfinancesrelease, the ONSrevised accrued corporation
tax receipts down significantly, in large part due to correcting the recording of company tax
credits, whichhad previously been double-counted. InDecember 2019 werestated our
March 2019 onshore corporationtaxforecasttobe consistentwiththese changes.
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3.42

3.43

Relative to thatrestated forecast we have revisedreceipts up by around £5 billion ayear
from 2020-21 onwards, which is more than explained by the effect of Budget measures.
Thislargestyield comesfromthe decisionnottocutthe mainratefrom19to 17 percent
this April, whichraises corporationtaxreceiptsby amountsrisingto £6.1 bilionayearin
2024-25.Increasing the generosity of the structures and buildings allowance (byraising the
mainrate from2to 3percent) hasasmalloffsetting cost.The indirect effectsof policy
decisionsraise the tax base overall, leaving receipts higher by £0.1 billion a year.

On a pre-measures basis, we revised receipts higher in 2019-20 and 2020-21, but revised
themdownbyanaverage of £0.9 billionayearthereafter. Thisreflectsseveral partly
offsetting factors:

Our pre-measures forecast for cumulative profits growth is down from 2020 onwards,
relative to last March. This reflects weaker productivity growth and our judgement that
the profit share of nationalincome will be squeezed in the near term. Thisreduces
receiptsby£0.4bilionayearby2023-24. Otherrevisionstooureconomyforecast
have small and offsetting effects onreceipts.

In following up the company tax credits error that was corrected in the data, we
identified arelated errorinthe estimatedimpact ofthe pre-measures cutin the main
rate from 19 to 17 per centin April 2020, which has been corrected. The costing had
incorrectlybeenbasedonameasure ofreceipts ‘net’ ofreducedliability taxcredits.
Thismeant that the estimated cost oftherate cutwastoo low. Correcting this (aswell
as othermore minorrevisions to the model) reduced our pre-measures forecast by
£0.6 billion in 2023-24. This partly explains why the Budget decision to cancel this cut
raises around £1 billion a year more than the Conservative manifesto suggested.

Other modelling and data changes raise receipts in the near term, but have little effect
thereafter. Cashreceiptsso farin 2019-20 have been stronger than expected, more
than explained by strengthin the life assurance sector. These firms are taxed partly on
the gains on theirinvestment holdings and so the spike inbond prices in the second
halfof2019 hasledto asharprise inreceipts. Ourforecastimplieslittle changein
bond prices nextyear, sowe assume this boost 1o 2019-20receiptsis a one-off.
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Table 3.9: Key changes to the onshore corporation tax forecast since March 2019

£ billion
Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
March 2019 forecast 56.7 56.8 58.4 61.0 63.5
Corporation tax correction -4.2 -4.3 -4.4 -4.6 -4.8
Restated March 2019 forecast 52.5 52.5 54.0 56.4 58.7
March 2020 forecast 54.0 57.2 58.9 61.4 63.6 66.0
Change 1.5 4.7 4.9 5.0 4.9
Underlying forecast changes
Total 0.6 0.1 -0.9 -0.9 -0.9
of which:
Company profits 0.1 -0.2 -0.4 -0.5 -0.4
Other economic determinants 0.0 0.0 0.0 0.0 0.0
CT rate cut recosting 0.2 -0.3 -0.6 -0.6 -0.6
Other modelling and outturn data 0.3 0.6 0.1 0.2 0.1
Effect of Government decisions
Total 0.9 4.6 5.8 6.0 5.8 5.8
of which:
Scorecard and non-scorecard measures 0.9 4.6 5.6 5.7 5.7 5.8
Indirect effects 0.0 0.1 0.2 0.3 0.1 0.0
3.44  Wehaverevised downbanksurchargereceiptsby £0.4 billion ayearrelative tolast March,

3.45

3.46

afallofaround 20 percent.Thisreflects particularly weakreceipts during 2019, in part
reflectingthe weak profit performance ofseveralbankslastyear. We assume thatfinancial
company profit growth willbe subdued over the forecast period. In part thisreflects the
implications of the UK's exit from the EU, although we make no specific assumptions about
thelossof passportingrights orfutureregulatory divergence betweenthe UKand EU.

Oil and gas revenues

Between 2020-21 and 2023-24, we have halved our forecast for oil and gasrevenues - a
downwardrevision of £0.9 billion a year on average. Thisis more than explained by much
lower oiland gas prices, with our forecast conditioned on prices that are respectively 12
and 34 percentlowerinlevelsterms by 2023-24 thanin ourMarch 2019 forecast. Partly
offsetting that, we have revised up oil production across the forecast, following stronger-
than-expected productionin 2018 and 2019. (Oil prices fellmaterially between us closing
ourpre-measuresforecastand completing thisEFO, reflectingconcernsabouthow
coronavirus willaffect globaldemand. For example, dollar oil prices on 6 March were 17.8
percentlowerthanthe 10-day average to 11 February usedinthisforecast. Mechanically,
that would lower our receipts forecast by £0.6 billion a year.)

Property transaction taxes

We have revised up our forecast for property fransactions taxes since March 2019 by £0.4
billion ayearon average. Thisis primarily due to higher stamp duty land tax (SDLT) in
England and NorthernlIreland, butwe have alsorevised upreceipts fromland and
buildingstransactiontax (LBTT) inScotland andland fransactiontax (LTT) in Wales. Our
LBTTand LTTforecasts are detailedinourDevolvedtaxandspendingforecasts publication.

167 Economic and fiscaloutlook



Fiscal outlook

3.47  The upward revisions to our SDLT forecast reflects:

o Pre-measures forecast revisions. We have revised up our pre-measures house price
inflation forecast, which boostsreceipts. Thisis partly offset by lower commercial
property tfransactions and the small effects of other modelling changes.

o Budgetmeasures.Theintroductionof a2 percentsurcharge fornon-UKresidents
when they buy a property in the UKis expected toraise £0.1 billion ayearon average.
Forestalling creates an uneven effect onreceiptsin 2020-21 and 2021-22.

e Theindirect effect of the Budget package on house prices boosts receipts, with the
effect peakingin 2021-22 and 2022-23 at £0.3 billion. This largely reflects the
strongerhouseholdincome growth associated with the fiscal easing.

Table 3.10: Key changes to the property transactions tax forecasts since March 2019

£ billion
Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
March 2019 forecast 12.6 13.4 14.5 15.5 16.8
March 2020 forecast 12.8 13.8 14.7 16.2 17.4 18.7
Change 0.2 0.4 0.2 0.7 0.6
Underlying forecast changes
Total 0.2 0.1 0.2 0.3 0.3
of which:
Residentialproperty determinants 0.3 0.5 0.8 1.0 1.1
Commercial property determinants -0.3 -0.4 -0.5 -0.5 -0.6
Outturn receipts and modelling 0.1 0.0 -0.1 -0.2 -0.3
Effect of Government decisions
Total 0.0 0.3 0.1 0.4 0.4 0.2
of which:
Scorecard and non-scorecard measures 0.0 0.2 -0.3 0.1 0.2 0.2
Indirect effects 0.0 0.1 0.3 0.3 0.2 0.1

Taxes on capital

3.48  Wehaverevisedup capitalgains faxreceiptsby £2.6 billion ayearon averagerelative o
March 2019. Thisreflects both a stronger pre-measures forecast and Budget measures:

e  Pre-measures forecast revisions. Outturn receipts for 2018-19 were £0.9 billion higher
than we expected, with liabilities paying the lower entrepreneurs’ relief rate explaining
almosthalfofthatsurprise (whichmeansthat thereliefitself costmore thanexpected).
Wehave alsorevised upreceipts growth from2020-21 onwards, thanks to higher
equity pricesand property prices, partly offset slightly by lower property transactions.
(Had we conditioned ourforecast on equity prices as they stood on 6 March, rather
thanthe 10-day averageto 11 February thatunderpins our pre-measuresforecast, but
holding allother aspects of our pre-measures forecast constant, CGTreceipts would
have been £3.2 billion lower in 2024-25.)
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Budget measures. Entrepreneur’srelief has beenrestricted to gains of up to £1 million
in alifetime, down from £10 million. The yield from this is highly uncertain, but is
estimated to £1.6 billion in 2024-25.

Theindirect effects of the Budget package furtherraise receipts. Thisreflects higher
house prices due to the cyclical boost to household incomes, plus the more mechanical
effect of ourequity price forecast beinglinked to nominal GDP, whichishigher.

Table 3.11: Key changes to the capital gains tax forecast since March 2019

£ billion
Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
March 2019 forecast 9.1 9.7 9.9 10.6 11.6
March 2020 forecast 10.0 11.4 12.7 14.3 15.7 17.0
Change 0.9 1.6 2.8 3.6 4.1
Underlying forecast changes
Total 0.9 1.5 1.9 2.1 2.4
of which:
Equity prices 0.0 0.6 0.9 1.0 1.1
House prices and transactions 0.0 0.1 0.1 0.2 0.2
Outturn receipts andother modelling 0.9 0.7 0.9 1.0 1.1
Effect of Government decisions
Total 0.0 0.2 0.9 1.5 1.7 1.7
of which:
Scorecard and non-scorecard measures 0.0 0.2 0.8 1.2 1.4 1.5
Indirect effects 0.0 0.0 0.1 0.3 0.3 0.2

3.49  Wehaverevised upinheritance taxreceipts by £0.2 billion a yearon average. Thislargely
reflects higher mortality assumptions, plus higher equity and house prices. This is partly
offset by the effect of new outturn data.

3.50  Wehaverevised down stamp duty onshares by £0.2 billion ayearon average, due fo
weaker-than-expectedreceiptsin2019-20 partly offset by higherequity prices.

Excise duties

3.51 Fuel duties have beenrevised down by £1.2 billion a year on average. This reflects:

A lower pre-measures forecast, thanks to a £0.7 billion downward revision o 2019-20
receiptsthatpersists overthe forecast, asmallreduction due tolower RPlinflation, and
a £0.8 billion reduction as a result of faster improvements in fuel efficiency than we
assumed last March (part of which reflects new emission fines discussed in Box 3.1).

Budget measures include the now familiar one-year freeze in the main rate of fuel
duty, which reduces receipts by £0.5 to £0.6 billion a year from 2020-21 onwards. But
thisis more than offset byrestricting eligibility to use ‘red diesel’, whichraises £1.8
billion ayearfrom 2022-23 onwards by requiring more fuel users to pay the higher
main rate.
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3.52  Wehaverevised down alcohol duties by £1.0 billion ayear on average. This mostly reflects
lower-than-expected receipts so far this year, which we assume will persist over the forecast.
Lower RPIlinflation and consumer expenditure also lowerreceipts, while the latest alcohol
duty freeze announced in this Budget costs £0.3 billion a year on average.

3.53  Wehaverevised tobacco duties down by £0.2 billion ayear on average relative to our
March forecast. We have revised down receipts in 2019-20 by £0.4 billion due to lower-
than-expected clearances. We think part of the shortfallin 2019-20is due to uncertainty
about the timing of duty uprating generated by the cancelled Autumn Budget, so we have
assumed only half the shortfall will persist over the forecast.

3.54  Theearly GeneralElection meant that the existing RPI duty uprating did not go ahead and
the 2percentduty escalatorexpired (asitwasonlyinplace untilthe end of the Parliament).
The RPIduty upratingisnow set to take place on Budget day and the 2 per cent escalator
has been reinstated for this Parliament.

Business rates

3.55  Businessrates are calculated by multiplying the rateable value of non-domestic property by
the ‘multiplier’, which is uprated with CPlinflation, minus any reliefs. The main change since
ourMarch 2019 forecastisthe Budget announcement that the retaildiscount for properties
witharateable valueunder£51,000willbe increased from 33to 50 percent for2020-21.
Raisingthe generosity of theretail discount costs £250 millionin 2020-21, bringing the full
costofthe discounttoaround £750 million. Withno announced policy thereafter, we
assume there is no retail discount from 2021-22 onwards.

3.56  Onapre-measuresbasis, businessratesarelittle changedfromMarch2019. Lower CPI
inflation pushes down the multiplierreducingreceipts by around £0.3billionayearby
2023-24.This is offset by provisional information from local authorities on expected yield in
2020-21, adding around £0.5 billion a year to receipts from 2020-21 onwards.

Ofther taxes

3.57  Vehicle excise duty (VED) receipts are expected to be higher over the first half of the forecast,
mostly due to stronger-than-expectedreceiptsin 2019-20 that we assume will persist. From
2021-22 onwards we haverevisedreceipts down due to modelling changesin ournew car
salesforecast and fasterimprovementsin new car efficiency thanks to new CO, emissions
targets and associated fines that are described in Box 3.1.

3.58  Wehaverevised up VAT refunds by £1.4 billion a year on average. This is mostly driven by
higher government procurement and investment reflecting the large rise in public spending
announced in the Budget. Adding HS2 to the entities that can claim VAT refunds has added
£0.3 billion a year on average to the forecast.

3.59  Wehaverevised upinsurance premium tax (IPT) by £0.5 billion on average since March
2019.Receiptssofarthisyearhave beenunexpectedlystrongandsowehaverevisedup
ourgrowthassumptionoverthe forecastaswellasassuming ahigherstarting point.
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3.60  The UK-issued allowances under the EU emissions trading scheme (EU ETS) restarted on 4
March 2020, following the rafification of the Withdrawal Agreement.” The total allowances
included in the auction calendar amount to the combined volumes to be auctioned by the
UKforthe calendaryears2019 and 2020. Changesinreceipts mostlyreflectthe new
published auction schedule. We have assumed that this spike in cash receipts is spread out
over 2019 and 2020, approximating the ONS accruals freatment in the public finances.

3.61  During the transition period the UK continues to have access to EU ETS, but the status of the
UK'smembership thereafterremains uncertain. The Treasury told us that “the UK will
implement a system of carbon pricing of at least the same effectiveness and scope as the EU
Emissions Trading System (EUETS). A consultation by the UK Government and the devolved
administrationssetsoutthe preferred optionto establisha UKETS andlinkitto the EUETS
or, if thiscannot be achieved, implement astandalone UK ETS ora Carbon Emissions Tax.”

3.62 Inthe absence of further policy detail this forecast has been prepared as though the UK
remained a member of the EU ETS, that allowances beyond 2021 willbroadly match the
pre-Brexit planned auction schedule, and that receipts will reflect current futures prices for
carbonallowances. We willrevisit thisinthe autumnin the light of any firmerpolicy.

3.63 BBClicencefeereceiptshavebeenrevisedupby£0.2bilionayearonaverage.Thisis
more than accounted for by the BBC's decision to means-test free TV licences for those over
the age of 75 by limiting them to people inreceipt of pension credit. We discussed thisin
Box 5.1 of our2019 Fiscalrisksreport. The inducedrise in spending on pension credit is
includedinourwelfare spending forecast. We assume the BBC spends the higherreceipts.

3.64  Ourforecast for council taxis up by £0.4 billion a year on average over the forecast period,
reflecting the Government's decision to increase the amount by which local authorities can
increase council fax rates without a referendum. Our forecast for local authority income and
spending is set out in the spending sectionbelow.

3.65  Customs duties comprise the maijority of ‘traditional own resources’ or TOR-based
contributions to the EU until the end of the transition period in December 2020. Until now
our post-referendum forecasts have continued to tfreat them as though they are collected on
behalf of the EU-equivalentin fiscalterms to assuming they are spentonce they become
UKreceiptsand consistentwith ourapproach tothe EU contributionsin ourspending
forecast.We have switchedto presentingthemonagrossbasisinthisforecast. Asthe
Governmentis consulting onits new post-Brexit tariff schedule, we have notincorporated
any proposed changes in this forecast, and have assumed that the present schedule persists
beyond January 2021. Once sufficient detail about the new schedule is available, we will
incorporateitintoourforecastandshowwhatit costsoryieldsrelative fo the present
system. We have revised down customs dutiesreceipts by £0.2 billion a yearon average.

?|CE, Emissions Auction 2020 Calendar.
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3.66

3.67

3.68

Environmental levies include levy-funded spending policies such as the renewables
obligation (RO), contracts for difference (CfD) and the capacity markets scheme. We also
includereceiptsfromthe ‘CRC energy efficiency scheme’ untilits abolition afterthe 2018-
19 compliance year (withfinalreceiptsscoredin2019-20). The Budget announcement of a
green gas levy boosts environmental levies by £95 million in 2024-25.

The capacity markets scheme (which focuses on the security of electricity supply) has
resumed following the lifting of the suspension of the scheme in October2019.1thad been
suspended following a European Court of Justice ruling that removed its state aid approval.
Given the uncertainty over the timing of the resumption, our March 2019 forecast had set
post-suspension capacity marketstaxandspendtozero.The £1.7 billionfromthe capacity
markets schemein 2019-20 mainly reflects deferred payments from the suspension period.
Thereafter, the tax and spend from the scheme reflects auctions held to date and an
assumption thatfuture auctionswillclearatanaverage of historical clearing prices. Given
its treatment in the public finances, this scheme is neutral for borrowing.

Other receipts

We haverevised up finesand penalties from the Serious Fraud Office (SFO), Financial
Conduct Authority (FCA) and the Prudential Regulation Authority (PRA) in 2019-20 by £0.8
billion, thankstothe €1.0billionSFO fine paid by Airbus SE. We have assumed thatfines of
this size willnot be repeated in future years, so our forecast reverts to levels more consistent
with thoserecordedinrecent years priorto 2019-20. In future years, we have incorporated
an estimate of new car emissions fines (discussed in Box 3.1).

Box 3.1: New car emission fines

In April2019, the European Parliament and Council adopted new regulations to setmandatory
emissionstargetsfornew cars.These targets are beingphasedinfrom 2020 and applyin full
from2021.TheysetanEU-widefleetemissionstarget of 95 gramsof CO, perkilometre fornew
cars. In broad terms, each manufacturer faces a fine of €95 per new carregistered foreach
gram deviation above this target (on a fleet-wide average basis). Each manufacturer will face a
separate weight-adjusted target and ‘super credits’ will be issued between 2020 and 2022 for
zero and very low emission cars.

We asked the Government whetherit willcontinue to levy these fines from 1 January 2021, after
the Brexit transition period ends, as thiswouldrepresent anew source ofincome forthe
Exchequer.lttold usthat “all of the provisions of the CO,regulatory regime asit stands,
including thoserelating to the targets andfinesfornon-compliance” fransferredinto UK law on
31 January 2020 under the terms of the EU Withdrawal Act. It also told us that the Government
hascommittedto “pursue afuture approach thatisatleast asambitious asthe current
arrangements for vehicle emissionsregulation” viaits ‘Road to Zero' strategy.® We therefore
need to forecast the effect of these fines on the public finances.

The latest Society of Motor Manufacturers and Traders (SMMT) data the average emissions of
new carsinthe UKin2019was 127.9 gramsof CO, perkilometre, around 35 percentabove
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the current EU-wide 2021 target.® On that basis, hitting that target in 2021 would require falls of
around 14percentayearin2020and 2021 -versusanaverage overthe pasttenyears ofjust
2percentayear(accordingtothe SMMT).Some policy detailshave yettobefinalised, for
example withrespect to ‘pooling’ (whereby manufacturers can group together to meet emissions
targetsjointly) and any exemptions for smallermanufacturers (which form part of the current EU
regime). We have drawn on arange of external estimates of the newregime’s effect at the EU
levelto generate ourown UK forecast for the fines. We also adjust our forecasts for fuel duty and
vehicle excise duties (VED) to be consistent with the path for new car efficiencies that results.

Several external studies have estimated the firm-level impact of these fines at an EU level, with
totals varying widely from €2 billion to €34 billion (with some studies looking at 2020 and others
at2021).¢%¢ Given the scale of the fines, we have assumed that the average emission rating of

new carsinthe UKwillhitthe targetonlytwoyearslate,in 2023, despite the marked change
requiredrelativetothe frend of the pasttenyears. Thisimpliesanaverage fallinmeasured
emissionsof around?7 percentayear.Thisgeneratesacentralestimate thatthese fineswill

raise £0.9 billionin2021-22 and diminishing amounts thereafterascarmanufacturersmeet
theirtargets.Inthe absence of further policy detail, we assume that the fines willaccrue atthe

point the emissions are reported. As Table A shows, this yield is more than offset by the indirect

cost of fasterimprovementsin fuel efficiency reducing fuel duty and VED receipfts.

Given the approach we have needed to take to estimate the finesrevenue, there is clearly
significantuncertainty around these figures. If manufacturers were able to hit the targetin 2021,
it would reduce overall receipts by around £1.5 billion in 2021-22, relative to our current
forecast (reflecting bothlower finesrevenue and lower fuel duty and VED receipts).

Table A: Impact of new car emission fines

£ billion

Forecast
2020-21 2021-22 2022-23 2023-24 2024-25
New car emissions fines 0.3 0.9 0.4 0.1 0.0
Effect on fuel duty -0.1 -0.2 -0.3 -0.4 -0.5
Effect on vehicle excise duties -0.1 -0.2 -0.3 -0.2 -0.2
Total effect on receipfts 0.1 0.5 -0.2 -0.6 -0.7

°The Road to Zero: Next steps towards cleaner road transport and delivering our Industrial Strategy, HM Government, July 2018.
5 SMMT New Car Registrations, SMMT, January 2020.

¢ Automakers sprint for electrification as large fines loom for emissions, Moody's Investor Service, April 2019.

dCO2 emissions are increasing. Car makers must act, PA Consulfing, January 2020.

e 2021 CO2 targets would generate €34 billion euros in penalty payments within Europe, JATO Dynamics, April 2019.

3.69 Interest and dividend receipfts include income from the government’s financial assets,
amongthemstudentloans and bank deposits held by the Debt Management Office and
localauthorities. It also includes dividends from the Government’s shareholding in RBS. Our
March 2019 restated forecast incorporated the change in the scoring of accrued interest on
studentloans and the inclusion ofincome from funded public sector pension schemes.
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3.70  Relative tothat March forecast, interest and dividendreceipts are up £0.5 billionin 2019-
20, but down by around £0.9 billion a year from 2021-22 onwards. This reflects:

o Higher-than-expected special dividends from RBS in 2019-20, with the Government
receiving £1.8 billion of dividends — around twice what we assumed last March. The
forecast forfuture years has been updated for the new profile of RBS share sales. RBS
dividendsdropbackovertheforecast periodreflectingthesalesandthatwe donot
assume additional special dividend payouts in the future.

o Lowerinterestrates (despite ouruse of ahigherpaththan assumed by financial
markets) take around £1.1 billion a year off receipts by 2023-24.

3.71  Accruedinterest onstudentloansis down by an average of £0.1 billion ayear. Lower
inflation and interest rates reduce accrued interest, but the cancellation of student loans
asset sales means interest on those loans will no longer be foregone.

3.72  Wehaverevisedourpublic sectorgrossoperating surplus (GOS) forecastup by anaverage
of £0.3 billionayearfrom2019-20 onwards. Thisis driven by increases to our forecast for
borrowing-financedspending bylocalauthorities, some of whichisdelivered through their
housingrevenue accounts (HRAs).Thisincreases GOSby £1.1 billionayearby 2023-24,
butisneutralforborrowing, asitalsoreduces expenditure by the same amountasan
accountingadjustment. Partially offsetting thisisa downwardrevisiontoTransport for
London (TfL) operating revenues, which we have drawn from the latest TfL business plan,
andreduce GOS by £0.8 billion by the end of the forecast period.

Public sector expenditure

Definitions and approach

3.73  Thissectionexplainsourforecastforpublic sectorexpenditure, whichisbasedonthe
National Accounts aggregates for public sector current expenditure (PSCE), public sector
grossinvestment (PSGI) and totalmanaged expenditure (TME) —the sum of PSCEand PSGI.
In our forecast, we combine these National Accounts aggregates with the two administrative
aggregates used by the Treasury to manage public spending:

o Departmental expenditure limits (DELs)'° currently account forjust under half of
spending — mostly covering spending on public services, grants and administration
(‘resource’ spending), and investment (‘capital’ spending). These are items that can be
plannedoverextended periods. Ourfiscalforecast therefore shows PSCEinresource
DEL and PSGIlin capital DEL. We typically assume (in line with past experience) that
departments willunderspend the final limits that the Treasury sets for them, so—unless
otherwise stated-whenwereferto PSCEin RDEL and PSGIin CDEL (orRDEL and
CDEL forsimplicity) we mean the net amount that we assume willactually be spent.

10urpresentation of expenditure only shows those components of RDEL, CDELand AME that are included in the fiscal aggregates of
PSCE and PSGI. Forbudgeting purposes, the Treasury also includes other components in DEL and AME such as non-cashitems and
financial transactions, which are discussed later in this chapter.
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o Annually managed expenditure (AME) accountsforjustoverhalf ofspending-items
less amenable to multi-year planning, such as social security and debt interest. Again,
our fiscal forecast shows PSCE in current AME and PSGl in capital AME.

Summary of the expenditure forecast

3.74  Table 3.12 summarises our latest forecast for public spending. TME is expected torise by
1.4 per cent of GDP between 2018-19 and 2024-25, as higher resource and capital
departmentalspending (whichrise by 1.8 and 1.2 per cent of GDPrespectively)isonly part
offset by lower AME spending (which falls by 1.6 per cent of GDP). The largest fallis the 0.6
percentof GDP dropinthe netcost of public service pensions, while debtinterest, welfare
spending and local authority capital spending also fall as a share of GDP.

Table 3.12: TME split between DEL and AME

Per cent of GDP
Outturn Forecast
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
TME 39.3 39.8 40.3 40.8 40.8 40.8 40.7
of which:
TME in DEL 16.0 16.9 17.8 18.5 18.7 18.9 19.0
of which:
PSCE in RDEL 13.6 14.2 14.7 15.1 15.2 15.3 15.4
PSGI in CDEL 2.3 2.7 3.1 3.4 3.5 3.6 3.6
TME in AME 23.3 22.9 22.4 22.3 22.1 21.9 21.7
of which:
Welfare spending 10.3 10.1 10.0 9.9 10.0 10.0 10.1
Debt interest, net of APF 1.7 1.7 1.5 1.6 1.5 1.5 1.4
Locally financed current expenditure 2.4 2.4 2.4 2.3 2.3 2.3 2.3
Net public service pension payments 0.6 0.3 0.2 0.1 0.1 0.0 0.0
Other PSCE in AME 6.3 6.6 6.6 6.6 6.5 6.4 6.3
PSGIlin AME 1.9 1.8 1.8 1.7 1.7 1.7 1.7

3.75 Tables3.13and 3.14 detailourlatest spending forecast and the changes since last March.
For the first time, public spending exceeds £1 trillion ayear-from 2022-23 onwards.
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Table 3.13: Total managed expenditure

£ billion
Ouftturn Forecast
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

Public sector current expenditure (PSCE)

PSCE in RDEL 295.6 3163 339.8 361.3 3759 391.8 408.6
PSCE in AME 462.7 471.4 4760 4928 505.6 518.1 532.2
of which:
Welfare spending 222.8 224.6 231.2 237.8 246.8 256.9 266.8
of which:
Inside welfare cap 119.5 119.0 1226 1243 1270 130.2 133.5
Outside welfare cap 103.3 1056 108.6 113.5 119.8 126.7 1334
Locadlly financed current expenditure 52.7 53.9 55.0 55.1 56.9 58.6 60.1

Centralgovernment debtinterest, net of APF! 37.5 38.2 34.5 37.8 37.9 37.3 36.8
Scottish Government's current expenditure 27.9 32.0 33.5 35.6 37.4 38.9 40.7

Expenditure transfers to EUinstitutions2 12.2 11.0 2.0 11.1 8.4 4.7 2.2
Assumed spendinginlieu of EU fransfers? - - - - - - -
Net public service pension payments 12.9 6.9 4.2 2.9 2.0 1.2 0.3
Company and other tax credits 6.2 6.8 7.4 7.9 8.4 8.8 9.2
BBC current expenditure 3.0 3.8 4.0 4.0 4.1 4.1 4.2
National lottery current grants 1.2 1.3 1.3 1.1 1.0 1.0 0.9
General government imputed pensions 0.2 1.3 1.3 1.3 1.3 1.3 1.3
Public corporations' debt interest 0.4 0.4 0.4 0.4 0.5 0.5 0.5
Funded public sector pensionschemes 18.7 19.5 20.5 21.4 22.4 23.5 24.6
General government depreciation 41.1 42.2 441 45.7 47.4 49.3 51.3
Current VAT refunds 16.1 16.9 17.7 18.4 19.1 19.7 20.9
Environmental levies 7.8 10.7 10.6 11.0 10.9 11.5 12.0
Other PSCE items in departmental AME? 2.2 1.6 1.2 1.4 1.5 1.5 1.6
Other National Accounts adjustments -1.0 0.3 0.1 -0.2 -0.5 -0.8 -1.2
Total public sector current expenditure 758.3 787.7 8158 854.1 881.5 909.9 940.8
Public sector gross investment (PSGI)
PSGIl in CDEL 50.8 59.9 71.2 82.2 86.6 921.5 94.8
PSGIlin AME 42.2 39.1 40.7 41.1 42.6 43.5 44.6
of which:
Locally financed capital expenditure 13.1 13.1 10.9 10.3 10.8 10.3 10.4
Public corporations' capital expenditure 9.9 11.0 11.4 11.4 11.5 11.7 11.9
Student loans 10.1 2.8 10.6 11.2 11.9 12.4 12.8
Funded public sector pension schemes 1.6 0.8 0.9 0.9 0.9 0.9 0.9
Scoftish Government's capital expenditure 3.4 4.0 4.6 5.4 5.6 5.8 6.0
Tax litigation 0.0 0.0 1.8 1.2 1.1 1.1 1.1
Other PSGI items in departmental AME3 6.8 0.8 0.8 0.8 0.8 0.7 0.6
Other National Accounts adjustments -2.7 -0.4 -0.3 0.0 0.0 0.6 0.7
Total public sector gross investment 93.0 99.1 111.9 1233 1292 1350 1394
Less public sector depreciation -48.8 499 -522 -540 -56.0 -58.1 -60.3
Public sector net investment 443 491 59.7 69.3 73.2 77.0 79.1
Total managed expenditure 851.3 886.8 927.7 977.4 1,010.7 1,044.9 1,080.2

"Includes reductions in debt interest payments due to the APF.

2From 2019-20 onwards, the expenditure transfers to EU institutions reflect the estimated cost of the financial settlement that the UK
will pay the EU after Brexit.

3Includes Network Rail current and capital expenditure in 2018-19 only.
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Table 3.14: Changes to total managed expenditure since March 2019

£ billion
Outturn Forecast
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24

Public sector current expenditure (PSCE)

PSCE in RDEL 1.5 4.1 15.2 27.0 31.2 34.9
PSCE in AME 1.3 2.7 -1.2 -1.2 -6.3 -12.8
of which:
Welfare spending -0.2 -2.7 -1.0 -2.2 -2.7 -3.6
of which:
Inside welfare cap 0.2 -2.4 -0.6 -1.7 -2.5 -3.5
Outside welfare cap -0.4 -0.3 -0.4 -0.5 -0.2 -0.1
Locadlly financed current expenditure 0.9 -0.4 1.9 -0.1 0.0 0.0
Centralgovernment debtinterest, net of APF 0.5 -2.0 -4.4 -2.5 -3.7 -5.0
Scottish Government's current expenditure 0.3 4.0 3.8 4.9 5.7 5.9
Expenditure transfers to EUinstitutions? -0.1 -1.7 -1.5 0.7 0.7 0.6
Assumed spendinginlieu of EU transfers? B - -3.0 -3.0 -5.6 9.3
Net public service pension payments 0.3 0.2 -2.2 -4.3 -5.9 -7.0
Company and other tax credits 1.1 1.6 2.2 2.7 3.0 3.2
BBC current expenditure -0.9 0.0 0.2 0.3 0.3 0.2
National lottery current grants 0.0 -0.1 0.1 -0.1 -0.2 -0.2
General government imputed pensions -0.4 0.0 0.0 0.0 0.0 0.0
Public corporations' debt interest -0.1 0.0 0.0 0.0 0.0 0.0
Funded publicsectorpensionschemes -0.1 0.0 0.0 0.0 0.0 0.0
General government depreciation 0.1 -0.1 0.1 -0.2 -0.3 -0.4
Current VAT refunds 0.1 0.7 0.8 1.1 1.2 1.3
Environmental levies -0.3 2.0 0.9 0.6 0.2 0.5
Other PSCE items in departmental AME3 0.4 0.4 0.1 0.1 0.1 0.1
Other National Accounts adjustments -0.3 0.8 0.8 0.8 0.8 0.9
Total public sector current expenditure 2.8 6.8 14.0 25.8 25.0 22.1
Public sector gross investment (PSGI)
PSGI in CDEL -04 -04 5.7 13.4 15.4 16.1
PSGIlin AME -1.6 -0.5 1.1 3.1 4.2 7.1
of which:
Locally financed capital expenditure -1.0 0.8 0.8 0.5 1.3 1.4
Public corporations' capital expenditure 0.3 1.4 1.7 1.8 1.9 1.9
Student loans 0.0 -1.4 -1.0 -0.7 -0.3 2.0
Funded public sector pension schemes 0.0 -0.1 0.0 0.0 0.0 0.0
Scofttish Government's capital expenditure 0.0 -0.2 0.1 0.5 0.6 0.7
Tax litigation 0.0 -1.3 -0.6 0.8 0.7 0.7
Other PSGl items in departmental AME3 0.8 0.2 -0.1 -0.1 -0.1 -0.1
Other National Accounts adjustments -1.7 0.1 0.1 0.3 0.2 0.5
Total public sector gross investment -2.0 -0.9 6.8 16.6 19.7 23.2
Less public sector depreciation -0.1 -0.1 -0.6 -0.5 -0.6 -0.6
Public sector net investment -2.1 -1.0 6.2 16.1 19.1 22.6
Total managed expenditure 0.8 6.0 20.8 42.4 44.7 45.3

"Includes reductions in debt interest payments due to the APF.

2 From 2019-20 onwards, the expenditure transfers to EU institutions reflect the estimated cost of the financial settlement that the UK
will pay the EU after Brexit.

®Includes Network Rail current and capital expenditure in 2018-19 only.
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3.76

3.77

3.78

Table 3.15 summarises the sources of changes to our forecast since March 2019. It
compares our latest forecast to a restated March 2019 baseline that has also been adjusted
forthe change inhow we present customs duties and the assumed post-Brexit spending
associatedwithitin our pre-measures forecast. Onthat basis, it shows thatwe haverevised
spending up by progressively larger amounts, reaching £42.1 billion in 2023-24.

Government policy decisions explain the vast majority of the upwardrevision:

o Departmentalspending envelopeshave beensetforthisyear'sSpending Review at
levels far higher than those assumed in our March 2019 forecast. Even after assumed
underspending relative to those higher totals, this raises RDEL and CDEL spendingin
2024-25 by £38.9 billion and £16.7 billion respectively. The knock-on effects of these
rises to Scottish Government AME spending are £3.9 billion and £1.8 billion.

o Theselargeincreasesin DELspendingmeanthatwe cannowremove our post-
referendum forecast assumption that direct Brexit fiscal savings would be spent on
otherdomestic priorities, since thathasnow come topass. In effect, thisfinances part
of the higher DEL spending, by amountsrising to £14.6 billionin 2024-25 (Box 3.5).

o Otherspending measures include raising the R&D tax credit mainrate from 12to 13
percent, whichraises currentspending, and cancelling plannedstudentloansales,
whichremoves the capital spending associated with selling them at a discount.

. Higher RDEL spending boosts public service pension scheme income via higher
contributions. Asmore than 10 per cent of RDEL goes on pension contributions, this
reducesthe netcostof the schemesby amountsrisingto £4.3 billionin 2024-25.

o Otherindirect effects of the Budget package include the higher debt interest spending
associatedwith higherborrowing, higherRPlinflation and higherinterestrates.

o Raisingthe NationalLiving Wage hasalargely neutral effectonwelfare.

e The new migration regime reduces welfare spending because the associated decline in
migrantsfrom the EUis concentrated among those in theincome bracket thatis most
likely to be eligible for means-tested in-worksupport.

Our pre-measures forecast revisions are small by comparison. Lower interest rates and
lowerinflationhavereducedspending materially, particularlyondebtinterest. The
combinedeffectofthese changesreducesspending by £8.8billionin2023-24.Partly
offsetting that, we have revised up growth in spending on incapacity benefits, which largely
explains the upwardrevision fo welfare spending. We have alsorevised up the expected
costofR&D taxcreditsin ourpre-measures forecast, reflecting higher outturns, and
borrowing-financed capital spending by local authorities, reflecting recent trends.
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Table 3.15: Sources of change to the spending forecast since March 2019

£ billion
Forecast
2019-20 2020-21 2021-22  2022-23 2023-24 2024-25
Restated March 2019 forecast 880.8 906.9 935.0 966.0 999.6
Customs duties forecast treatment change 0.0 0.8 3.2 3.2 3.3
Restated March 2019 with customs duties change 880.8 907.7 938.2 969.3 1,002.8
March 2020 forecast 886.8 927.7 977.4 1,010.7 1,044.9 1,080.2
Like-for-like change 6.0 20.0 39.2 41.4 42.1
Underlying forecast changes
Total forecast changes 5.3 1.2 1.6 -0.6 -2.0
of which:
Economic determinants -2.1 -4.1 -3.6 -3.6 -3.7
Inflation changes -1.9 -4.1 -3.4 -3.4 -3.3
Other -0.2 0.0 -0.2 -0.2 -0.3
Market assumptions: interest rates -0.2 -2.2 -3.2 -4.3 -5.2
Other assumptions and changes 7.6 7.5 8.3 7.4 6.9
DEL forecast changes 1.3 0.0 - - -
Otherchangestothe welfare forecast 0.2 2.8 3.0 2.9 2.5
Scottishgovernment expenditure 1.0 -0.4 -0.8 -0.8 -1.0
Net expenditure transfers to EU institutions -1.7 -0.9 -0.4 -0.8 -0.5
Net public service pension payments 0.2 -0.4 -1.0 -2.0 -2.7
Locqlly flnonceq co‘p|‘rol.expend|Tur.e and 03 03 o5 33 3.4
public corporations' capital expenditure
ther changes to central government debt 0.2 1 17 18 19
interest, net of APF
Company andother tax credits 1.6 2.2 2.5 2.6 2.8
Student loans 0.7 1.3 1.9 2.4 2.5
Environmental levies 2.0 0.9 0.6 0.2 0.5
Other -0.3 0.7 1.7 1.3 1.1
Effect of Government decisions
Total effect of Government decisions 0.7 18.7 37.6 42.0 44.0 46.5
of which:
Higher departmental spending 2.5 20.9 40.5 46.7 51.1 55.5
Use of direct Brexit fiscal savings 0.0 -4.3 -5.0 -7.1 -11.3 -14.6
Other spending measures -2.1 1.1 0.3 0.7 2.6 3.9
DEL effect on public service pensions 0.0 -1.7 -3.0 -3.5 -4.0 -4.3
Raising the National Living Wage 0.0 0.0 -0.1 -0.1 -0.1 0.0
New migration regime 0.0 0.0 0.0 -0.1 -0.3 -0.5
Other budget package indirect effects 0.3 2.8 5.0 5.5 6.0 6.4
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Spending within departmental expenditure limits

3.79

3.80

3.81

DELspendingandchangessince March2019

In this section, we use ‘RDEL spending’ and ‘CDEL spending’ toreferto PSCEin RDEL and

PSGI in CDEL. Our forecasts reflect:

Departments’ latest ‘forecast outturns’ for 2019-20 that were sent to the Treasury in
February, the local government finance settlement and this year's Supplementary
Estimates, plus our assumptions regarding any further underspending relative to them.

Departments’ plans for 2020-21 as announced in the 2019 Spending Round plus the
furtheradditionsannouncedin thisBudget,including ourassumptionsregardinglikely
underspending against these latest plans.

The Government’s Budget announcements on the total DEL envelopes for2021-22to
2023-24thatwillbe allocated atthe Spending Review later thisyear. These are
significantly higher than the provisional totals on which our March 2019 forecast was
based. Although some DELs have already been allocated to departments, most will not
be finalised until the Spending Review. DELs already allocated include the NHS RDEL
seftlement to 2023-24 and the schools RDEL settlement to 2022-23.

The Government’s latest provisional total DELs for 2024-25.

Table 3.16 shows our forecasts for RDEL and CDEL spending and overall changesrelative
to our March forecast; these changes are broken downin Table 3.17. We present plans,
underspendsandactualspendingineveryyear.Foryearscovered by actualplansorthe
envelope for this year's Spending Review, our forecasts for actual spending are generated
by subtracting underspends from the totals that have been set. For2024-25, the Treasury
hasstatedhowmuchitintendstospendintotaland we showtheimplied plansand
underspendsthatwe thinkwould be consistentwiththatlevel of actualspending.

Table 3.16 shows that:

Actualresource spending has beenrevised up in 2019-20, as aresult of the additional
fundingannouncedinthe SpendingRoundtogetherwith ourexpectationthat
departments willunderspend those new plans by less than we assumed last year. In
2020-21 actual spendingis up £15.2 billion, thanks largely to increases announced in
the 2019 Spending Round plus some further additions in the Budget. The Budget has
setlimits forthe Spending Review years that are even higher, increasing spending by
amountsrising to £34.9 billion in 2023-24 after allowance for underspends.

Actual capitalspendingislittle changedin2019-20 but £5.7 billion higherin 2020-
21, reflecting the increase announced in the Spending Round and this Budget (partially
offset by aslightly higherunderspend than we assumed last year). The Budgethas set
totalsforthe SpendingReview yearsthat are muchhigherthan the provisionalonesset
outlastyear.Thishasledustoincrease CDELspendingbetween2021-22and 2023-
24 by £15.0 billion ayear on average, despite assuming much greater underspends.
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Table 3.16: RDEL and CDEL spending and changes since March 2019

£ billion
Forecast
2019-20  2020-21  2021-22  2022-23 2023-24  2024-25

Ii\socizlwr;g?‘f#orecosf Implied, post-Spending Review

Limits! 314.7 327.1 336.8 347.1 359.3

Assumed underspend -2.5 -2.5 -2.5 -2.5 -2.5

Actual spending 312.2 324.6 334.3 344.6 356.8
March 2020 forecast

Limits? 317.6 343.0 365.2 380.0 396.0 413.0

Assumed underspend -1.3 -3.2 -3.9 -4.1 -4.3 -4.4

Actual spending 316.3 339.8 361.3 375.9 391.8 408.6
Changes

Limits’ 2.9 16.0 28.4 32.8 36.7

Assumed underspend 1.2 -0.7 -1.4 -1.6 -1.8

Actual spending 4.1 15.2 27.0 31.2 34.9
IF\>/\S<:|Cr;(|:VI1n2§1[;Ef|(_>recos’r Implied, post-Spending Review

Limits! 63.0 68.0 72.8 75.2 79.4

Assumed underspend 2.7 -2.5 -4.0 -4.0 -4.0

Actual spending 60.3 65.5 68.8 71.2 75.4
March 2020 forecast

Limits! 62.5 75.1 89.5 94.5 99.5 102.9

Assumed underspend -2.6 -3.9 -7.3 -7.8 -8.0 -8.1

Actual spending 59.9 71.2 82.2 86.6 91.5 94.8
Changes in actual spending

Limits! -0.5 7.1 16.8 19.3 20.1

Assumed underspend 0.1 -1.4 -3.3 -3.8 -4.0

Actual spending -0.4 5.7 13.4 15.4 16.1

Per cent of GDP

PSCE in RDEL (actual spending)
March 2019 forecast 14.2 14.3 14.2 14.1 14.1
March 2020 forecast 14.2 14.7 15.1 15.2 15.3 15.4
Change 0.0 0.5 0.9 1.0 1.2
PSGIlin CDEL (actual spending)
March 2019 forecast 2.7 2.9 2.9 2.9 3.0
March 2020 forecast 2.7 3.1 3.4 3.5 3.6 3.6
Change -0.1 0.2 0.5 0.6 0.6

'Inthe years covered by the Spending Review, limits reflect the Departmental spending allocations agreed with HM Treasury at the
latestSpendingReview, adjustedforpolicy changesandclassification changessince. Inyearsbeyondthe SpendingReview this
reflects the implied limits consistent with what HM Treasury intends to spend and our view on underspends.

3.82  Table 3.17 details the sources of revisions to our forecast since March 2019, breaking them
downbetweenourunderlyingforecastjudgements (whichrelate primarily to2019-20) and
the effects of the Government’s decisions (which are large in most years).

3.83 In2019-20wehavereducedthe amountbywhichwe expectRDEL planstobeunderspent
by £1.2 billion (thereby increasing actual spending). Thisreflects the final spending plans
set at Supplementary Estimates, which reallocated some underspending, the latest in-year
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evidence available to the Treasury, and past experience of how departments’ own spending
forecasts tend to evolve in the final months of the year. We have also nudged down our
estimate of CDEL underspending in 2019-20 by £0.1 billion on a pre-measures basis.

3.84  From2020-21 onwards, the Government has announced significantincreasesin RDELand
CDEL limits rising to £40.8 billion and £20.8 billion in 2024-25 respectively. The
consequences for actual spending are tempered by our assumption that underspending
relative to these materially higher limits will also be greater. Since detailed plans have not
yetbeensetout, we have simply assumed that afraction of the planned higher spending
willbe left unspent. For RDEL, we have assumed that 5 per cent of the additional funding is
not spent, taking overall underspends between 2021-22 and 2024-25 from 0.7 to 1.0 per
centbetweenthe pre-andpost-measuresforecasts. For CDEL, we have assumed amuch
larger 20 per cent of the additionalfundingineach yearisnot spent, taking overall
underspendsfrom4.7to7.5percentonaverage. Thisreflects past experience of attempts
to ramp up capital spending sharply, as discussed in Box 3.2.

Table 3.17: Sources of changes to DELs since March 2019

£ billion
Forecast
2019-20 2020-21 2021-22  2022-23  2023-24  2024-25
PSCE in RDEL
March 2019 forecast 312.2 324.6 334.3 344.6 356.8
March 2020 forecast! 316.3 339.8 361.3 375.9 391.8 408.6
Change 4.1 15.2 27.0 31.2 34.9
of which:
Forecast changes 1.2
Assumed underspend 1.2
Effect of UK Govemment 2.9 15.2 27.0 31.2 34.9 38.9
decisions!
Scorecard measures 2.5 14.9 27.2 31.9 35.6 38.6
Non-scorecard measures 0.4 1.0 1.2 0.9 1.2 2.2
Assumed underspend 0.0 -0.7 -1.4 -1.6 -1.8 -1.9
PSGIin CDEL
March 2019 forecast 60.3 65.5 68.8 71.2 75.4
March 2020 forecast! 59.9 71.2 82.2 86.6 91.5 94.8
Change -0.4 5.7 13.4 15.4 16.1
of which:
Forecast changes 0.1 0.0
Assumed underspend 0.1 0.0
Fffect of UK Govemment 0.5 5.7 13.4 15.4 16.1 16.7
decisions!
Scorecard measures 0.0 7.0 16.7 19.2 20.0 20.7
Non-scorecard measures -0.5 0.1 0.1 0.1 0.1 0.1
Assumed underspend 0.0 -1.4 -3.3 -3.8 -4.0 -4.1

'The change in 2024-25 is relative to a baseline that assumes DEL would otherwise have remained constant as a share of GDP.
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Box 3.2: Capital spending plans: how much will actually be spent?

When presented with DEL limits for capitalspendingin a Budget orotherfiscalstatement, we
needtodecide whatthattheyimply forthe actuallevelof spending andthe budget deficit.
History shows that departmental capital budgets are almost always underspent, so in our
forecasts we always assume some degree of underspending in each year.

Moreimportantly forthe judgement thatwe have to make in this particular forecast, history also
shows that ramping capital spending up quickly is particularly difficult, implying larger
underspends than when spending limits evolve relatively smoothly. This was true in the pre-crisis
decadeunderthe Labour Government, when capitalspending growth fellshort of plansinmost
Spending Reviews (Chart A). Actual capitalspending did exceed the plans set outin the 2007
Comprehensive Spending Review and 2015 Spending Review, butin both cases thiswasdue to
subsequent deliberate policy decisions to loosen fiscal policy. The cuts to capital spending set out
inthe 2010Spending Review were also partly reversed by subsequent policy decisions.

Chart A: Capital spending plans versus outturn at successive Spending Reviews
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m Government plans
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+ Actual outturn
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OBR forecast
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Percentage change over Spending Review period

CSR 1998 SR 2000 SR 2002 SR2004  CSR2007  SR2010 SR 2013 SR 2015 Budget 2020

Note: Capitalspendingis defined as public sector gross investment. Outturnistaken from the March/April forecast ofthe following
financial year fo minimise the impact of classification changes.
Source: OBR

Giventhefrequentchangesmadetothe composition of Capital DELsand the lack of sufficient
long-runhistoricaloutturnseries, we have calibrated ourunderspend assumptions bylooking at
differencesbetweenforecastand outturn forpublic sector grossinvestmentin the period from
199810 2007, when the Labour Government was seeking o raise public investment as a share
of GDP.We have employed the same methodology used by the Institute for Fiscal Studiesinits
recentstudy of public spending control,® taking ‘outturn’ from Budgets ayear afterthe yearin
question, so that they are less affected by subsequent classification changes.

AsTable B shows, outturn spending fell short of plans at the one-, two- and three-year horizons
inevery forecastduring this period. The average percentage erroragainst planswas around 10
percentateach of these horizons. This period followed sustained falls in publicinvestment as a
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share of GDP, sothe plannedincreasesrequired asignificant change of direction. That contrasts
with the increases announced in this Budget, which come on top of an already rising frend. On
thisbasis, we have assumed thatunderspending against the new totals will be somewhatlower
thanimplied by the pre-crisis Labouryears. Specifically, we have assumed that 20 percentofthe
addition to plans relative to the pre-measures forecast will be underspent, whichimplies that
around 8 per cent of total CDEL plans will go unspent each year.

Table B: Outturn versus plans for capital spending:1998-99 to 2006-07

In-year 1 year ahead 2 years ahead 3 years ahead

Number of forecasts 22 22 20 12
of which:
Spending fell short of forecast 19 22 20 12
Spending exceeded forecast 3 0 0 0
Average percentage error -7 -10 -11 -8

“The planning and control of UK public expenditure, 1993-2015, Crawford, Johnson and Zaranko, July 2018.

The fall and rise of DEL spending since 2010-11

3.85 DELspendingrelatestoEngland, Wales and Northernlreland, with the Treasury now
managing equivalent Scottish spending via AME. Despite this, it coverslargely the same
activitiesandissetinlargely the same way-withlarge increasesannouncedinthe Budget
reflecting the large increasesin RDEL and CDEL. In this section we look atboth combined.

3.86  Chart3.2showsthe striking turnaroundinthe path ofresource spending by central
governmentdepartmentsacrossthe UKsetoutinthisBudget. Viewedinterms ofreal
spending per person, the eight years of cuts from 2010-11 are entirely reversed by 2024-
25, withalmosthalfreversedjust thisyearandnext. Theincreasedresource spending
announcedinthisBudget,inlastyear'sSpending Round andin the NHS settlement of June
2018, continue the change inthe spending tide that started in the Summer Budget of July
2015, when the newly elected Conservative Government moderated the sharp cuts in RDEL
spending previously pencilledinto the March 2015 pre-election Budget. But, viewed asa
share of GDP, only around a third of the cuts willhave beenreversed by 2024-25.
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Chart 3.2: Change in RDEL spending since 2010-11
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Source: OBR

3.87  Chart3.3showsthesame spending pathsfordepartmental capitalspending.The profile
differs from that of resource spending, in that the sharp cutsimplemented in the first two
years of the Coalition Government (that had been a feature of the previous Labour
Government’'s March 2010 Budget plans) were already being slowly reversed over the
subsequentsix years. By 2020-21 they willhave been more thanreversed, thanks largely to
increases announced in the 2016 Autumn Statement. The additional increases announced
in this Budget would, given our underspend assumptions, leave real CDEL spending per
personin 2024-25 around 35 per cent higherthanitwasin2010-11 and more than 50
percenthigherthanthelowitreachedin2012-13. As ashare of GDP, CDEL spending
remained belowits2010-11levelinourlast forecast, but nowrises above itin 2021-22.
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Chart 3.3: Change in CDEL spending since 2010-11
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Box 3.3: International comparisons of government investment

Measured on an internationally comparable basis,® the capital spending increases announced in
this Budget will take government investment from 2.5 per cent of GDP in 2017 to 3.1 per cent of
GDPin 2024. But how does that compare with other advanced economies?

Chart B shows the UK's relative position among 30 OECD countries over the decade to 2017.°
Acrossthe whole period, the UK was consistently positioned within the bottom quarterin terms of
governmentinvestment as ashare of GDP —more specifically, it was ranked between 23° and

27™out of 30 countries in every year.

UK government investment was a little higher as a share of

GDP in 2017 than in 2007, having first risen during the crisis then fallen back. The large
increase overthe nextfive yearswilltakeittoaroundthe present OECD median. Butit willstill
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fallwellshort oflevelsin countrieswhose governmentsinvested most overthe past decade-in
SouthKorea, Estoniaand Latviainvestment averaged around 5 percentof GDPayear.

Chart B: UK government investment on an internationally comparable basis
relative to other OECD countries
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2Using OECD data at the level of general government (i.e. central andlocal government in the UK, plus state governmentsin
counfries that have them) and the National Accounts metric of gross capital formation plus acquisitions less disposals of valuables.
5Qur analysis comprises 30 out of 36 OECD member countries; data on the OECD statistics website is unavailable in the required
format for Canada, Chile, Iceland, Mexico, New Zealand, andTurkey.

Annually managed expenditure

Welfare spending

3.88 Total welfare spending in our forecast refers to AME spending on social security and tax
credits. Just over half is subject to the Government’s ‘welfare cap’, which excludes the state
pension and those payments most sensitive to the economic cycle. We provide an update on
performance against the cap in Chapter 4.

3.89  Asdetailedinour2018Welfare trendsreport (WTR), much of ourworking-age welfare
spending forecast is constructed by estimating a counterfactual in which the ‘legacy’ benefits
systemcontinuesasthoughuniversalcredit (UC) did notexist, andthenaddingtoitan
estimate of the marginal cost associated withrolling UC out. This has allowed usto base the
forecastonasmuch administrative data aspossible, butit doesnot directlyreflect thereal-
world changeinspending onlegacy benefits asspending on UCrises. Forthe yearin
progress, we forecast on an ‘actual cost’ basis, since the counterfactual and marginal effects
cannotbe observedin the monthly flow of administrative data. This approach generates
several problems that add uncertainty to ourforecasts, butis unavoidable at present. As
soonasis practical, we willswitchto forecasting UC onanactualcostbasisinallyears.
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3.90

Table 3.18 shows our latest welfare spending forecasts splitinto broad recipient groups.' It
includes the disability benefits spending in Scotland that has been devolved and willin
future be subsumed within the Scottish Government’s overall AME budget. It shows that
welfare spendingisforecasttoincrease by 19 percentin cashtermsbetween 2019-20 and
2024-25, but toremain flat as a share of GDP. Spending within the welfare cap is expected
tofallrelative to GDP, while spending outside the cap—-whichisdominated by state
pensions—is projected torise as ashare of GDP from 2020-21 onwards as the ageing
populationraises state pensions spending during a period in which there are no offsetting
downward pressures from increases in the State Pension age.

Table 3.18: Total welfare spending

£ billion
Forecast
Outturn Welfare cap period
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

Pensioner spending! 109.7 111.7 1147 119.0 124.5 130.6 136.9
UC and legacy equivalents? 63.5 64.0 66.5 67.2 68.7 70.6 71.9
Disability benefits3 24.4 25.9 26.9 28.2 29.5 31.0 32.2
Child benefit 11.6 11.5 11.6 11.8 12.0 12.1 12.2
Other spending* 13.7 14.3 14.7 15.3 16.0 16.7 17.5
Effect of government decisions 0.0 0.0 -0.2 -0.5 -0.7 -1.3 -1.0
Budget 2020 welfare devolution 0.0 -2.7 -2.8 -2.9 -3.0 -3.2 -3.3
Indirecteffectofgovernmentdecisions 0.0 0.0 -0.2 -0.4 -0.1 0.3 0.5
Total welfare spending® 222.8 2246 231.2 237.8 246.8 2569  266.8
of which:

Inside welfare cap 119.5 119.0 122.6 124.3 127.0 130.2 133.5

Outside welfare cap 103.3 105.6 108.6 113.5 119.8 126.7 133.4

Per cent of GDP

Total welfare spending?® 10.3 10.1 10.0 9.9 10.0 10.0 10.1
of which:

Inside welfare cap 5.5 5.3 5.3 5.2 5.1 5.1 5.0

Outside welfare cap 4.8 4.7 4.7 4.7 4.8 4.9 5.0

'Pensionerspendingincludespensioner housing benefit, pension credit, state pension expenditure andwinterfuel payments.
2C andlegacy equivalentsincludes personal tax credits, housingbenefit (excluding pensioner part), incapacity benefits, contributory
ESA, income support and income-based and contributory jobseeker's allowance.

3Disability benefitsincludes disability living allowance, personalindependence payment, and attendance allowance. It alsoincludes
the equivalent spending that is devolved to Scotland.

4 Other spending includes all Northern Ireland social security expenditure.

5 Total welfare outturninside and outside of the welfare capin 2018-19issourced from OSCAR, consistent with PESA 2019. For 2018-
19 only, the componentsreflect departments’ own outturns, which may notbe on a consistent basisto OSCAR. For thisyearthe
components may not sum to the total for this reason.

3.91

Table 3.19 sets outthe sources of changes to welfare spending since ourMarch 2019
forecast, again abstracting from the effect of devolving Scottish disability benefits spending.
We haverevised total spending up significantly from 2020-21 onwards, mainly inrespect of
working-age benefits, butalso pension credit. Thisis offsetsomewhat by progressively
largerdownwardrevisions to spending on disability benefits and on state pensions.

""Forecasts for individual benefits are available in a supplementary table on our website.
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3.92  Onapre-measuresbasis, ourlowerinflationforecasthasled to progressively larger
downward revisions thanks to lower CPI uprating and therefore lower average awards. We
have also made somerelativelylarge, but partly offsetting, modelling changes:

o Universal credit and its legacy predecessors. Spending has been revised up by
progressively larger amounts, reaching £4.9 billionin 2023-24. Thisis almost entirely
duetoachangeinourassumptionregarding growthinincapacity benefitsand
housing benefit among people who are unable to work due to sickness or disability.
We now assume thatthe caseloadrisesinline withthe working-age population,
reflectingthe turnaround overthe pastyearofthelong-standing declineinthe
prevalence of benefitreceiptfromitsmid-2000s peak.Spending onpersonaltax
credits has also beenrevised up, partly due to lower than expected earnings growth for
taxcreditrecipientsinthe latest outturn data andincreased out-of-work caseloads.

Pensioncredit.Spendinghasbeenrevised upsignificantly, reflectingthe BBC's

announcement in June 2019 that it would means-test TV licences for over-75s by
providingfreelicencesonlytothosereceiving pension credit. We assume that this will
increasetake-up, adding£0.6 billionayearonaverage from2020-21 onwards.'?

o State pensions. Spending has been revised down by progressively larger amounts due
to the higher mortality ratesreflected in the latest ONS population projections. This
lowers the caseload by 75,000 in 2023-24 relative to our March 2019 forecast,
reducing spending by £0.6 billionin that year. (Higher mortality rates have also
lowered our forecasts for other pensioner benefits, such as winter fuel payments.)

o Disability benefits. We haverevised spending down by £0.6 billion ayearon average,
largely reflecting muchlowerthan expected costsfromrecentlegalrulings.

o Other welfare spending has also been revised down, including statutory matemity pay
(dueto fewer births andloweroutturn), carer’s allowance (due to fewerinreceipt of
disability benefits) and tax-free childcare (due tolower-than-expected take-up).

3.93 IntermsofBudgetmeasures, the managed migrationphase of UC hasbeen pushed back
again and we have assumed it will take two years longer than DWP currently assumes
(rather than the six-month delay we have assumed in recent forecasts, as discussed below).
Overall, thislowers spending by £0.6 bilion ayearon average between 2022-23 and
2024-25 asless is spent on transitional protection for those who lose out when moving to
UCfromthelegacysystematDWP'sbehest. OtherBudget measureshave smallereffects.
These include slowing the final phase of transferring claimants from disability living
allowance to personalindependence payment and restricting access to various benefits for
EU migrantsuntilthey have been grantedindefinite leave to remain by the Home Office
(typically after five years’ residence).

2This was discussed in Box 5.1 of our 2019 Fiscal risks report.
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3.94

Other policy-related effects on welfare spendinginclude:

e TheeffectoftheBudgetpackageontheeconomyhaslargely offsetting effects, with
higherearnings growthraising state pensionsspending via the friple lock butreducing
means-tested benefits spending via its effects on claimants’ incomes. Temporarily
higher CPl inflation raises working-age spending via higher uprating.

¢ The new migration regime lowers spending by progressively larger amounts, reaching
£0.5 billion in 2024-25. This represents a 0.4 per cent reduction in the cost of
working-age and child benefits, inline with the 0.4 per cent drop in the working-age
populationthatwe have assumedwillresult fromthe newregime (see Box3.6).

o Raising the National Living Wage has alargely neutral effect on welfare, with working
age benefits pushingspending down through higherincomes, but with the offsetting
effectofhigherearningsincreasingstate pensionsspending via the triplelock.

3.95

The devolution of disability benefits to Scotland has shifted £2.9 billion ayearon average

from welfare spending to Scottish Government AME. We have abstracted from that here.

Table 3.19: Sources of change to welfare spending since March 2019

Total welfare spending

£ billion

Outturn

Forecast

2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

March 2019 forecast 223.0 2273 2322 240.0 2495 260.5
less Budget 2020 welfare devolution 0.0 -2.7 -2.8 -2.9 -3.0 -3.2
Restated March 2019 forecast 223.0 224.6 2294 237.1 246.5  257.3
March 2020 forecast 222.8 2246 231.2 237.8 246.8 256.9 266.8
Change -0.2 0.0 1.8 0.7 0.4 -0.4
of which:
Forecast changes -0.2 0.0 2.2 1.5 1.2 0.6
CPl inflation 0.0 0.0 -0.6 -1.3 -1.6 -1.8
UCandlegacy equivalentsmodelling! 0.3 0.8 3.4 3.8 4.4 4.9
Pension credit modelling 0.0 0.2 0.5 0.7 0.6 0.5
State pension modelling 0.0 0.0 -0.2 -0.4 -0.7 -1.1
Disability benefits modelling? 0.0 -0.5 -0.5 -0.5 -0.6 -0.8
Other factors -0.4 -0.4 -0.5 -0.7 -0.9 -1.2
Effects of Government decisions 0.0 0.0 -0.4 -0.8 -0.8 -0.9 -0.5
Budget measures? 0.0 0.0 -0.2 -0.5 -0.7 -1.3 -1.0
Indirect effects 0.0 0.0 -0.2 -0.4 -0.1 0.3 0.5
of which:
Due to tax and spending measures 0.0 0.0 -0.2 -0.2 0.1 0.7 0.9
Raising the National Living Wage 0.0 0.0 0.0 -0.1 -0.1 -0.1 0.0
New migration regime 0.0 0.0 0.0 0.0 -0.1 -0.3 -0.5

'UC andlegacy equivalentsincludes personaltax credits, housing benefit (excluding pensioner part), incapacity benefits, contributory
ESA, income support and income-based and conftributory jobseeker's allowance.
2Disability benefits includes disability living allowance, personal independence payment, and attendance allowance.
3 This excludes the impact of the Budget 2020 welfare devolution measure.
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The rollout of universal credit

3.96  EversinceourDecember2014EFO, we have assumed that therollout of UC will take
longer than DWP's own plans assume. In that time, we have always assumed a six-month
delay, althoughitsprecise termshave changed astherolloutitselfhas evolved. Asof March
2019, with UC rolled out to all jobcentres for new claims, we assumed that the managed
migrationphasewouldstartontime buttake sixmonthslongertocomplete than DWP
assumed. But in February 2020, DWP Ministers announced that a slower pace of natural
migrations to UC meant that 200,000 more cases would need to be migrated by DWP and
so the rollout would take nine months longer than previously assumed — ending in
September 2024 rather than December 2023. In terms of our own assumptions, that means
shifting from a June 2024 end-point to September 2026 (beyond our forecast horizon). As
Chart 3.4 shows, whereas DWP’s plansimply 6.5 million UC casesin 2024-25, ourrollout
assumptionsimply 4.9 million. Thatis still higher than the 4.2 million that would move to
UC naturally through changes of circumstance or new claims by 2024-25in the absence of
further managed migrations once the current pilot phase is completed.

3.97  Ourdecisiontodiverge more materially from DWP's plansreflectsboththe accumulated
experience of the past seven years —illustrated in Chart 3.4 - and the greater emphasis
apparentinrecentstatementsfrom DWP Ministers ontaking thingsslowly to protect
claimants.”It has always been difficult to forecast the UCrollout given the ‘testandlearn’
approach being taken, whichisnaturally more prone to delay than acceleration. Oursix-
month assumption has repeatedly been overtaken by events, so we have chosen two years
as a period around which we hope the risks will be more evenly balanced.

Chart 3.4: Successive revisions to the universal credit rollout assumption
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3Forexample, on 4February when debating the latest rollout delay in Parliament, the Parliamentary Under-Secretary of State for Work
and Pensions assured the House that *as we move info the managed migration phase protecting the vulnerable will be our utmost
concern.” On27 January, when answering questionsabout the slow start to the managed migration pilotinHarrogate, he said that *My
clearinstruction to officials was to fake this slow and steady, and fo go at the pace the claimantrequires.”
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3.98  Aswellasthe well-documentedrisks fo the pace at which UC isrolled out—and especially
the managed migration phase —the continuedrollout to eligible familiesis making it
increasingly difficult to interpret the flow of administrative spending data. Given the scale of
spending on UC and its equivalentsin the legacy system, thisis a material source of risk to
ourwelfare spending and wider fiscal forecasts. Box 3.4 discusses the nature of these risks.

Box 3.4: Interpreting surprises in spending on UC and its legacy equivalents

When preparing our fiscal forecasts, we are inevitably faced with surprisesin the latest data
relative to what would have been consistent with our most recent published forecast. How we
interpretthese surprises helps shape the revisions to ourmedium-term forecasts. That placesa
premium on being able to scrutinise the flow of administrative data against the assumptions
underpinning ourforecasts so that we canidentify the source of upside or downside surprises.

For the £64.0 billion of spending on UC, and its legacy equivalents in 2019-20, that is extremely
difficult. Analysisishampered by the less thanideal, but unavoidable, wayin which the forecast
isconstructed, and by uncertainties around the UCrollout. Asdetailedinour2018 Welfare
frendsreport,tounderstand the likely future trendsinthe UC claimantbaseitis essential to
analyse and interpret past and present trends in the same base receiving legacy benefits, which
requires us to be able to group claimantsin a comparable way across both systems.

By way ofillustration, if we were faced with a 1 per cent upside surprise in spending in the year
in progress—i.e. around £0.6 billion, close to the upward revision we have made in this forecast
— we would broadly have four alternative ways to interpret it, namely as:

e Aone-offeventthatwillreverse nextyear.Forexample, if abuild-up of arrearswas
identified and paid out, we would know that this would not be repeatedin future. This
wouldimply a 1 per cent fallin spending next year and not affect spending in 2024-25.

¢ Aone-off eventthat will persist. For example, if CPluprating was 1 percentage point
higherthan assumedin the previous forecast. Thiswouldraise spendingin every year by
the same proportion, so in 2024-25 we would revise it up by £0.7 billion.

¢ Newsaboutthe cost of UCrelative to the legacy system. UC is expected to cost more

thanthelegacysystem, withthe net additional costreflecting large and offsetting gross
costs and savings associated with different types of UC cases. If the upside spending
surprise were interpreted as a higher marginal cost of UC — perhaps because take-up of
UCwashigherthan assumed-thenitmightbe expectedtobuildup atthe same pace as
the UCrollout progresses. Our latest forecast assumes that around a third of the eventual
UC caseload willalready have moved to UC in 2019-20 and that three quarters willhave
movedby2024-25,50a 1 percentsurprise thisyearwouldimply a2.5percentupward
revision in 2024-25 — £1.8 billion.

e News about the rate of spending growth. For example, it might appear that previous
assumptionsabout trendsinthe prevalence of benefitreceipt among the working-age
population were too low. If this translated into spending growth being 1 percentage point
highereach year, it would be revised up by 6.2 per centin 2024-25 (£4.4 billion).
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Insome cases, itisrelatively simple tointerpret news. DWP knows how muchit has spent
addressing past underpayments, although there is much more uncertainty over how much future
arrears payments will cost. And we know how actualuprating differs from the assumptionsin our
previous forecast. Butinmany casesitismuch harder to attribute changesin spending to these
individualinterpretations. DWP analysts try to assess what the actual UC caseload would have
looked like underthelegacy system and to understand whethersurprisesin actual UC spending
relate to surprisesin the pace ofrollout, in the take-up of UC relative to the legacy benefits, orin
the amountsawardedrelative to the amounts predicted by forecast models. This often proves
particularly difficult forUC casesthatbearmostresemblance to HMRC-administered tax credits
casesinthelegacy system. Unfortunately, itis still difficult to frack whether, and how, claimants
leavingthe taxcreditssystemhave movedintothe UC system. Andwe cannotknowwhowould
have made a new claim to tax credits but now claims UC instead.

These inevitable difficulties are compounded by problems we have in interrogating the UC
forecast. Forexample, managementinformationisnotroutinely mapped onto forecast
assumptions to test their veracity, while DWP's modelling of the flows associated with our
judgements about the stock of different cases-essentialto understanding the UCrollout -
involves a particularly cumbersome process. These and other factors mean that it is often almost
impossible to judge with confidence whether news this year should affect assumptions about the
level or growth of the legacy counterfactual forecast or the UC marginal cost.

We haverevised UC andlegacy equivalentspendingin 2023-24 up by £4.9 billionin this

forecast —essentially a ‘spending growth' interpretation of news about the incapacity benefits
caseload.The examplesabove show how differentinterpretations of equally-sized surprises
couldresultin very different revisions to future medium-term forecasts.

Locally financed current expenditure

3.99  We forecast spending by local authorities by forecasting their sources of income - including
grantsfrom centralgovernment andlocalsources—and the extenttowhich they willthen
overspendorunderspendthatincome by varying theirreservesorborrowing. Ourforecast
therefore encompasses spending financed by grants, which are mostly in DELs, and locally
financedexpenditure, whichisin AME.Tables 3.20and 3.21 focusonlocally financed
expenditure. Further detailis available in supplementary tables on our website.

3.100 Table 3.20 summarises the main changes to our locally financed current expenditure
forecast since March 2019. When looking af these changes, itisimportant to distinguish
between those related to counciltaxand businessrates—which also affect ourreceipts
forecastand are therefore broadly neutralforborrowing-andthoserelatedtothe netuse
ofreserves orchangesin the amounts set aside to repay debt. These reflect authorities
spending more or less than theirincome and therefore affect our borrowing forecast.

3.101 We have not changed our overall judgement about the amount that local authorities will use

theirreservesin 2019-20. But within this total we expect Transport for London (TfL) to make
a one-off drawdown of £0.7 billion, offset by an addition to reserves across other English
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authorities. We then assume that non-TfL English authorities tapernet additionstoreserves
to zero by 2022-23.

3.102 Otherchangestoourforecastinclude arevisedforecast of the effects of the 2020-21
business rates revaluation, which adds £0.5 billion to spending in 2020-21 declining to less
than £0.1 billion by the end of the forecast due to the assumed path of successful appeals.
Offsetting that, general fundincome growth has beenrevised down based onthe latest
local authority budgets, lowering spending by around £0.4 billion a year.

3.103 Budget measures raise locally financed spending overall. These include:

o Businessratesretention pilotsin devolution dealareas and GreaterLondon Authority
boosts locally financed current expenditure by around £1.7 billion in 2020-21 at the
expense of forgone expenditure financed by grants from central government.

e Theincreaseinthe amountbywhich English authorities with social care responsibilities
canincrease the adultsocial care preceptrates without calling alocalreferendum
from 2 percentto 4 percentin 2020-21. This adds £0.5 billion a year to spending
from 2020-21 onwards (and boosts receipts in equal measure).

o Anumber of smallmeasures on business rates and the current expenditure
consequences of changes to the Public Works Loan Board (PWLB) interest rate
changes, which combined reduce expenditure by around £0.1 billion ayear.

3.104 There areseveralsourcesofuncertainty around ourlocal authority spending forecast that
we discussed in our March 2018 EFO (in paragraph 4.129) and thatremainrelevant. They
include continuing budget pressures, the sectoralshifts thatresult from convertingschools
infoacademies andreplacing housing benefitwithuniversal credit, and policyrisks
associated with future changes to businessratesretention by local authorities.

Table 3.20: Key changes to locally financed current expenditure since March 2019

£ billion
Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
March 2019 forecast 54.2 53.1 55.1 56.9 58.6
March 2020 forecast 53.9 55.0 55.1 56.9 58.6 60.1
Change -0.4 1.9 -0.1 0.0 0.0
of which, changes in sources of local finance:
Forecast changes -0.4 -0.2 -0.6 -0.5 -0.5
Council tax -0.1 -0.1 -0.1 -0.1 -0.1
Retained business rates 0.0 0.5 0.0 -0.1 0.0
Netuse of currentreserves 0.0 -0.2 -0.1 0.0 0.0
Netgeneralfundincome -0.4 -0.3 -0.3 -0.3 -0.4
Other 0.1 -0.1 -0.1 0.0 0.1
Effect of Government decisions 0.0 2.1 0.5 0.5 0.4 0.4
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Locally financed and public corporations’ capital expenditure

Our latest forecasts for locally financed capital expenditure and public corporations’ capital
expenditure are shown in Table 3.21. These are net of asset sales, forecasts for which are
availableinsupplementary tablesonourwebsite. Locally financed capitalexpenditureis
measured net of capital spending by authorities’ housingrevenue accounts (HRAs) and
Transport forLondon’ssubsidiaries; in both cases, these are treated as public corporations
inthe National Accounts.'*Sowe switch these items fromlocally financed to public
corporations’ capital expenditure in our forecast to ensure consistency.

We present changes to locally financed and public corporations’ capital expenditure
together, sothatswitchessuch asthose mentioned above netoutand do notobscure the
changes that affect TME. Spending has been revised up across the forecast period relative to
our March 2019 forecast, by £2.3 billion in 2019-20, rising to £3.4 billion in 2023-24.

The mainchange to our pre-measures forecastisanupwardrevision to the level of capital
spending financed by prudential borrowing that we expect (non-TfL) English authorities to
undertake.Thisisbased onanalysis oflocalauthorities’ take-up of Public Works Loan
Board (PWLB) loans, which hasrisen considerably, and on consultation with sectorexperts
regarding forthcoming pressures on local authorities’ capital spending budgets on
refurbishing housing stock and the extent of further commercialinvestments.

Thisisan area of considerable uncertainty, as dataon authorities’ behaviourislagged and
we needto predictbehaviouracross many decision-makers, whose circumstances vary
considerably. Ourassessment points towards higherborrowing than previously thought, so
we have increased our forecast by £2.3 billion by 2023-24.

Other sources of change to our forecast since March 2019 include:

o Upwardrevisions to spending financed by the majorrepairsreserve by around £0.5
billion each year, reflecting higher planned spending fo refurbish housing stock.

o Upwardrevisionsto ourforecastforspendingfinancedby capitalreceiptsfromsales,
including ‘right to buy’ that rise to £0.6 billion in 2023-24, as a result of higher
outturn data on the use of capital receipts and higher house prices.

o A forecast for asset sales lower by £0.5 billion in 2019-20, based on the outturn data
forthe first three quarters of the year. Thisincreases net capital expenditure.

o Capitalspending by TfL has been shifted from 2019-20 into later years, reflecting the
latest delays in the opening of Crossrail.

The Government has announced various changes to interest rates charged on PWLB lending
tolocalauthorities.InOctoberitraised the standardrate by 1 percentage pointto 1.8

“These TiL transport subsidiaries trade under the company name ‘Transport Trading Ltd’ (TTL). The ONS currently classifies all the large
TTL subsidiaries as public corporations apart from Crossrail, which is classified as part of the local government sector.
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percentage points above gilt rates. In this Budget it has eased the effect of that change with
lower rates for HRA borrowing and a new franche of even lower rates for infrastructure
projects.The net effect of theseis toreduce local authority capital spending modestly.
Additionally, the capital spending consequences of the business rates retention pilots
increase spending by £0.3 billion in 2020-21.

Table 3.21: Key changes to locally financed capital expenditure and public
corporations’ capital expenditure since March 2019

£ billion
Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
March 2019 forecast 21.9 19.8 19.3 19.1 18.6
March 2020 forecast 24.1 22.3 21.6 22.3 21.9 22.4
Change 2.2 2.5 2.3 3.2 3.3
of which:
Forecast changes 2.3 2.3 2.5 3.3 3.4
Prudential borrowing (non-TfL) 1.0 1.4 1.9 2.1 2.3
Maijor repairs reserve 0.5 0.5 0.5 0.6 0.6
Capital receipts from sales 0.3 0.4 0.4 0.5 0.6
Less asset sales 0.5 -0.2 -0.3 -0.3 -0.3
TfL capital spending -0.2 0.0 0.1 0.1 0.0
Other 0.2 0.1 -0.1 0.3 0.3
Effect of Government decisions -0.1 0.2 -0.1 -0.1 -0.1 -0.1

Public sector debt interest

3.111 Debtinterestpaymentsare forecastbyapplying appropriateinterestratesto the stocks of
conventionalandindex-linked gilts outstanding at different maturities and to other debt,
such as NS&I products and Treasury bills.” The assumptions we use to forecast the levels of
debt instruments are described later in thischapter.

3.112  We typically use financial market expectations to derive relevant interest rates (for example,
couponson newly issued conventional gilts), while ourinflation forecast is used forindex-
linked gilts and otherindex-linked debt. Flows associated with the Bank of England’s Asset
Purchase Facility (APF) and its own balance sheet similarly apply appropriate interest rates to
the APF’sloan liability and to the stocks of gilt, corporate bond and loan assets.

3.113 Given the large fiscal easing announced in this Budget, we have adopted a different
approachtoforecastinginterestratesinthisEFO. Our pre-measures forecastisconditioned
on market interest rates from mid-February, but we have assumed somewhat higher interest
ratesin our post-measures forecast (as explained in Chapter 2). The effectis to add 0.26
percentage points on average to our post-measures Bank Rate forecast and 0.14
percentage pointsto ourweighted-average giltyield forecast.RPlinflationis also modestly
higher on average over the forecast period as aresult of the Budget measures.

15 Our forecasting approach was explained in Box 4.4 of our March 2015 EFO and is discussed in the ‘in depth’ section of our website. A
supplementary fiscal table on our website presents the different stocks, flows and effective interest rates that make up this forecast.
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3.114 Debtinterestspendingisexpectedtofallin2020-21 due to differencesinRPlinflation.
Interest payments then rise sharply in 2021-22 and by smaller margins across the rest of the
forecast asthe cost of financing new borrowingroughly equals the saving associated with
rolling over previously issued debt atlowerinterest rates than those that prevailed when it
wasissued. Interest accruedinrespectof public sectorfunded pensions alsorisessteadily,in
line with the liabilities of these schemes. The APF continues to subtract from debtinterest
spending over the forecast, but by decreasing amounts each year as the gap between the
averageinterestrate earnedonitsassetsand Bank Rate paid onitsliabilities narrows.

3.115 Table 3.22 shows the changes to our forecast since March 2019. On a pre-measures basis,
theselowerspending by progressively largeramountsreaching £8.8 billionin 2023-24:

o LowerRPlinflationreducesspendingin allyearsbutby decreasingamounts from
2020-21 onwards.

o Materiallylowerinterestrate expectations-forbothBankRate and giltyields-reduce
spending by progressively larger amounts. Lower Bank Rate reduces spending almost
immediately, but the effect of lower gilt yields builds as more debtisissued.

. Financing the increase in cash borrowing in the pre-measures forecast increases
spending slightly.

3.116 Budget measures have several effects on debt interest spending. Taken together these raise
spending by £3.7 billion a year on average:

e Thelargefiscaleasingannouncedinthe Budget, combinedwith delaystosome asset
salesandthe cancellationof others, addsprogressivelylargeramountsto cash
borrowing. Cumulatively this reaches £125 billion in 2024-25. Higher financing needs
add £1.0 billion a year to debt interest spending by 2024-25.

o Ourassumption of ahigher path forBank Rate and gilt yields than markets are
currently expecting adds £2.2 bilion a year on average, increasing the cost of central

government debtandreducing the debtinterest saving associated with the APF.

e  Changesto RPlinflation associated with the Budget package and individual measures
haveuneven effectsacross the period, butadd £0.4bilionayearonaverage.

e  Oftherpolicies,suchaschangestothe termsonwhichlocalauthorities canborrow
from the Public Works Loan Board, have had small effects.
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Table 3.22: Key changes to debt interest since March

£ billion
Forecast
2019-20 2020-21 2021-22 2022-23 2023-24  2024-25
Public sector debt interest
March 2019 forecast 60.5 60.1 62.5 64.8 66.7
March 2020 forecast 58.5 55.7 60.1 61.2 61.7 62.3
Change -2.0 -4.4 -2.5 -3.7 -5.0
of which:
Forecast changes -2.3 -7.0 -6.9 -8.0 -8.8
Effect of Government decisions 0.3 2.6 4.4 4.3 3.8 3.5
Cenfral government debt interest
March 2019 forecast 51.1 48.7 49.3 49.2 49.7
March 2020 forecast 49.0 44.7 47.6 46.5 45.9 45.2
Change -2.1 -4.0 -1.7 2.7 -3.9
of which:
Forecast changes -2.0 -5.3 -4.5 -5.5 -6.2
Interest rates -0.3 -2.2 -3.2 -4.3 -5.2
Inflation -1.9 -3.4 -1.7 -1.6 -1.4
Financing 0.0 0.0 0.0 0.1 0.1
Other factors (including outturn) 0.2 0.4 0.4 0.3 0.2
Effect of Government decisions 0.0 1.3 2.8 2.8 2.3 2.2
Interest rates 0.0 0.5 0.9 1.1 1.3 1.5
Inflation -0.2 0.2 1.3 0.9 0.2 -0.3
Financing 0.2 0.6 0.6 0.7 0.9 1.0
Asset Purchase Facility
March 2019 forecast -10.9 -9.7 -9.0 -7.7 -7.5
March 2020 forecast -10.8 -10.2 -9.8 -8.6 -8.6 -8.5
Change 0.1 -0.4 -0.8 -0.9 -1.1
of which:
Forecast changes 0.1 -1.4 -2.1 -2.2 -2.3
Effect of Government decisions 0.0 1.0 1.3 1.2 1.1 1.0
Local authority and public corporation debt interest
March 2019 forecast 20.2 21.2 22.2 23.3 24.4
March 2020 forecast 20.3 21.2 22.2 23.3 24.4 25.6
Change 0.0 0.0 0.0 0.0 0.0
of which:
Forecast changes -0.3 -0.3 -0.3 -0.3 -0.3
Effect of Government decisions 0.3 0.3 0.3 0.3 0.3 0.3

Scottish Government AME

3.117 Scottish Government expenditure is treated as AME, ostensibly because an increasing
proportion of expenditure is self-financed from taxation and thus falls outside Treasury
conftrol. Butthe majorityisfunded from a (residual) block grant thatis tightly linked to
centralgovernment DELs viathe Barnettformula. The Scofttish Governmentannouncedits
latest spending plansin February 2020, which we have used as the starting point fo update
our forecast. And we have incorporated the effects of arestatement of the block grant when
compared withMarch 2019, whichis discussedin Annex A, and the devolution of disability
benefits, which shifts £3.0 billion a year on average from DWP welfare spending fo Scottish

Government current AME.
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3.118 ThelargesteffectonScottish Government expenditure that addsto totalspendingrather
thanshifting it betweenlinesis the Barnett consequential changesin the block grant as a
result of the large increases in RDEL and CDEL plans announced in the Budget. We have
treated these essentially DEL-like components of Scottishspendingin the same way asthe
DELincreases, assuming a5 per centunderspend relative to current spending and a 20 per
cent underspend relative to capital spending. The net effect of the higher block grants and
the underspend assumptions increases in Scottish Government current and capital
expenditureby£3.7 bilionand£1.4billionrespectivelyin2024-25.Thissimple approach
oftreating the block grantchangeslike DEL changes willneedto berevisitedin ourautumn
forecast, inthe light of the Spending Review and Scofttish Government plans.

Funded public sector pensions

3.119 The ONS broughtfunded public sector pension schemesinto the public finances datain
September 2019. We explained the implications of this, and our methodology for
forecasting them, alongside the December restatement of our March 2019 forecast. As we
set out, these schemes fall into three categories:

o Funded schemes with largely public sector members, notably the Local Government
Pension Scheme, which covers 14,800 employers and has 5.8 million members.

e ThePensionProtectionFund (PPF), whichtakesoverthe assets andliabilities of defined
benefitschemes, largely frominsolvent private sector firms.Such schemes are closed
tonew contributions afterthey have been takeninto the PPF, while benefits paid out
are also reduced.

e TheNationalEmploymentSavings Trust (NEST), which facilitates auto-enrolment as
part of the workplace pension reforms in the Pensions Act 2008.

3.120 Ourreceipts and spending forecasts focus on accrued changes to these entities. The largest
elements are related to the schemes with public sector members, where actuarial concepts
of scheme income and expenditure are recorded as interest receipts and spending. These
flowsare derivedfrom balance sheet estimatesand arerelatively stable fromyeartoyear,
but potential variability arises from schemes entering the PPF. Liquid assets held by allthe
funds net off public sector net debt, while their government bond holdings consolidate out
(asthey are freated as centralgovernmentliabilities to another part of the public sector).

3.121 Therehasbeenlittle change to ourforecasts forthese schemessince ourrestated March
2019forecast. Wehave drawnonmore detailedinformationto forecast net asset fransfers
into the PPF, reducing spending in 2019-20 by £0.1 billion.

3.122 A potentialupsiderisk to this forecast relates to the possible tfransfer of the Kodak Pension
Plan2intothe PPF.Inits2018-19 annualreport, the PPFreported a provision of around £3
billion, much of whichrelates to the Kodak scheme, which is currently under assessment.
Theresult of this assessment, and the timing of any subsequent tfransfer of assets and
liabilities to the PPFis uncertain, so has not beenreflectedin our central forecast.
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Student loans

3.123 Studentloansgenerate amixofreceipts, spending andfinancialtransactions, allofwhich
are discussed in this section. Changes to the statistical freatment of studentloanshave
materially affected the public finances. Ourrestated March 2019 forecast discussed the
impactofthenew ONS ‘partitionedloan approach’ on PSNB anditscomponents. Ournet
investmentforecastwasrevisedup by £11.5billion onaverage compared to the previous
treatment due to capital fransfers from outlays and sales beingrecorded as spending.

3.124 Table 3.24 summarises the main changes relative to ourrestated March 2019 forecast:

o Modelling changes add progressively larger amounts o capital spending at outlays,
reaching £1.3 billion in 2023-24. This largely reflects a higher proportion of new outlays
beingtreated asspending,inparttoreflectbetterthereducedlikelihood ofrepayment
by students taking out their second or subsequent Plan 2 loans.

o Upwardrevisions to student entrants that are eligible forloans adds £0.6 billion on
average to capitalspending. AsTable 3.23 shows, thisis split betweenrevisions to
entrants at higher education institutions (which represents higher entrant numbers
overall) and to entrants at alternative providers that are now registered with the Office for
Students (which is in essence a classification change'). Our forecast reflects a judgement
thatproviderswillincrease acceptanceratesinyearswhere applicationsarelikelytobe
affectedbydeclineinthe 18-year-old population.The extenttowhichthey dosois
uncertain, withupside surprisesin the latest datasuggesting astrongerresponse thanwe
had previously assumed. Higher education institutions themselves expect student
numberstorise muchfasterthanwe do."” If studententrantswere torise 22 percent
overthe nextfive years, inline with their collective predictions, ratherthanthe 5percent
we assume, capitalspendingin 2024-25wouldbe £1.8 billion higher (0.1 percent of
GDP) andpublic sectornetdebtwouldbe £10.0bilionhigher (0.4percentof GDP).

. Downward revisions to RPI inflation and Bank Rate have reduced modified interest
receipts by £0.2 billion a year on average.

o We have reduced long-term productivity growth, resulting in long-term average earnings
growth being 0.5 percent ayearlower than we assumed ayear ago. Thisimplies that a
lower proportion of the loan outlay willultimately berepaid, and therefore more written
off, raising the forecastforcapitalspending atoutlay by anaverage of £0.4 billiona
year, but with no effect on total outlays in the forecast period.

1$Beingregistered as ‘ Approved (fee cap)’ means providers can charge maximum tuition fees of £9,250 peryearwhereas previously the
maximumhadbeen £6,125. Previously, outlaysto students atdesignated alternative providerswere modelled inaggregateratherthan
via student numbers and average loans. Unfortunately, given the large volume of modelling work undertaken by DfE's student lo ans team
overthe pastyear,ithasnotbeenpossible torestate our previous forecast to be on a consistent basis and show only like-for-like changes.
17See, forexample, the discussionin The official forecast of student numbers thatis so often wrong, it's nicknamed ‘the hedgehog’, Nick
Hillman, HEPI blog, December 2019.
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Table 3.23: English-domiciled student entrants eligible for student loans

Thousand
Outturn Forecast!
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
English-domiciled
March 2019 forecast 330 334 328 328 332 336
March 2020 forecast 344 360 362 364 366 371 381
Change 14 26 35 36 35 35
of which:
Higher education institutions 14 12 20 22 20 20
Approved (fee cap) 0 14 14 15 15 15 15

' Academic years.

Table 3.24: Key changes in student loans forecasts since March 2019

£ billion
Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

Capital spending (PSNI) (a)
Restated March 2019 forecast 11.2 11.6 11.9 12.2 10.4
March 2020 forecast 9.9 10.7 11.3 12.0 12.5 12.9
Change -1.3 -0.9 -0.6 -0.2 2.1
of which:

Modelling changes 0.0 0.5 1.0 1.3 1.3

Student numbers 0.4 0.5 0.5 0.7 0.7

Economic determinants changes 0.0 0.0 0.0 0.0 0.0

Long term economic assumptions 0.3 0.4 0.4 0.4 0.5

Government decisions -2.1 -2.3 -2.5 -2.6 -0.4 -0.4
Modified interest (receipt) (b)
Restated March 2019 forecast 2.7 2.9 3.4 3.9 4.5
March 2020 forecast 2.8 2.9 3.2 3.8 4.4 4.8
Change 0.1 0.0 -0.2 -0.2 0.0
PSNB (c=0-b)
Restated March 2019 forecast 8.5 8.7 8.5 8.3 5.9
March 2020 forecast 7.1 7.7 8.1 8.2 8.1 8.1
Change -1.4 -1.0 -0.4 -0.1 2.1
Financial fransactions (d)
Restated March 2019 forecast 5.9 6.5 7.1 7.8 13.8
March 2020 forecast 8.8 8.8 9.1 9.7 10.5 11.0
Change 2.9 2.3 2.0 1.9 -3.3
Public sector net cash requirement (c+d)
Restated March 2019 forecast 14.4 15.2 15.6 16.1 19.7
March 2020 forecast 15.9 16.6 17.2 18.0 18.6 19.1
Change 1.5 1.4 1.6 1.8 -1.1
Memo: Total cash outlays (a+d) 18.7 19.5 20.4 21.7 23.0 23.9
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3.125 Severalpolicies affectourstudentloansforecasts. Mosthave modest and partly offsetting
effects: freezing tuition fees next year, not providing part-time maintenance loans and
providing greater support for nursing and related courses. The largest effect comes from the
cancellation of Plan 1 studentloan sales. In our pre-measures forecast, the sales planned
for2019-20t02022-23 were expectedtoadd onaverage £2.1 billionayearto capital
spending over that period and to reduce modified interest by £0.3 billion a year by 2024-
25. Cancelling the sales reverses those effects, as discussed in the asset sales section below.

3.126 InMay 2019, the Government confirmed student finance eligibility for EU nationalsin the
2020-21 academicyear.’®Inthe absence of aspecified policy beyondthis, we have
assumed that EU-domiciled student entrants will be stable at 28,000 a year. EU-domiciled
studentsthusaccountfor7 percentofloan-eligible studententrantsin ourforecast. If
eligibility were to be tightened orremovedin future, thiswouldloweroutlays and spending.

Net expenditure transfers to EU institutions

3.127 Inourforecastssince November2016, we have taken afiscally neutral approach to our
post-Brexit spending forecast, assuming thatwhen the UKleaves the EU anyreductionsin
netexpenditure tfransfersto Brussels would be fullyrecycledinto extraspending.

3.128 Ineffect, this meant that we were compiling the forecast for net expenditure fransfers to the
EU asthough the UK were not leaving the EU, and were incorporating an assumption that
those funds (in effect ‘DELinwaiting’) would eventually be spent after the UK’s withdrawall
(ratherthanreducing borrowing).This assumptionhasbeenborne outby the higher
departmentalspending setoutinthisBudget,sowehave nowremovedthe ‘DELinwaiting’
componentofour AMEforecast (see Box3.5). Thissection therefore focusesonchangesto
our estimate of the cost of the financial settlement.

3.129 InourMarch 2019 forecast, we estimated that the financial settlement would cost £37.8
billion, assuming that the UK would leave the EU on 29 March 2019. The subsequent delay
to 31 January 2020 has reduced the size of the financial settlement, but this has made no
difference to overallpayments to the EU, asit merely extended the period during which
contributions were made as an EU member state. On the basis of a 31 January 2020 exit,
ourMarch 2019 estimate of the financial settlementwould have been £30.4 billion.

3.130 Wehaveraised the cost of the financial settlement to £32.9 billion, £2.5 billion higher than
in March 2019. Only some of these flows are recorded in AME. These include:

o Net contributions as though the UK remained a member until December 2020.

o Paymentsofthereste aliquider (RAL), whichrepresents outstanding commitments at
the end of the 2014-20 EU budget period and which we expect to continue until 2028.

o Non-financialnetliabilities, including pension paymentsandsome otherEUschemes,
for which some payments are expected to continue until 2064.

18 Department for Education, EU student funding continued for 2020/21, 28 May 2019.
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3.131 Table 3.25 breaks down the financialsettlement flows recorded within and outside AME.
Totalpaymentsrecorded within AMEamountto £47.8billion (of which£10.9 billionlie
beyondourpresentforecasthorizon).These are partially offsetby £15.0billionof net
receiptsnotrecordedin AME (£2.8 billion beyond the forecasthorizon). The latterinclude:

o public and private sector receipts during the fransition period and from the RAL, which
reduce the cost of the settlement for the UK as a whole but not for the Government;

. the remittance of customs duties collected on behalf of the EU until December 2020,
net of the cost of collection; and

o repayments of equity in the European Investment Bank and European Central Bank,
which are financialtransactions and therefore affect debtbut not expenditure.

Table 3.25: Financial settlement components by time period

£ billion
Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-64 Total
March 2020 forecast 0.6 8.0 6.8 5.2 2.9 1.2 8.2 32.9
of which:
In AME 2.0 9.2 10.6 8.3 4.7 2.2 10.9 47.8
Notin AME -1.3 -1.2 -3.9 -3.0 -1.8 -1.0 -2.8 -15.0

3.132 Onalike-for-like basis, we haverevised up the AMEcomponent of the financialsettlement
relative to March 2019 by £0.9 billion. This reflects:

e Astrongersterling-euro exchange rate thatreduces the cost by £2.5 billion, since the
UK’s financial settflement liabilities are denominated in euros.

o An adjustment to the profile of settlement payments to reflect the fact that payments
willaccrue twice ayearafterDecember2020, when notification of the liabilityis given
to the UK. This affects when payments will hit spending rather than the overall cost of
the settlement. This lowers spending in 2020-21 and increases it in subsequent years.

o Slower than forecast implementation of the EU's 2014-20 multiannual financiall
framework, which pushes more expenditure into the reste a liquider (RAL). This
increasesthe financialsettlementby£1.2billion, buthaslowered our contributions
while a member state.

o The monthly pattern of contributionsin 2020, whichhasincluded higher-than-
expected confributions in January but a lower-than-expected draw-forward for the
whole of the first quarter. This shifts payments into 2020-21, butreduces the overall
size of the payments within the financial settlement by £0.3 billion.

o Updated European Commission estimates of the cost of pension liabilities, which have
added £2.6 billion (mostly beyond the forecast horizon).
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3.133 Wehaverevisedthe non-AMEcomponentupby£1.ébillion.Thisisduetoastronger

sterling-euro exchange rate and an updated monthly pattern of receipts, which reduced

customs duties remittances and private sector receipts falling into the financial settlement.

Table 3.26: Sources of change in the financial settlement since March 2019

£ billion
Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-64 Total
gilﬁgg%gfghczg?ggesm AME 18 -1.2 0.3 0.6 0.6 0.2 2.3 0.9
of which:
Sterling-euro exchange rate 0.0 -0.2 -0.8 -0.6 -0.3 -0.1 -0.5 -2.5
Payments accrue twice ayear 0.0 -2.5 0.5 0.9 0.6 0.2 0.3 0.0
MOre spenaing in ineresie a
liquider 0.0 0.0 0.4 0.2 0.3 0.1 0.2 1.2
&%mm‘i’gglem 0f2020 1.8 1.5 0.0 0.0 0.0 0.0 00 -03
Higher pensions liabilities 0.0 0.0 0.1 0.1 0.0 0.0 2.4 2.6
Like-for-like changes not in
AME since March 2019 0.8 1.3 0.0 -0.1 -0.1 0.0 -0.3 1.6
of which:
Sterling-euro exchange rate 0.0 0.1 0.3 0.2 0.1 0.1 0.2 1.0
Monthly pattern of receipts 0.8 1.2 -0.3 -0.3 -0.2 -0.1 -0.4 0.6

Box 3.5: Spending the direct fiscal savings from Brexit

In our November 2016 EFO, we set out broad-brush assumptions regarding the UK's

prospective exitfromthe EU.These included two fiscally neutralholding assumptions, related to
the UK’s direct fiscalinteractions with the EU—-namely the transfers to EU institutions that feature
in AME spending and the customs duties collected on behalf of the EU. Specifically, we assumed

thatnetexpenditure transfers o EUinstitutions—afterfactoringinthe cost of the financial

settlement-would befullyrecycledintosubstitute UK spending.These fransferswere labelled as

‘Assumed spendinginlieu of EU transfers’in AME, buthaveineffectbeen ‘DELinwaiting’.
Customs duties were treated in the same way, but on a net rather than a gross basis.

We do not typically anticipate Government policy in this way, but it quickly made commitmentsin
respect of farming support, industrial strategy and science programmes that meant thatif we
hadnotdone so, ourcentralforecast would have beeninconsistent with the intended path of
public spending. Now that the UK has left the EU and the Government has set out the path of
departmentalspendingoverthe nextfive years, we canremove the assumptionthatthe direct

fiscal savings from Brexit will be spent —there isno more ‘DEL in waiting’ asitis now in DEL.

Asthe Governmenthaschosentoincrease DELspending by more than the implied AMEsavings

andretained customs dutyreceipts, itismoot-fromthe point of view of the overall public

finances — whether the Government will actually fully replace all the previous EU spending

programmes. We have therefore not attemptedto map the individual spendinglines.
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Table Cshows how we moved from our pre-measures forecast containing ‘DELin waiting’ within
AMEto apost-measures forecast with that assumptionremoved. ‘DELin waiting’ was the sum of
customs dutiesretained from January 2021 and the difference between our ‘no-referendum
counterfactual’ view of EU transfers and the financial settlement. Thisincreased from £4.3 billion
in2020-21to £14.6 billionin2024-25. After ourunderspend assumptions, the Government’s
new DEL spending plansraise RDEL and CDEL spendingin 2024-25by £38.9 billionand £16.7
billionrespectively.Thismeans £40.9 of the £55.5 billionincrease in DEL spendingin 2024-25
feeds through to higher total managed expenditure and therefore to borrowing (Chart C).

Table C: DEL spending and use of the direct fiscal savings from Brexit

£ billion
Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

Pre-measures DEL spending

Total including 'DEL in waiting' 376.2 394.4 408.0 423.0 443.5 4624
of which:
RDEL spending 316.3 324.6 334.3 3447 356.8 369.7
CDEL spending 59.9 65.5 68.8 71.2 75.4 78.1
'DEL in waiting' 0.0 4.3 5.0 7.1 11.3 14.6
In lieu of EU transfers 0.0 3.5 1.7 3.8 7.9 11.3
Retained customs duties 0.0 0.8 3.8 3.3 3.3 3.3
Post-measures DEL spending
Total 376.2 411.0 4435 462.5 483.3 503.4
of which:
RDEL spending 316.3 3398 361.3 375.9 391.8 408.6
CDEL spending 59.9 71.2 82.2 86.6 91.5 94.8
'DEL in waiting' 0.0 0.0 0.0 0.0 0.0 0.0
In lieu of EU transfers 0.0 0.0 0.0 0.0 0.0 0.0
Retained customs duties 0.0 0.0 0.0 0.0 0.0 0.0
Difference
Total 0.0 16.6 35.5 39.5 39.8 40.9
of which:
RDEL spending 0.0 15.2 27.0 31.2 34.9 38.9
CDEL spending 0.0 5.7 13.4 15.4 16.1 16.7
'DEL in waiting' 0.0 -4.3 -5.0 -7.1 -11.3 -14.6
In lieu of EU fransfers 0.0 -3.5 -1.7 -3.8 -7.9 -11.3
Retained customs duties 0.0 -0.8 -3.3 -3.3 -3.3 -3.3
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Chart C: DEL-in-waiting versus new DEL spending plans
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Public service pensions

3.134 Our net public service pensions forecast covers gross expenditure on pensions in payment,
less employer and employee conftributions received. (The corresponding spending by
departments on employer contributions is included in RDEL.) The forecast includes central
government pay-as-you-go schemes and locally administered police and firefighters’
schemes.” A breakdown of spending and income for the major schemes we cover can be
found in the supplementary tables on ourwebsite.

3.135 Table 3.27 breaks down the changesto our forecast since March 2019. Reduced scheme
expenditure and higher scheme income have combined to lower net spending by increasing
amounts, reaching £7.0 billion in 2023-24. The main changes relate to:

e Significantly higher RDEL spending, reflecting last year's Spending Round settlement and
the furtherincreases announcedin the Budget, raises scheme income byincreasing
amounts. Full detail of how the higher RDEL will be allocated across departments, and
therefore the precise amounts by whichindividualschemes'incomes willrise, willnotbe
knownuntilthisyear’'sSpending Review settlements.Inthe meantime we estimate that
the higher RDEL willadd £4.3 billion ayearto totalscheme income by 2024-25. This
reduces netpublic service pension spending. The effect of the overallfiscaleasing on
CPlinflation has further modest implications for scheme expenditure.

1”The police andfirefighters’ pension schemes are administered at alocallevel, but pensionsinpayment are funded from AME, along
with other public service pension schemes. They are therefore included in our pensions forecast.
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e Slower pre-measures growth in expenditure, reflecting lower forecast CPI inflation and
the declining average age of teachers’ pension scheme members. Updated retirement
assumptionsinthe NHS pensionscheme offsetsome ofthisdecrease earlyinthe
forecast and augment it in later years. These pre-measures changes reduce
expenditure by increasing amounts, reaching £1.4 billion in 2023-24.

o Higher pre-measures contributions, which thanks to stronger paybill growth have
boosted pension scheme income. The largest effect comes from the teachers’ pension
scheme. Higher contribution rates applied in several schemes from 2019-20 means
that faster paybill growth boostsincome proportionately more than previously.

3.136 Several other policy measures have smaller effects. Raising the annual allowance taper will
reduce use of ‘scheme pays’ by public service pension scheme members. But scheme pays
costsforthe NHS schemeinrespect of 2019-20 willbe higherthanksto the Secretary of
State for Health and Social Care’s announcement that clinicians’ annual allowance charges
inthatyearwillbe paid by hisdepartment not the scheme members. Settingup an
unfunded pension scheme forBradford & Bingley and Northern Rock Asset Management
scheme membersaddsalittle tototalscheme expenditure from 2023-24 onwards.

Table 3.27: Key changes to public service pensions since March 2019

Net public service pensions

£ billion

Forecast

2019-20 2020-21

2021-22 2022-23 2023-24 2024-25

March 2019 forecast 6.7 7.9 8.2
March 2020 forecast 6.9 2.0 1.2 0.3
Change 0.2 -5.9 -7.0
of which:
Forecast changes 0.2 -2.1 -2.8
Effects of Government decisions 0.0 -3.8 -4.2 -4.6
Expenditure
March 2019 forecast 44.4 50.4 52.4
March 2020 forecast 44.7 49.1 50.8 52.4
Change 0.2 -1.3 -1.6
of which:
Forecast changes 0.2 -1.1 -1.4
Teachers' pension scheme -0.2 -0.4 -0.5
NHS pension scheme 0.4 -0.2 -0.6
Pre-measures CPI inflation 0.0 -0.2 -0.2
Other 0.1 -0.3 -0.2
Effect of Government decisions 0.0 -0.3 -0.2 -0.2
Income
March 2019 forecast -37.7 -42.6 -44.2
March 2020 forecast -37.8 -47.2 -49.6 -52.1
Change 0.0 -4.6 -5.4
of which:
Forecast changes 0.0 -1.1 -1.4
Teachers' pension scheme 0.0 -0.5 -0.8
Other 0.0 -0.6 -0.6
Effect of Government decisions 0.0 -3.5 -4.0 -4.3
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Depreciation

3.137 We have revised up public sector depreciation by £0.6 billion a year from 2020-21
onwards. Ourpre-measuresforecastreflectsfullerdataon public sectorcapitalstocks and
the associated trends in depreciation rates than were available when producing our restated
March 2019 forecast. We have alsoincorporated thelatest splits of capitalspending across
central government, local authorities and public corporations, which show less spending by
central government but more by local authorities and public corporations. Together, these
changeshaveincreased depreciationinthe early years of the forecast, and decreasedit
later.The large increase in capitalspendinginthe Budget adds progressively larger
amounts to depreciation, reaching £1.0 billion in 2024-25. The precise composition of this
spendingisnotyetknown, sowe have largely drawn onrecent datato estimate this effect.

Table 3.28: Key changes to public sector depreciation since restated March 2019

£ billion
Outturn Forecast
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Restated March 2019 forecast 48.7 49.8 51.6 53.5 55.5 57.5
March 2020 forecast 48.8 49.9 52.2 54.0 56.0 58.1 60.3
Change 0.1 0.1 0.6 0.5 0.6 0.6
of which:
Forecast changes 0.1 0.1 0.6 0.3 0.0 -0.2
Effectof Governmentdecisions 0.0 0.0 0.1 0.2 0.5 0.8 1.0
Other AME

3.138 The main changes to other AME spending itemsinclude:

e  Spending on company tax creditsis up by an average of £2.6 billion a year from
2019-20 onwards, almost entirely due to higher spending on R&D tax credits. Just
£0.2billion of thisreflects the Budgetincrease the R&D expenditure creditrate from 12
to 13 percent. Mostreflectsevidence oflargeincreasesinuse of the small firms’
element. It appears that thisis at least partly due to abuse of the generous payable
credits. Wewould haverevised spending up by more wereit not forthereintroduction
from April 2020 of a cap on scheme use related to each firm’s PAYE liability.

o Uneven revisions to spending associated with tax litigation payouts, based on updated
information from HMRC. Relative to March 2019 this shifts spending into later years,
while the overall cost over five years s slightly higher due to new cases.

e Someelementsofourspending forecast arelargely neutral forborrowing, because
they are directly offset in receipts. These include environmental levies (which are up in
the near term) and VAT refunds to central and local government (which are up thanks
to the Budget spending announcements). These are detailed in the relevant receipts
sections.

e  Spending by the Land Registry and Companies House has been switched from AME to
DEL from 2020-21 onwards, raising DEL spending and lowering other AME spending
by £0.4 billion a year.
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Deficit aggregates

3.139 Our central forecast for the key measures of the Government’s budget deficit incorporate
the forecastsforreceipts and expenditure set outinthe previoussections of thischapter.in
this section we explain the changesin the following aggregate measures of the deficit:

o Public sector net borrowing (PSNB): the difference between total public sector receipts
andexpenditure onan accruedbasiseachyear—-the widestmeasure of borrowing.

o Cyclically adjusted net borrowing: PSNB adjusted to reflect the estimated impact of the
economic cycle. Itisameasure of underlying or ‘structural’ net borrowing, in other
words the borrowing we would expect to seeif the output gap were zero.

e Thecurrentbudget deficit: the difference betweenreceipts and public sector current
expenditure each year. In other words, public sector net borrowing excluding
borrowingtofinanceinvestmentthatbooststhe public sectorcapitalstock.

e Thecyclically adjusted current budget deficit: the current budget that we would expect
to see if the output gap was zero.

o Public sector net investment (PSNI): the difference between gross capital spending and
depreciation each year. In broad terms, the netincrease in the capital stock each year.

Current budget balance

3.140 Thelatest ONS datarecord a current budget surplus of 0.3 per cent of GDP in 2018-19 —
the first surplus since 2001-02, following nine years of deficit reduction from the peak of
7.2 percentof GDPreached during the financial crisis and recession. Ourrestated March
2019 forecast predicted that the surplus would narrow in 2019-20, before widening again
to average 0.7 percent of GDP between 2020-21 and 2023-24. Absent the effect of policy
measures, we would have made only small changes to this forecast. The combined effect of
measuresannouncedinthe Budget, the new migrationregime andthe higherpath forthe
National Living Wage reduce the surplus by 0.4 per cent of GDP on average.
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Chart 3.5: Current budget deficit
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Underlying forecast revisions

3.141 Onaverage between 2020-21 and 2023-24, underlying revisions increase the surplus by
£1.5 billion a year on average (less than 0.1 per cent of GDP), reflecting several factors:

o Totalreceiptshave beenrevised down by £3.0billionayearonaverage, despite an
upward revision of £4.9 billion in 2019-20 (much of which reflects one-off factors).
The deteriorationis more than explained by changesin oureconomy forecast, in
particular the weaker outlook for earnings growth and hence household spending.

o Debtinterest spending hasbeenrevised down by £7.4 billion a yearon average. This
reflectslowerBankRate expectations (whichlowerspending almostimmediately),
lower gilt yields (the effect of which builds up as more new debtisissued) and lower
RPlinflation (whichreducesspendinginallyears, butby decreasingamounts).

o Other current spending has beenrevised up by £2.8 billion ayearon average, mostly
in the near term. Almost all of this reflects higher spending on R&D tax credits,
following large increases in use of the small firms’ elementinrecent years. Welfare
spending has also beenrevised up, in particular on incapacity benefits.

Government decisions

3.142 Government decisions reduce the current surplus by £10.2 billion on average between
2020-21 and 2024-25 (0.4 per cent of GDP). This includes both the directimpact of Budget
tax and spending measures and the indirect effect of those measures, plus the migration
and NLW announcements, on the economy. The directimpact arises from:
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o Large increases in current departmental spending limits (RDEL) that rise from £15.2
billionin 2020-21 to £38.9 in 2024-25 (reflecting higher plans and our assumptions
aboutunderspendingrelative to them). Thisis partly offset by some of that in effect
confirming the ‘DEL in waiting’ included in our previous post-referendum forecasts,
which assumed that direct fiscal savings from Brexit (i.e. conftributions not paid plus
customs duties retained) would be fully recycled into higher UK government spending.
Asthathasnow happened, removing the ‘DEL in waiting’ assumption lowers current
spending by £4.3 billion in 2020-21 rising to £14.6 billion in 2024-25, with the rising
profile reflecting the declining cost of the divorce bill over those years.

o Otherspendingmeasures (bothonand offthe Treasury’sscorecard) raise borrowing
by £2.2 billion a year on average. Thisis more than explained by the Government’s
decisiontoraise the currentspending envelope of the Scofttish Government by £3.4
billion a year on average between 2021-22 and 2024-25 (in line with higher RDEL).

o Receiptsmeasures (both onand off the scorecard) reduce borrowing by an average of
£6.4 billion a year. Thisis mostly explained by the decision to cancel the April 2020
cutinthe mainrate of corporationtaxfrom 19to 17 percent, whichraises £6.4
billion a year on average. Raising the National Insurance ‘primary threshold’ to
£9,500 in 2020-21 costs £2.3 billion a year on average, while restricting eligibility for
‘red diesel’ raises £1.8 billion a year from 2022-23 onwards.

3.143 Theindirect effects of the Government’s decisionsreduce borrowing across the forecast:

o Indirect effects of Budget tax and spending measures reduce borrowing by £6.6 billion
a year on average. The significant overall easing in fiscal policy delivers a cyclical
boost to the economy that lifts taxreceipts via higher earnings and consumptionin
particular. Itstemporary effect oninflation leads to permanently highernominal GDP
andtaxbases.Theboosttoreceiptstherefore peaksat£11.5billionin2022-23 but
remains at £8.9 billion in 2024-25. Higher departmental spending lifts public service
pension contributions, reducing the medium-term net cost of these schemes.
Conversely, the higher borrowing, higher interest rates and temporarily higher RPI
inflation combine to raise debt interestspending.

e  Raising the National Living Wage toreach two-thirds of median earnings by October
2024reducescurrentborrowingoverall. AsBox2.5describes, the effects of thison
current borrowing —whichreach £1.2 billion in 2024-25 - include the boost to income
taxand NICsreceipts and thereductionin welfare spending associated with higher
pay.These are partly offset by the effect of lower profits on corporation taxreceipfts
and modestly higher inflation on debft interest spending.

o The new migration regime raises current borrowing by amounts rising to £1.0 billion
in 2024-25. As Box 3.6 sets out, we have assumed that the new regime willleave the
populationinthatyear0.4 smallerthanitwould otherwise have been, but because
lower migration will be concentrated among those who would have been lower paid,
the effectonnominal GDPissmallerat0.3percent.The maineffectsofthisareto
reduce taxreceipts by £1.5 billion and welfare spending by £0.5 billion.
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Table 3.29: Changes to the current budget deficit since March 2019

£ billion
Outturn Forecast
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Restated March 2019 forecast -5.4 -2.5  -13.3 -15.7 -18.6 -21.1
March 2020 forecast -5.8 -1.7 -4.9 -2.7 -11.7 -16.7 -21.2
Change -0.4 0.8 8.4 13.0 6.9 4.4
Underlying revisions -0.4 -1.2 0.1 0.8 -2.1 -4.7
of which:
Receipts! -3.3 -4.9 1.0 3.5 4.1 3.5
Debt interest 0.5 -2.0 -6.7 -6.6 -7.7 -8.5
Other spending! 2.4 5.7 5.8 3.8 1.4 0.3
Total effect of Government decisions? 2.0 8.3 12.3 9.0 9.0 12.5
of which:
Current departmental spending? 2.9 15.2 27.0 31.2 34.9 38.9
Use of direct Brexit fiscal savings 0.0 -4.3 -5.0 7.1 -11.3  -14.46
Receipts measures? -1.0 -2.0 -4.6 -8.0 -8.6 -8.5
Other spending measures? 0.1 2.7 1.7 2.1 1.6 2.9
Indirect effects of Government decisions 0.0 -3.3 -6.9 -9.2 -7.6 -6.2
of which:
Due fo fax and spending measures 0.0 -3.3 -6.9 -9.2 -7.5 -6.0
Raising the National Living Wage 0.0 0.0 -0.3 -0.6 -0.9 -1.2
New migration regime 0.0 0.0 0.3 0.5 0.8 1.0
Memo: March 2020 pre-measures forecast -5.8 -3.7 -13.2 -14.9 -20.8 -25.8 -33.7

' Excludes the impact of customs duties switch, which raises receipts and current spending by the same amount.

2The change in 2024-25 is relative to a baseline that assumes DEL would otherwise have remained constant as a share of GDP.
®Includes both scorecard and non-scorecard measures. See Annex A for more information.

Note: this table uses the convention that a negative figure means areductionin PSNB.i.e. anincrease in receipts or areductionin
spending will have a negative effect on PSNB.

Cyclically adjusted current budget deficit

3.144  On a pre-measures basis, our forecast for the cyclically adjusted current budget is very
similar to that for the headline balance. But our post-measures forecasts differ. The direct
costsofBudgetmeasuresandtheindirect effects of the new migrationregime andNLW are
structural, so have the same effect on cyclically adjusted borrowing as they do on headline
borrowing. The indirect effects of the Budget package on the economy are entirely cyclical
whenviewedintermsofreal GDP, sohavelittle effect on cyclically adjusted borrowing. But
because temporarily higher inflation leads to permanently higher nominal GDP, the Budget
package does have a modest positive effect on the cyclically adjusted surplus. Taken
together, these effectsleave cyclically adjusted current borrowing close to balance between
2019-20 and 2022-23, before the surplus rises to 0.8 per cent of GDP in 2024-25.

Public sector net investment

3.145 Publicsectornetinvestment (PSNI) almosthalved as ashare of GDP between 2009-10 and
2013-14, beforerising slightly to average 1.9 per cent of GDP between 2014-15and
2018-19.In ourrestated March 2019 forecast, we expected PSNI to average around 2.2
percentof GDP.On a pre-measures basis, we have revised that up to around 2.4 per cent
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of GDP.The Budgethasplaced capitalspending on asignificantly higher path, with PSNI
rising to 2.9 per cent of GDP by 2021-22 and staying at 3.0 per cent thereafter.

Chart 3.6: Public sector net investment
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Underlying forecast revisions

3.146 Underlyingrevisionsincrease PSNI by progressively more across the forecast period —rising
from £1.6 billion in 2019-20 to £6.2 billion in 2023-24 (Table 3.30):

o Roughly two thirds of this change reflects higher capital spending by local authorities
and public corporations. In particular we have revised up borrowing-financed
spending by Englishlocal authorities, which hasrisenrapidly inrecent years.

o Much oftherestis explained by studentloans. Underthe new accounting freatment,
loan outlays that are not expected to be repaid are treated as capital transfers that add
to PSNI. Severalfactors have led ustorevise up our forecast for these capital transfers,
the largest of whichrelates to the proportion of each new loan treated as spending.

Government decisions

3.147 Governmentdecisionsraise PSNIby £4.0 billionin2020-21, thenby £14.5bilionayear
on average between 2021-22 and 2024-25. Table 3.30 shows that:

e Significant increases in departmental capital spending limits (CDEL) raise spending by
amounts rising from £5.7 billion in 2020-21 to £16.7 billion in 2024-25. These
amountswould have been higher still had we not assumed that 20 per cent of the
increase in capitalspending announced by the Treasury willgo unspent -reflecting
evidence of past difficultiesinramping up capital spending quickly (Box 3.2).
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o Other spending measures reduce PSNI between 2019-20 and 2022-23, then raise it
modestly in 2023-24 and 2024-25. The initial declines reflect the Government's
decision not to sellany more tranches of student loans. As these sales raise less than
the value of the loans recorded in the public finances, a capital transfer from
government to private sectorequalto that discountisrecorded atthe point of sale.
Cancelling the sales removes around £2 billion a year of spending from 2019-20 to
2022-23.Scottish Government capital spending hasbeenraised due to higher CDEL.

o These measures affect gross capital spending. To the extent that they add to the public
capital stock, they have indirect effects on depreciation costs. These broadly follow the
path of the cumulativerisein CDEL spending, raising depreciation andreducing PSNI
by progressively larger amounts that reach £1.0 billion in 2024-25.

Table 3.30: Changes to public sector net investment since March 2019

£ billion
Outturn Forecast
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Restated March 2019 forecast 46.4 50.2 53.6 53.3 54.1 54.4
March 2020 forecast 44.3 491 59.7 69.3 73.2 77.0 79.1
Change -2.1 -1.0 6.2 16.1 19.1 22.6
Underlying revisions to spending -2.1 1.6 2.1 4.3 5.7 6.2
of which:
LA and PC capital expenditure -0.7 2.3 2.3 2.5 3.3 3.4
Student loans 0.0 0.7 1.3 1.9 2.4 2.5
Other spending -1.5 -1.4 -1.5 -0.1 0.0 0.3
Total effect of Government decisions' -2.6 4.0 1.7 13.4 16.3 16.6
of which:
Departmental spending’ -0.5 5.7 13.4 15.4 16.1 16.7
Other spending measures? -2.2 -1.6 -1.5 -1.5 1.0 1.0
Indirect effects of Government decisions 0.0 -0.1 -0.2 -0.5 -0.8 -1.0
Memo: March 2020 pre-measures forecast 44.3 51.8 55.7 57.6 59.8 60.6 62.5

'The change in 2024-25is relative to a basline that assumes DEL would otherwise have remained constant as a share of GDP.
2Includes both scorecard and non-scorecard measures. See Annex A for more information.

Note: this table uses the convention that a negative figure means areductionin PSNB.i.e. anincrease in receipts or areductionin
spending will have a negative effect on PSNB.

Public sector net borrowing

3.148 Public sector net borrowing fell from a high of £158.3 billion (10.2 per cent of GDP) in
2009-101to 1.8 percent by 2018-19. In ourrestated March 2019 forecast, we expected the
deficit to shrink from £47.6 billion in 2019-20 to £33.3 billion in 2023-24. But, thanks to
thefiscallooseninginthe Budget, we now expectittohitasix-yearhighof£66.7 billionin
2021-22 and to remain at £57.9 billion (2.2 per cent of GDP) in 2024-25.
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Chart 3.7: Public sector net borrowing
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Underlying forecast revisions

3.149  Borrowingin2018-19 camein £2.5billionlowerthanwe anticipatedinMarch2019 (ona
like-for-like basis). Nonetheless, on apre-measures basiswe havereviseditup by £0.4
billionin2019-20.Thislargely reflectsupwardrevisions to borrowing-financed capital
spending by localauthorities and faster growthinthe cost of R&D tax credits. We would not
expecteithertobereflectedinthelatest ONS outturns, which are currentlysstilllargely based
onforecasts (ONS ones forlocal authorities and our March 2019 ones fortax credits).

3.150 Between 2020-21 and 2023-24, borrowing on a pre-measures basis has been revised up
byanaverage of£3.1bilionayear (asTable 3.31 shows).Thisismore than explained by
upwardrevisionsto public sectornetinvestment-bothlocalauthorities’ capitalspending
and higher capital transfers associated with new studentloans. That is partly offset by an
underlying improvement in the current budget thanks to much lower debt interest spending.

Government decisions

3.151 Government decisions raise borrowing in every year from 2020-21 onwards, nearly
doubling the deficit in 2024-25. By 2024-25, £55.5 billion has been added to
departmentalspending, of which £14.6 billion hasin effect been financed by using the
directfiscalsavings from Brexit. The Governmenthas also announced anet taxincrease of
£8.5 bilioninthat year, dominated by the effect of not going ahead with this April's cutin
corporationtax.Theindirect effects of the Budgetmeasures offsetroughly aquarterof their
direct cost, more than explained by higher nominal GDP raising tax receipts and by the fact
thatalittle over 10 per cent of the higher RDEL and Scottish Government current spending
comes back to the Exchequer via higher pension contributions. The indirect fiscal cost of the
new migrationregime andthe gainfromthe higher NLW are modest by comparison.
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Table 3.31: Changes to public sector net borrowing

£ billion
QOutturn Forecast
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Restated March 2019 forecast 41.0 47.6 40.2 37.6 354 33.3
March 2020 forecast 38.4 47 .4 54.8 66.7 61.5 60.2 57.9
Change -2.5 -0.2 14.6 29.1 26.0 26.9
Underlying revisions -2.5 0.4 2.3 5.1 3.6 1.5
of which:
Receipfts! -3.3 -4.9 1.0 3.5 4.1 3.5
Debt interest 0.5 -2.0 -6.7 -6.6 -7.7 -8.5
Other spending! 0.3 7.3 7.9 8.2 7.1 6.5
Total effect of Government decisions? -0.6 12.3 24.0 22.5 25.4 29.1
of which:
Current departmental spending? 2.9 15.2 27.0 31.2 34.9 38.9
Capital departmental spending? -0.5 5.7 13.4 15.4 16.1 16.7
Use of direct Brexit fiscal savings 0.0 -4.3 -5.0 -7.1 -11.3 -14.6
Receipts measures? -1.0 -2.0 -4.6 -8.0 -8.6 -8.5
Other spending measuress -2.1 1.1 0.3 0.7 2.6 3.9
Indirect effects of Government decisions 0.0 -3.3 -7.1 -9.7 -8.4 -7.2
of which:
Due fo fax and spending measures 0.0 -3.4 -7.2 -9.7 -8.3 -7.0
Raising the National Living Wage 0.0 0.0 -0.3 -0.6 -0.9 -1.2
New migration regime 0.0 0.0 0.3 0.5 0.8 1.0
Memo: March 2020 pre-measures forecast 38.4 48.1 42.5 42.7 39.0 34.9 28.8

' Excludes the impact of customs duties switch, which raises receipts and current spending by the same amount.

2The change in 2024-25isrelative to a baseline that assumes DEL would otherwise have remained constant as a share of GDP.
3Includes both scorecard and non-scorecard measures. See Annex A for more information.

Note: this table uses the convention that a negative figure means areductionin PSNB.i.e. anincrease in receipts or areductionin
spending will have a negative effect on PSNB.

Cyclically adjusted net borrowing

3.152 Onapre-measures basis, ourforecast for cyclically adjusted net borrowingis a little higher
thanourrestated March 2019 forecast thanks to higher capitalspending. Aswiththe
cyclically adjusted current budget, the direct effect of Budget tax and spending measures
plusthe migrationand NLW policy changesraised cyclically adjustednetborrowing, while
the indirect effects of the Budget measures are partly cyclical. As aresult, Government
decisionsraise cyclically adjusted borrowing more than headline borrowingin the near
term, but by similar amounts at the end of the forecast. On this measure, the deficitrises to
3.0 per cent of GDP in 2021-22 before falling back to 2.2 per cent by 2024-25.
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Box 3.6: The effect of the new migration regime on our fiscal forecast

In Box 2.4 we described thenew ‘points-based’ immigration system that the Government intends
tointroduce from January 2021, aligning the rules for EU and non-EU migrants.® Relative to the
currentregime, this is more restrictive for EU migrants but modestly less so for non-EU migrants.
Successfulimplementation of the new regime by January looks challenging.

In our economy forecast, we assume that this reduces the size of the population and total
employmentin2024-25by 0.4 percent asitreducesnetinward migration. Thisreductionis
concentrated among people on lower-than-average earnings reflecting the £25,600 salary cap,
so the effect on nominal GDP in 2024-25 is smaller at 0.3 per cent.

Inthis boxwe describe how these changeshave affected ourfiscal forecast. Thisis a narrower
questionthan the full fiscalimpact of migrants that some bodies have sought to answer, since
our forecasts take departmental spending plans set by the Government — we do not forecast the
costofproviding, say, healthservices oreducationto the population. Thismeans thatlowernet
inward migration raises departmental spending per person, rather thanreducing the total.

AsTable Dshows, the largest effectsonourforecast are the savings fromlowerwelfare
spending thatis offset by the cost oflowerincome taxand NICsreceipts. With departmental
spending fixed, the additional costs from lower taxreceipts on consumer spending and on
company profits means the overall effect on our forecast is to add to borrowing. For all but
welfare spending and income taxes, we have calculated these effects by assuming that the
reductionin nominal tax bases is broadly in line with the reduction in nominal GDP. For those
two items we have modelled the effects at a more granular level:

¢ Forwelfare benefits, we have drawn on DWP and HMRC administrative datathat
matches nationality at point of application for a National Insurance number, tax, earnings
andbenefitrecords. ltsuggests thatfewerthan 10 per cent of existing EEA benefit
claimants would have a salary above the £25,600 threshold. Savings from lower
migration under this salary threshold build up to £0.5 billion a year by 2024-25,
equivalentto 0.4 per cent of working-age and child welfare spending in that year. (This
means that the Budget announcement tightening migrants’ access to benefits saves little
as most of the benefit spending on this group ceases as aresult of the migrationregime.)

o ForincometaxandNICs, we estimate the effect oflowermigrationonwagesand
salariesbased onthereductioninthe size of the workforce and average earningsunder
the salary cap—thisisareduction of 0.3 percentin 2024-25. We then calculate an
effective taxrate on those lost earnings drawing on evidence from HMRC's Survey of
Personallncomes.Thisyields aloss ofincome taxand NICsreceiptsthatrisesto £0.6
billion in 2024-25, equivalent to 0.1 per cent of the totalin that year.

These estimates are necessarily a simplification of what can be expected in reality and are
subjecttosignificantuncertainty.Inparticular, they focusonly onthose whowould not qualify to
cometothe UKbecause they are below theincome threshold.They donottake accountofthe
potential deterrent effect of the new system on those above the income threshold (who would still
incur extra costs and hassle to move to the UK), where losses would be larger. Nor do they take
account of initially low-income migrants’ earnings rising during their fime in the UK.
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Table D: The effect of the new migration regime on our borrowing forecast

£ billion

Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Total effect on net borrowing 0.0 0.0 0.3 0.5 0.8 1.0

of which:

Welfare spending 0.0 0.0 0.0 -0.1 -0.3 -0.5
Income tax and NICs receipts 0.0 0.0 0.1 0.3 0.4 0.6
VAT and excise duty receipts 0.0 0.0 0.1 0.3 0.4 0.5
Corporation tax receipfts 0.0 0.0 0.0 0.1 0.1 0.1
Ofther receipts 0.0 0.0 0.0 0.1 0.1 0.2

Alongside the Migration Advisory Committee’s (MAC) latest report, Oxford Economics updated
its analysis of EU migrants’ fiscal contribution. This sought to answer the broader question than
the one we answerin this box, including the cost of providing public services.” It estimated the
net fiscal contribution of those who would be ineligible under a salary threshold of £30,000 - as
the MAC had been asked to consider—t1o be minus £2,200 a year. The report also showed that
the netfiscal contribution moved from negative to positive at asalary of around £20,000
(dependingonage), so the netfiscal contribution of those below a £25,600 cap would be more
negative than £2,200 a year. The difference between Oxford Economics’ finding that cutting out
such migration would boost the public finances and the negative effect the new migration regime
change has had on our forecast reflects the fixed departmental spending totals. If departmental
spending were 0.4 per cent lower in 2024-25, spending would be £2.0 billion lower, turning the
negative impact on our forecast into a positive one.

%Inmost cases the existing rules for EU migrants also apply to those from the wider European Economic Area (EEA) and Switzerland.
Irish citizens will continue to have freedom of movement within the Common Travel Area.

® Oxford Economics, The FiscalImpact of Immigration on the UK, June 2018 and The Fiscal Confribution of EU Migrants: Update and
Scenario Analysis, January 2020.

Our latest forecast revisions in context

3.153 The forecasts for public sectornet borrowing in this EFO are the twenty-first that we have
publishedsince the OBRwascreatedin2010 (togetherwith onestatisticalrestatement). As
Chart3.8illustrates, the average upwardrevision to the deficitinthisforecast of 0.8 per
cent of GDP is the third largest over that period, exceeded only in November 2011 and
November2016.2These were both occasions on which werevised the outlook for potential
GDP growthssignificantly lower, thankslargely to the EUreferendum vote inthelatter case.

3.154 Combining the classification changes that we presented in December when restating our
March 2019 forecast — but that in normal circumstances would have been reflected
alongside an updated pre-measures forecast and the effect of new policy decisions —the
upward revision since our original March 2019 forecast is the largest we have made.

2 Excluding the December 2019 restatement of the March 2019 forecast.

Economic and fiscal outlook 218



Fiscal outlook

3.155 Incontrast to previouslarge upwardrevisions—and despite the fact that almost ayearhas
elapsedsince our last full forecast —the underlying outlook for borrowingis little changedin
thisEFO.The average upwardrevisiontothe pre-measures deficitofjust0.1 percent of
GDPisthe third smallest of the 13 upward revisions we have made over the past decade
and the fourth smallest revision in either direction out of 21. By contrast, the Government's
policy decisions have raised the deficit by 0.7 per cent of GDP on average, almost half as
much again as the previous largest policy loosening in Budget 2018. The only fime fiscal
policy hasbeen changed by alarger margin was the 1.4 per cent of GDP average fiscal
tightening in the Coalition Government’s first Budget in June 2010, when it set out its plans
to reduce the post-crisis budget deficit that it had inherited.

Chart 3.8: Average revisions to borrowing since June 2010
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3.156 Lookingfurtherbackintime (Chart 3.9), thislooks like the largest planned sustained
giveaway atany fiscalevent since Norman Lamont'sill-fated pre-election Budgetin 1992
(which was more thanreversed within a matter of months after sterling crashed out of the
Europeanexchangeratemechanism).Itismodestly greaterthanthe giveawayin Gordon
Brown's 2000 Budget, which - like this Budget — was dominated by public spending
increases.MrBrownjudgedthathe hadroomforlargesse thenbecause of therobust
performance of tax receipts, but this was soon dented by the bursting of the dotcom bubble.
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Chart 3.9: Mqjor fiscal giveaways and takeaways
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3.157 Thescale of the fiscalloosening in this Budget s all the more unusual for taking place at the

first fiscal event following a general election, which governments in the past have tended to
see astheirbestopportunity to take unpopulardecisions on taxand spending. Itis the latest
in aseries of giveaway fiscal events since the Conservatives won the 2015 election-and
more particularly since thereferendumvotetoleave the EUinJune2016. AsChart3.10
illustrates, fiscaleventsto date underthe Conservativeshavereversed almost a third of the
fiscal tightening announced by the preceding Coalition Government, judging by their
(roughly) estimatedimpactonborrowing at the current forecast horizon of 2024-25.

Chart 3.10: Cumulative impact of policy decisions on borrowing in 2024-25
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Source: OBR
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3.158 Aswe discussin more detailin Chapter 4, the giveaways in this Budget move the
Governmentfurtherawayfromthe ‘fiscalobjective’ of abalancedbudgetthathasbeen
legislated for in its Charter for Budget Responsibility since January 2017, but which was
already being downplayed ahead of the election. Having been on course to achieve a (finy)
budget surplus in 2023-24 in our October 2018 pre-measures forecast, our latest forecast
points to a deficit of £60.2 billion (2.4 per cent of GDP in that year) —thanksin part to
statistical classification changes but mostly o the giveawaysin thisand the 2018 Budget.

Balance sheet aggregates

Generating our balance sheet forecasts

3.159 Weforecastseveralmeasuresofthe public sectorbalance sheet. Fortwo decades, the
headline measure has been public sector net debt (PSND). We forecast this in two stages:

o First, by forecasting the financial transactions that reconcile public sector net borrowing
(PSNB) —-the deficit on an accrued basis—with the public sectornet cashrequirement
(PSNCR) -the deficiton a cash basis. These include loans and repayments between
the public and private sectors, sales or purchases of financial assets, Bank of England
schemes, and various timing effects.

e Second, we forecast the valuation effects and (when necessary) impact of classification
changesthatreconcile the PSNCR with the year-on-yearchange in PSND.

3.160 Table 3.32sets out our latest forecast for these lines. Table 3.33 shows changesrelative to
ourrestated March 2019 forecast, whichreflected several ONS statisticalchanges.

3.161 We use similar approaches to forecast other balance sheet aggregates, starting from the
relevant deficit measure and adding other elements as required.
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Table 3.32: Sources of year-on-year changes in public sector net debt

£ billion
Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Year-on-year change in PSND (a+b+c+d) 25.4 19.4 8.9 72.5 69.2 62.2
Public sectornetborrowing (a) 47 .4 54.8 66.7 61.5 60.2 57.9
Financial fransactions (b) -15.1 -29.5 -60.3 10.8 6.3 12.8
of which:
DEL net lending 5.5 6.0 4.3 4.5 2.0 2.0
Help to Buy outlays 3.6 3.8 2.2 2.5
Other housing schemes 0.4 0.3
Devolved administrations 0.3 0.5
Other DEL 1.3 1.7
DEL beyond current Spending Review 2.7 2.7 2.6 2.6
Allowance for shortfall -0.1 -0.3 -0.6 -0.6 -0.6 -0.6
Other government net lending 6.1 6.8 7.3 7.0 5.5 4.9
Student loan outlays! 9.3 9.6 10.0 10.5 11.0 11.6
Student loan repayments? -3.3 -3.7 -4.2 -4.6 -5.0 -5.4
Loan to Ireland -1.6 -1.6
Scottish Government 0.7 0.8 0.8 0.9 0.9 0.9
UK Export Finance 0.6 1.9 1.4 1.2 0.5 0.2
Other AME 1.3 1.3 1.1 1.4 0.8 0.4
Help to Buy repayments -0.9 -1.5 -2.0 -2.4 -2.7 -2.8
Sales or purchases of financial assets -5.4 -10.5 -3.5 -4.1 -3.6 -3.3
Student loans 0.0 0.0 0.0 0.0 0.0 0.0
RBS shares 0.0 -3.8 -3.6 -4.2 -3.3 -3.3
UKAR asset sales and rundown -4.7 -5.5 0.0 0.0 -0.3 0.0
Other sales -0.7 -1.2 0.0 0.0 0.0 0.0
Bank of England schemes -14.3 -43.7 -63.4 0.0 0.0 0.0
Cash flow timing effects -7.0 11.9 -4.9 3.4 2.4 9.2
Student loan interest?2 2.8 2.9 3.2 3.8 4.5 4.9
Corporation tax -6.8 -0.8 2.4 1.9 1.6 1.6
Other receipts 5.7 7.0 5.2 4.0 4.6 4.3
Funded public pension schemes -1.7 -1.9 -1.9 -2.0 -2.1 -2.1
Index-linked gilt uplift3 -10.4 0.5 -13.9 -7.0 -9.4 -2.9
Other gilt accruals 4.4 4.6 4.4 5.0 5.4 5.6
Other expenditure -1.0 -0.5 -4.4 -2.3 -2.2 -2.2
Public sector net cash requirement (a+b) 32.3 25.3 6.3 72.2 66.5 70.8
Valuation effects (c) -6.9 -5.9 2.6 0.2 2.7 -8.6
of which:
Gilt premia -13.1 -8.5 -8.0 -7.5 -7.1 -8.6
Asset Purchase Facility gilt premia 3.2 1.5 -3.2 0.8 0.5 -2.9
Index-linked gilts uplift3 10.4 -0.5 13.9 7.0 9.4 2.9
Intfernatfional reserves -7.4 1.6 -0.1 -0.1 0.0 0.0
ONS statistical changes (d) 0.0 0.0 0.0 0.0 0.0 0.0

' This records the non-spending part of outlays, the remainder is recorded as capital transfers.

2Cashpayments ofinterest on studentloans are included within 'Student loanrepayments', aswe cannot easily separate them from
repaymentsofprincipal.To prevent double counting, the 'studentloaninterest' timing effectremovesallaccruedinterest.

3This reconciliation to the public sector net cash requirement does not affect public sector net debt.
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Table 3.33: Changes to the public sector net debt profile since March 2019

£ billion
Forecast
2019-20  2020-21 2021-22  2022-23  2023-24
Year-on-year change in PSND (a+b+c+d) -12.5 26.6 37.8 26.9 25.9
Public sector net borrowing (a) -0.2 14.6 29.1 26.0 26.9
Financial fransactions (b) -0.1 11.9 8.0 2.5 1.5
of which:
DEL net lending -0.5 -0.4 -1.6 -1.9 -0.3
Help to Buy outlays -0.4 -0.4 -1.0 -1.2
Other housing schemes -0.1 -0.3
Devolved administrations -0.2 0.0
Other DEL 0.0 0.3
DEL beyond current Spending Review - - -0.6 -0.7 -0.3
Allowance for shortfall 0.2 0.0 0.0 0.0 0.0
Other government net lending -1.3 -1.2 -1.9 -1.3 -2.0
Student loan outlays! -0.6 -0.9 -1.2 -1.2 -1.2
Student loan repayments? -1.0 -1.4 -1.7 -2.0 -2.1
Loan to Ireland 0.0 0.0
Scofttish Government 0.2 0.1 0.4 0.4 0.8
UK Export Finance 0.0 0.9 0.6 1.1 0.4
Other AME -0.1 0.2 0.1 0.5 0.2
Help to Buy repayments 0.2 0.0 -0.1 0.0 0.1
Sales or purchases of financial assets 13.0 -3.3 5.2 5.7 2.4
Student loans 4.6 4.7 5.0 5.2 0.0
RBS shares 3.6 -1.4 0.1 0.5 2.6
UKAR asset sales and rundown 4.9 -5.5 0.0 0.0 -0.3
Other sales -0.1 -1.2 0.0 0.0 0.0
Bank of England schemes -14.3 7.5 6.9 0.0 0.0
Cash flow timing effects 3.1 9.3 -0.6 0.1 1.3
Student loan inferest? 0.0 -0.1 -0.1 -0.1 0.1
Corporation tax -2.2 1.9 0.6 0.2 0.0
Other receipts 1.2 1.3 0.5 -0.4 -0.1
Funded public pension schemes 0.1 0.1 0.1 0.1 0.1
Index-linked gilt uplift3 2.2 3.1 0.4 0.4 0.9
Other giltaccruals 0.3 0.5 0.5 0.6 0.7
Other expenditure 1.6 2.5 -2.5 -0.7 -0.4
Public sector net cash requirement (a+b) -0.3 26.4 37.1 28.5 28.4
Valuation effects (c) -12.1 0.2 0.7 1.7 2.4
of which:
Gilt premia -5.0 0.9 -0.8 -1.2 -1.6
Asset Purchase Facility gilt premia 2.9 1.0 2.2 0.2 0.2
Index-linked gilts uplifts -2.2 -3.1 -0.4 -0.4 -0.9
International reserves -7.9 1.4 -0.2 -0.2 -0.2
ONS statistical changes (d) 0.0 0.0 0.0 0.0 0.0

This records the non-spending part of outlays, the remainder is recorded as capital transfers.

2Cashpayments ofinterest on studentloans are included within 'Student loanrepayments', aswe cannot easily separate them from
repaymentsofprincipal.To prevent double counting, the 'studentloaninterest' timing effectremovesallaccruedinterest.

3This reconciliation to the public sector net cash requirement does not affect public sector net debt.
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Public sector net cash requirement

3.162 Table 3.32 shows that the PSNCR is positive in every year of the forecast, with financing for
the deficit being the main driver. Financial transactions reduce the PSNCR up to 2021-22,
dominated byrepaymentofthe Bank of England’sTerm Funding Scheme (TFS) loans. Inthe
finalthree years of the forecast, financial transactions add to the PSNCR as government
lending outweighs proceeds from asset sales.

3.163 Table 3.33 shows changes since our restated March 2019 forecast. PSNCR is higherin alll
years from 2020-21, thanks to higher borrowing (largely as aresult of Budget measures)
and TFS loans being repaid earlier than we had previously assumed (which brings cash
receiptsforwardinto 2019-20). The cancellation and delay of asset salesincreases PSNCR
inallyearsexcept2020-21, which benefits fromsales thathave slipped from2019-20.

Loans and repayments

3.164 Asregardsloans and repayments between the public and private sectors:

e TheGovernment’sforecastsforlending within the DEL envelope have beenrevised
downinthe years to 2022-23, largely reflecting lower expected lending through the
Help to Buy: Equity Loan scheme. Help to Buy lending has beenreduced both by a
policy announced at this Budget that restricts eligibility and a change to the forecasting
methodology that brings it more into line with our central forecast.

o Wehaverevised downfinancialtransactionsrelatingtostudentloan outlays—i.e.the
portion of outlays thatis not treated as spending. Despite revising up outlaysin total
thisis outweighed by a greater proportion beingrecorded as spendingrather than
lending. Policy changes have modestly reduced outlays.

o Inthe Budget, the Governmenthas announced planstoincrease lending through UK
ExportFinance. UKEF'stotallending capacityhasbeenincreased by £3 billion, adding
to the £2 billion increase announced at Budget 2018.

Sales and purchases of financial assets

3.165 At Budget 2019 the Government planned to sell £42 billion of financial assets between
2019-20and 2023-24.Chart 3.11 shows that thishas beenrevised down by £11 billionin
this forecast, thanks to various delays and cancellations. The largest effect is in 2019-20,
where proceeds have beenrevised down from £16.4 billionto £5.4 billion. Overall:

e SalesofPlan1studentloans have been cancelled. The Treasury’sreview of the sales
concluded that “Following the Office for National Statistics’ change in the accounting
freatment of student loans, loan sales now have a significant negative impact on public
sector net borrowing” and that “The government has therefore taken the decision that it
willno longer proceed with further sales of studentloans."? The real-world impact of

2'HM Treasury, Review of the student loan programme: Budget 2020, March 2020.
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studentloansalesisunaffectedbythewaythe ONSaccountsforthem,sothischange
ofheart might suggest to the cynical that the previous policy — of selling loans for less
than they are valued on the government’s books, justified with reference to the ‘value
formoney’ criteria in the Treasury's Green Book —was undertaken atleast in part to
exploit the *fiscal illusions’ created by the previous accounting freatment and thereby
create the impression that by selling loans the government was strengthening the
public finances. (We discussed this perverse incentive in Box 4.4 of our October 2018
EFO.)The cancellationofthePlan 1salesforegoescashproceedsof£11.3billion.
This raises PSND, but also removes the associated capital tfransfers recorded in
spending by £8.5billion, whichwould otherwise haveraised public sectornetfinancial
liabilities (betterreflecting their effect onfiscal sustainability more broadly).

Thefinallarge sale of UKAR assets has been delayed andisnow expected to be
completed in early 2020-21 rather than late 2019-20.

The Governmenthasnotsold anyRBS sharessofarin2019-20andwe judge thatitis
unlikely that anysale willoccurintheremainder of the year.The Government still
plans to sell all its RBS shares, but now over a longer period up to 2024-25. Our
forecast foroverallproceedshasbeenreducedinline with the lower RBS share price.

Sales of further tranches of spectrum licenses have been delayed. We have revised up
expected gross proceeds from £0.5 billion in 2019-20 to £1.3 billion in 2020-21,
whichreflects Ofcom dropping some coverage obligations and the Government
agreeing to pay halfthe construction costs, inreturn for the four main mobile
operators delivering a ‘Shared Rural Network’.

Chart 3.11: Proceeds from financial asset sales
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Bank of England schemes

3.166 Asof 19 February, £13.8billion of TFS loans had beenrepaid in 2019-20rather than at
maturity as we had previously assumed. We have assumed this will rise to £14.3 billion by
the end of the year and that these repaymentsrelate to loans due in 2020-21. We have
also assumed that some loans due in 2021-22 will be repaid early in 2020-21.

Timing effects

3.167 Asregardscashflow timing effectsand abstracting from the RPluplift onindex-linked gilts
(which offsets in valuation effects):

e The cancellation of the corporation tax cut discussed earlier in this chapter increases
cash receipts by £2.1 billion relative to accruals.

o Cash VAT receipts are forecast to be increased by £3.6 billion relative to accrued
receipts this year from a delay in the payment date for VAT onimports from outside
the EU.Thishasalarge effectin2019-20, whenthere willineffectbe only 11 months
ofimport VAT payments, with much smaller continuing effectsin subsequent years.

Public sector net debft

3.168 Highernominal GDPreduces PSNDrelative to GDPin all years of the forecast, on average
by 1.1 percentage points. Underlying forecastrevisions alsoreduce cash debtinallyears,
though by decreasing amounts across the forecast. Government policy decisions add
progressively more to debt, reaching £125 billion in 2024-25. Consequently, net debt is
now essentially flat as a share of GDP in the later years of the forecast (once the Bank of
England’s TFS loans have been repaid), having been declining in our March 2019 forecast.

3.169 Asregards underlying forecast revisions, cumulative borrowing raises cash debt modestly by
2023-24, while aweaker poundraises the sterling value of the foreign currency reserves by
abroadly offsetting amount. The early repayment of TFS loans reduces debtin the early
years of the forecast, but that effect unwinds by 2021-22 once they have allbeenrepaid.

3.170 Asregards Government decisions:

e The direct effects of the Budget package on public sector net borrowing adds
progressively more to debt over the period, reaching £148 billion in 2024-25.

. Delaysand cancellationsto asset sales also add steadily to debt. Delaying the sale of
UKAR and RBS assetsincreases debt at the start of the period, but thislargely unwinds
overthe forecast. The cancellation of student loans salesraises our debt forecast by
increasing amounts due to the proceeds foregone. This accounts for the maijority of the
£11 billion upward revision to debt from this source in 2024-25.

e The wider effects of policy measures on the economy -including the temporary effects
ofthe Budget package and the persistent ones of the new migration regime and
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higherpathforthe National Living Wage —partly offsetthese direct effects. Overall
they reduce debt by £36 billion in 2024-25.

Table 3.34: Changes to public sector net debt since March 2019

Per cent of GDP
Outturn Forecast
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Restated March 2019 forecast 82.2 81.3 78.2 74.3 73.6 72.7
March 2020 forecast 80.6 79.5 77.4 75.0 75.4 75.6 75.2
Like-for-like change -1.5 -1.8 -0.8 0.7 1.9 2.9
of which:
Change in nominal GDP! -1.3 -1.0 -1.1 -1.2 -1.0 -0.9
Change in cash level of net debt -0.3 -0.8 0.4 1.9 2.9 3.8
£billion
Restated March 2019 forecast 1,779 1,817 1,810 1,781 1,827 1,870
March 2020 forecast 1,774 1,799 1,818 1,827 1,900 1,969 2,031
Like-for-like change in cash debt -6 -18 8 46 73 99
of which:
Underlying forecast revisions -6 -29 -20 -7 -5 -3
Public sectornetborrowing (pre- 3 o 0 5 9 10
measures)
Financial transactions (pre-measures) -4 -17 -7 0 0 1
Valuation changes 1 -10 -13 -12 -14 -15
Effect of Government decisions 11 28 54 78 102 125
Affecting public sector net borrowing -1 15 46 78 112 148
Affecting financial fransactions 13 11 12 16 17 12
Indirect effects -1 3 -5 -16 -27 -36

"'Non-seasonally adjusted GDP centred end-March.

Central government net cash requirement

3.171 The central government net cash requirement (CGNCR) is a key determinant of the
Government'snet financingrequirement. Table 3.35reconciles CGNCR with PSNCR (by
removing fransactions associated with local authorities and public corporations) and Table
3.36setsout the changesinthisreconciliation since March. Relative to the restated March
forecast, public corporations’ net cash requirement has changed largely due to the profile of
Bank of England TFS loan repayments, while CGNCR ex is £20.6 billion higher on average
across the forecast largely reflecting the Government’s policy changes.

3172 Theinclusion of Bradford & Bingley (B&B), Northern Rock Asset Management (NRAM) and

NetworkRailinthe centralgovernmentsectormeansthatthe CGNCRisnotsimplya
measure of the cashrequired by the Exchequerto fundits operations. Excluding these
bodies to forecast the Government's net financing requirement involves adjustments for:

2The Governmentis confirming the financing remit for 2019-20 and setting the remit for 2020-21 alongside this Budget. The OBR
providesthe Governmentwith the forecast of the CGNCR for this purpose, but plays no furtherrole in the derivation of the net financing
requirement.
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e The difference between the net cash received by B&B and NRAM and that transferred
to centralgovernment. This adjustment ceases from 2020-21 onwards as our forecast
assumes that the rundown of bodies willhave been completed next year.

e TheTreasuryfinancing Network Rail'snew and maturing debtforafee.Refinancing
needs are estimated at £2.6 billion over the forecast.

Table 3.35: Reconciliation of PSNCR and CGNCR

£ billion
Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Public sector net cash requirement (NCR) 32.3 25.3 6.3 72.2 66.5 70.8
of which:
Local authorities and public corporations NCR -6.2 -34.7 -62.0 6.6 7.2 3.1
Central government (CG) NCR own account 38.5 60.0 68.3 65.6 59.3 67.7
CGNCR own account 38.5 60.0 68.3 65.6 59.3 67.7
Net lending within the public sector 5.7 4.9 4.8 4.8 4.7 4.6
CG net cash requirement 44.2 64.8 73.1 70.4 64.0 72.2
B&B and NRAM adjustment -0.5 0.0 0.0 0.0 0.0 0.0
Network Rail adjustment -0.6 0.4 -0.1 -0.5 0.0 0.3
CGNCR ex. B&B, NRAM and Network Rail 43.1 65.3 73.0 69.9 64.0 72.6
Table 3.36: Changes in the reconciliation of PSNCR and CGNCR
£ billion
Forecast
2019-20  2020-21 2021-22  2022-23  2023-24
Public sector net cash requirement (NCR) -0.3 26.4 37.1 28.5 28.4
of which:
Local authorities and public corporations NCR -14.0 13.0 9.9 3.7 4.4
Central government (CG) NCR own account 13.7 13.4 27.2 24.8 23.9
CGNCR own account 13.7 13.4 27.2 24.8 23.9
Net lending within the public sector 1.5 0.4 0.1 -0.2 -0.6
CG net cash requirement 15.1 13.8 27.3 24.6 23.4
B&B and NRAM adjustment 0.0 0.0 0.0 0.0 0.0
Network Rail adjustment 0.0 0.0 0.2 0.0 -0.8
CGNCR ex. B&B, NRAM and Network Rail 15.1 13.8 27.5 24.6 22.6

Alternative balance sheet aggregates

3.173 OurFiscalrisks reports have discussed various ways in which PSND is not a reliable metric
forassessing the underlying health of the public finances. Itincludes only alimited range of
liabilities and an even smallerrange of assets. This makes it susceptible to ‘fiscalillusions’ —
when movements in a fiscal aggregate do not reflect true changes in the underlying health
of the public finances — particularly when selling illiquid assets.

3.174  Alternative metrics often do a better job than PSND of reflecting the underlying picture,
althoughnoneis perfect. PSND excluding the Bank of Englandremoves the distortions
caused by the TFS, while public sector net financial liabilities (PSNFL) provides a more
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realistic picture of the effect of assetsales. Chart 3.12shows that the paths of both
measures are much smootherthan PSND, especially whenthe TFS loans are being repaid.

Chart 3.12: The public sector balance sheet: various measures
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3.175 Chart 3.13 shows the change between 2019-20 and 2024-25 for each of these metrics on
apre-and post-measures basis. Allthree fall pre-measures, withthe measure excluding the
Bank of England falling the least. The post-measuresimprovements are around 4 per cent
of GDP smaller, with PSND excluding the Bank of England actually rising slightly. Headline
PSND still falls as TFS loans are repaid and PSNFL still declines as assets notincludedin
PSND (such asstudentloans and those of funded pensions schemes) increase in value.
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Chart 3.13: Balance sheet changes between 2019-20 and 2024-25
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Financing and the balance sheet

3.176

3.177

3.178

3.179

Ourdebtinterest forecastrequiresus tojudge how changesin PSND translate into
movements in the stocks of assets and liabilities on the public sector balance sheet.

AteachBudget and Spring Statement, the Government states how itintends to meetits
financing needsinthe ‘financingremit’.? This calculates the gross financing requirement
from our forecast for CGNCR ex, the amount of gilts redeeming, any plans for additional
financing of the foreign exchange reserves and adjustments as necessary for any under- or
over-financing from the previous year. Alongside this Budget the Government has
confirmedthe financing arithmetic for2019-20and publishedinitial plans for2020-21.

The Government usually meets most of its gross financing requirement by issuing gilts.> The
restis met via changes to the stock of Treasury bills, from NS&I products (such as premium
bonds) or from other sources. As Table 3.37 shows, 89 per cent of the 2019-20 gross
financingrequirement (whichislargely complete) is expected to be met by issuing gilts.

Inour March 2019 forecast, the remit for 2019-20 intended index-linked gilts (ILGs) to
make up 20.7 per cent of all giltsissued. Since then the Government has revised the remit
severaltimes, expanding gilt sales by £22.7 billion in anticipation of larger financing needs.
The extra sales have mostly been of conventional gilts, so the proportion of ILGs in 2019-20
issuance is now expected to be just 16.5 percent.

2 HM Treasury, Debt management report 2019-20, 2020.

2The financing remit does not allocate all giltissuance (leaving the DMO with some flexibility through the year), so we assume that the
unallocated portion will ultimately be allocated in proportion to announced sales. We also assume that changes in the DMO’s net cash
position are met entirely by reductions in its assefs.
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Inour March 2019 forecast, and inline with the Government’s stated plan, the proportion
ofILGswas assumed to fallby 1.5 percentage points each yearover theremainder of the
forecast.Had ourforecast atthe time extended to 2024-25, the ILG proportion would have
fallento 13.2percentinthatyear.Initsremitfor2020-21, the Government planstoissue
13.2percentof gilts asILGs. So absent any further clarification of what thismeans for
future financing plans, we have assumed that the proportion of ILGs willremain at thislevel.

Inthe remit for 2020-21, Government has accommodated the decline in the proportion of
ILGsissued primarily byissuing ‘short’ (up to 7 years) conventional gilts. OurMarch 2019
forecastassumedthese wouldmake up 27.9 percentoftotal giltissuance whereas the plan
isnow 33.7 per cent. The higher share of shorter maturity gilts reduces debft interest costs
(allelse equal), but atthe expense of agreatersensitivity to giltrate movements as the debt

will have to be rolled over sooner.

Table 3.37: Total gross financing

£ billion

Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Cenfralgovernment net cashrequirement! 43.1 65.3 73.1 69.9 64.0 72.6
Gilt redemptions 98.9 97.6 79.3 73.3 71.8 90.6
Financing for the reserves 6.0 0.0 0.0 0.0 0.0 0.0
Change in DMO cash position2 0.5 0.0 0.0 0.0 0.0 0.0
Total gross financing 148.5 162.9 152.4 143.2 135.8 163.2

of which:

Conventional gilts 110.2 133.6 126.8 119.0 112.7 136.1
Index-linked gilts 22.1 22.7 21.5 20.2 19.1 23.1
Treasury bills 6.0 0.0 0.0 0.0 0.0 0.0
NS&l 10.1 6.0 4.0 4.0 4.0 4.0
Other central government 0.1 0.6 0.1 0.0 0.0 -0.1

! Excluding Northern Rock, Bradford and Bingley, and Network Rail.
2Change in Debt Management Office cash position.

3.182

3.183

Table 3.38 shows how we expect the public sector’s debt liabilities and liquid financial

assets to evolve over the forecast.” The table is presentedin line with that used by the ONS
in the monthly public sector finances release: general government and non-financial public
corporations are presented gross, but the Bank of England is shown only on a net basis.

The overalllevel of public sector debt liabilities reduces slightly over the forecast with the
stock ofindex-linked gilts declining most as aresult of the Government’s plantoreduceits
exposure to these instfruments. The stock of conventional giltsrises across the forecast as
theyremainthe Government’'s mainsource of financing. Assets decline as ashare of GDP,
mostnotablyinthereserves;inrecentyearsthe cashlevelof thereserveshasbeenboosted
byregularfinancingthrough theremitandby arecenttemporary boostto thereserves. The
Government does not plan more cash injectionsin the forecast period and so the level
declines as ashare of GDP. By far the largest confribution to falling debt comes from the
Bank of England as reserves fall when TFS loans are repaid.

2 A similar table for PSNFL assets and liabilities is presented in the supplementary fiscal tables accompanying this forecast.
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Table 3.38: The composition of public sector net debt

Per cent of GDP!
Forecast
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Public sector debt liabilities? (a) 81.3 80.8 81.2 81.3 81.3 81.0
of which:
Conventional gilts 46.9 47.1 47.3 48.2 48.8 49.1
Index-linked gilts 19.7 19.2 19.6 19.2 18.8 18.4
T-bills 3.6 3.4 3.3 3.2 3.1 3.0
NS& 7.8 7.8 7.7 7.6 7.5 7.4
Other central government 2.9 2.8 2.7 2.6 2.5 2.4
Local government3 0.9 1.0 1.1 1.2 1.2 1.3
Non-financial public corporations (b) -0.6 -0.6 -0.6 -0.6 -0.6 -0.6
Public sector liquid assets? (c) 9.4 8.8 8.8 8.5 8.2 8.1
of which:
Reserves 5.6 53 5.1 5.0 4.8 4.6
Other central government 1.9 1.8 1.7 1.7 1.6 1.5
Local government3 1.0 0.8 0.8 0.7 0.7 0.7
Non-financial public corporations+ 0.9 0.9 1.2 1.1 1.1 1.3
Bank of England net contribution (d) 7.6 5.5 2.7 2.5 2.5 2.3
Public sector net debt (PSND) (a-c+d) 79.5 77 .4 75.0 75.4 75.6 75.2
Memo:PSND excluding Bank of England (a-c) 71.9 71.9 72.3 72.9 73.1 72.9
Memo: general government gross debt (a-b) 81.9 81.4 81.8 82.0 81.9 81.6

"Non-seasonally adjusted GDP centred end-March.

2Excluding the Bank of England.

3Net of debt liabilities / liquid assets held by central government.

“Net of debt liabilities / liquid assets held by central and local government.

°Largelyreservesissued to fund TFS loans and the APF's corporate bond purchases, plus premia onthe APF's conventional gilt
holdings.

Financial sector interventions

3184 19ple3.39 updatesourestimate of the netdirect effectonthe public financesofthe
Government's interventions in the financial sector during the financial crisis and subsequent
recession.Thisisnotan attemptto quantify theiroveralleffecton the public financesrelative
toacounterfactualwhere the Governmenthad notintervened as the crisisunfolded. The
costs of the crisis would almost certainly have been much greaterin the absence of direct
interventions to restore the financial system to stability.?

3.185 Intotal, £136.6 billionwas disbursed by the Treasury during and following the crisis. By
mid-February 2020, principalrepaymentshad amounted to £97.3 billion, up slightly
relative to March 2019, reflecting ongoing repayments from UKAR. This has fed through to
a smaller net cash shortfall of £12.5 billion.

3.186 Asofmid-February, virtually allthe Treasury’sloansto the financialsectorhadbeenrepaid.
The value of its RBS shares had fallen to £16.7 billion,?” down from the £18.2 billion

2 We discussed the fiscal implications of financial crises in Chapter 3 of our 2019 Fiscal risks report.
% Based on the average RBS share price over the ten days to 11 February, as with other market-derived assumptions in our forecast.
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recordedinourMarch20192EFO. (The sharp fallinstock marketsinthe period since we
closedourpre-measures forecast affected the RBSshare price too, withthe Government’s
shareholding on 6 March worth £11.8 billion.) The value of the Treasury’s holdings in UKAR
hasrisenslightlyrelative tolastyearto £8.9 billion (although this figure does notreflect
UKAR’s mostrecentrepayments, soislikely to berevised down inits next set of accounts). If
the Treasury were toreceive allloan paymentsin fulland to sellitsremaining shares at their
mid-February values, it would realise an overall cash surplus of £13.1 billion.

3.187 But the cash surplus estimate excludes the costs to the Treasury of financing these
interventions. If allinterventions are assumed to have been financed through gilts, at the
then prevailing marketrates, the Treasury estimates that the additional debtinterest costs
would have amounted o £40.0 billion by February, mainly due to the costs associated with
RBS and UKAR.2 This cost is larger than estimated last year, partly reflecting twelve more
months servicing debt on interventions yet to be repaid or sold. Together this implies an
overallcostof£26.9 billiontothe Government (1.7 percent of 2008-09 GDP), £0.4 billion
less than we estimated last March.

Table 3.39: Gross and net cash flows of financial sector interventions

£ billion

Changesince

Lloyds RBS UKAR' FSCS' CGS! SLS!  Other  Tofal March 20192

Cash outlays -20.5 -458 -44.1  -20.9 0.0 0.0 -5.3 -136.6 0.0
Principal repayments 21.1 6.3 43.7 20.9 0.0 0.0 53 97.3 2.3
Other fees received? 3.2 6.2 7.2 3.5 4.3 2.3 0.3 26.8 4.6
Net cash position 3.8 -333 6.7 3.5 4.3 2.3 0.2 -125 6.9
Outstanding payments 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 -2.3
Market value# 0.0 16.7 8.9 0.0 0.0 0.0 0.0 25.6 -1.2
Implied balance 3.8 -16.6 15.6 3.5 4.3 2.3 0.3 13.1 3.4
Exchequer financing® -42 -155 -13.0 -8.3 1.3 0.3 -0.6 -40.0 -3.0
Overall balance -0.4  -32.1 2.6 -4.8 5.5 2.6 -0.2  -26.9 0.4

Memo: changes in overall

balance since March 20192 -0.2 -1.2 2.2 -0.6 0.1 0.0 0.0 0.4

'These are UK Asset Resolution (UKAR), which manages holdingsin Bradford & Bingley and Northermn Rock Asset Management plc., the
Financialservicescompensationscheme (FSCS), Credit Guarantee Scheme (CGS), andSpecial Liquidity Scheme (SLS).
2March 2019 EFO figures were consistent with mid-February data.
3RBS figure containsfeesrelatedto the asset protection scheme and contingent capital facility. UKAR has dividends paid to the Treasury.
4 UKAR is book value of equity, derived from its accounts as at 31 March 2019 published in June of that year.
*Thiscanbe splitinto financing while the intervention was open and afterit closed (orafter the final payment wasreceived): Lioyds
closedin May 2017, FSCS closed in October 2018, CGS closed in November 2012, and SLS closed in April 2012.

While open -3.7 -15.5 -13.0 -7.6 0.3 0.0 -0.6 -40.0

After close -0.5 -0.7 1.0 0.3 0.1

%The debt interest costs (or savings) associated with interventions that yield an overall deficit (or surplus) continue beyond the point the
intfervention itself has been wound up. This is the ‘Exchequer financing’ metric recorded in Table 3.39.
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Table 3.40: Fiscal aggregates

Per cent of GDP, unless otherwise stated

Outturn

Forecast

2018-19 2C 19-20 2020-21 2021-22 2022-23 2023-24 2024-25

Receipts and expenditure

Public sector current receipfts (a) 37.5
Total managed expenditure (b) 39.3
of which:
Public sector current expenditure (c) 35.0
Public sector net investment (d) 2.0
Depreciation (e) 2.3

37.7 37.9 38.0 38.3 38.4 38.5
39.8 40.3 40.8 40.8 40.8 40.7

35.3 35.4 35.7 35.6 35.5 35.4
2.2 2.6 2.9 3.0 3.0 3.0
2.2 2.3 2.3 2.3 2.3 2.3

Legislated fiscalmandate and supplementary target

Cyclically adjusted net borrowing 1.9 2.2 2.4 3.0 2.7 2.5 2.2
Public sector net debft! 80.6 79.5 77.4 75.0 75.4 75.6 75.2
Budget 2020 fiscal targets

Current budget deficit (c+e-a) -0.3 -0.1 -0.2 -0.1 -0.5 -0.7 -0.8
Debt-interest-to-revenue ratio (per cent) 4.1 3.8 3.3 3.5 3.3 3.1 2.9
Other deficit measures

Public sector net borrowing (b-a) 1.8 2.1 2.4 2.8 2.5 2.4 2.2
Cyclically adjusted current budget deficit -0.1 0.0 -0.2 0.1 -0.2 -0.5 -0.8
Primary deficit 0.3 0.7 1.2 1.5 1.2 1.2 1.1
Cyclically adjusted primary deficit 0.4 0.8 1.2 1.7 1.5 1.3 1.1
Financing

Centralgovernment net cashrequirement 2.4 2.0 2.8 3.1 2.8 2.5 2.7
Public sector net cash requirement 2.1 1.4 1.1 0.3 2.9 2.6 2.7
Alternative balance sheet metrics

Public sectornetdebtex. Bankof England 72.3 71.9 71.9 72.3 72.9 73.1 72.9

Public sector net financial liabilities 67.4 66.7 65.9 65.3 64.9 64.5 63.4

Stability and Growth Pact

Treaty deficit? 1.8 2.2 2.5 3.1 2.6 2.4 2.4

Cyclically adjusted Treaty deficit 1.9 2.3 2.5 3.3 2.8 2.5 2.4

Treaty debft ratios 84.1 83.2 82.9 83.2 83.3 83.3 83.0
£billion

Current budgeft deficit -5.8 -1.7 -4.9 -2.7 -11.7 -16.7 -21.2

Public sector netf investment 44.3 49.1 59.7 69.3 73.2 77.0 79.1

Public sector net borrowing 38.4 47 4 54.8 66.7 61.5 60.2 57.9

Cyclically adjusted net borrowing 41.4 48.2 55.3 71.8 68.1 63.9 58.7

Cyclically adjusted current budget deficit -2.8 -1.0 -4.4 2.5 -5.1 -13.1 -20.4

Public sector net debt 1774 1799 1818 1827 1900 1969 2031

Net debt interest 32.5 30.9 28.1 31.2 30.6 29.3 28.5

Non-interest receipts 788.9 811.8 8453 881.9 918.6 9523 988.4

Memo: Output gap (per cent of GDP) 0.3 0.0 0.1 0.4 0.4 0.1 0.0

' Debt at end October; GDP centred on end October.

2General government net borrowing.

3 General government gross debt. Uses financial year GDP.
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Risks, uncertainties and contingent liabilities

Risks and uncertainties

3.188 Wealwaysemphasise the uncertaintiesthatlie around ourcentralfiscal forecast. For
example, those around the UK’s future trading relationship with the EU and the economic
andfiscaleffectsofthe newmigrationregime. Butunusuallyinthisforecastitis already
clear that downside risks predominate as coronavirus spreads, with negative implications for
the economy and pubilic finances that are impossible to quantify reliably at this stage.

3.189 Asusual, we have exposed ourjudgementsto varioussensitivitiesin Chapter 4, although
notthe presently unquantifiablerisks posed by coronavirus. Several of therisks we
highlighted in our 2019 FRR remain key sources of uncertainty too:

o Macroeconomic risks: such asrisks to potential output growth from productivity and
migratory flows and the cyclicalrisks that the economy falls into recession at some
pointin the next five years — quite possibly this yearif some predictions for the possible
effects of coronavirus were to be realised, causing widespread economic disruption.

o Financialsectorrisks: the UKremainshome to one of the world’slargest financial
sectors, bothin absolute terms andrelative to the size of the economy. The fiscalrisks
thatcanbe associated with thishave beenillustrated clearly overthe past 15 years.

o Revenue-specific risks: we highlighted potential pressures on the sustainability of
varioustaxbases.Inrecentforecasts, we have seenseveralnear-termupside surprises,
some of which have already been partly reversed. Asset prices have fallen sharply
sincewe closed ourforecast, whichwould hitcapitaltaxreceiptsifthey were to persist.
The policy-relatedrisks we have previously highlighted -such as the contfinued year-
by-year freezing of duties on fuel-have crystallised yet againin this forecast.

o Primary spendingrisks (i.e.spending on everything other than debtinterest): the fiscal
policyresponse to coronavirus couldraise public spending materially in the shortterm
to address the crisis, but may also limit the Government’s ability to ramp up capital
spending as quickly asithopes. The scale and persistence of any spending rise will of
course depend onthe severity of the effectsin the UK. These costs willcome on top of
otherpressuresthathave notgone away-notably long-term pressuresinhealth care
and pensions. The ‘austerity fatigue’ risks we noted in the FRR have crystallised in this
Budget with the multi-billion increases in departmental spending plans.

. Balance sheetrisks: these canrelate toreal-world events orstatistical changes. In this
forecast, risks to our debt forecast from delays to asset sales have partly crystallised
through further delays in sales of RBS shares and the cancellation of studentloans
sales (the latter increases our debt forecast but improves broader balance sheet
measures). We have also highlighted the potential changes in the treatment of leases
and of PoolRe, aterrorismreinsurer, as potential sources ofrrisk fo the forecast.

235 Economic and fiscaloutlook



Fiscal outlook

Debtinterestrisks:inthe FRR we discussed therisks associated with the ‘growth-
correctedinterestrate’—i.e.the gap betweeninterestratesand economic growth,
which influences the path of debt relative to GDP. We noted the historically favourable
position atpresent, butalso theriskstoitgiventhe extentand persistence of past
variations.The Governmenthas pointed to historically low interestrates as areason to
be contentwithabroadlyflatdebt-to-GDPratiointhe mediumterm.Thisstarting
position could pose risks if interest rates were torise relative to GDP growth.

Comparison to the pre-crisis picture

3.190

The Government's new fiscal plans in some ways resemble those of the Labour Government
ahead of the financial crisisin the late 2000s. Both seek to balance the current budget and
sustain higher public investment, leaving borrowing relatively high and the debt-to-GDP
ratio broadly stable. As Chart 3.14 shows:

The headline deficit (PSNB) averages 2.4 per cent of GDP in the five years from 2020-
21102024-25, whichcompareswith 2.0 per centin the five years from 2008-09 to
2012-13thatwaspredictedinBudget2008 andthe 2.8 percentof GDP thatithad
averaged between 2003-04 and 2007-08.

The structural deficit (cyclically adjusted PSNB) averages 2.6 per cent of GDP over that
period, compared with 1.9 per cent over the equivalent period in Budget 2008 and
2.7 per cent in the five years preceding that Budget.

The debt-to-GDPratioendstheforecast4.3percentof GDPlowerthanitstartsit,
which compares with the 2.2 per cent of GDPrise expectedin Budget 2008. But the
level of debtismuchhighernow-75.2 percent of GDP by 2024-25 versusjust 39.3
per cent of GDP at the Budget 2008 forecast horizon.

Both forecasts assumed that interest rates would remain broadly stable, with the
effectiveinterestrate paid on government debt falling by 0.4 percentage points
between 2019-20 and 2024-25in our latest forecast and by the same amount over
the Budget 2008 forecast horizon. But the level of interest rates is much lower now
thanitwasthen, with the effective rate expected to bejust 1.7 percentin 2024-25
versus 4.4 per cent at the Budget 2008 horizon.
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Chart 3.14: The fiscal outlook: Budget 2020 versus Budget 2008
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The current Government'sfiscalplans arerootedinthe assumption thatits borrowing costs
willremainrelatively low, as market expectationsindeed suggest. Rather than aim fora
balanced budget overall and a significant decline in the debt-to-GDP ratio — as Philip
Hammond did initially as Chancellor — the new administration is content to borrow
significantsums on an ongoing basisand merely to stabilise the debt-to-GDP ratio.

Thislooks sustainable overthe mediumterm on currentinterestrate and growth forecasts.
But, as we have noted in our Fiscalrisks reports, financing conditions may not remain this
favourable. The debt-to-GDP is twice as high asin the pre-crisis period, the stock of index-
linked giltsis much larger and the Bank of England’s asset purchases have shortened the
effective maturity of public debt. Taking both fresh borrowing and the need torollover
existing debt into account, the Government’s gross financing requirement averages around
6 percent of GDP ayear over the next five years, around half as high again asin the five
years prior to the crisis (Chart 3.15). So the public finances are much more vulnerable to
inflation and inferest rate surprises than they were.
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Chart 3.15: Gross financing requirement

| e CGNCR
| Redemptions
mmm Other
= Gross financing requirement

Percentof GDP
o~

4
1999-00 2001-02 2003-04 2005-06 2007-08 2009-10 2011-12 2013-14 2015-16 2017-18 2019-20 2021-22 2023-24
Source: DMO, OBR

Contingent liabilities

3.193 Wehave asusualasked the Treasury toidentify any changes to future contingent liabilities
since our March 2019 forecast. Its dedicated reporting system records 32 that were entered
into overthat period orthat are soonto be enteredinto, with atotalmaximum exposure of
£32.4 billion forthose that have been quantified. We judge that overall these do not
materially affect risks to the public finances as the chance of them crystallising seems
generally quite remote.

3.194 InDecember2018the Courtof Appealruledthatthe transitional protection offeredtosome
members of the judges’ and firefighters’ pensions schemes, as part of the wider public
sectorpensionsreforms, gaverise tounlawfulage discrimination (the McCloud and
Sargeantcases).On 15July 2019 the Government confirmed to Parliamentthatthe
differencein freatment willbe remedied across all the main schemes —including NHS, civil
service, police—butithasnotoutlined the final policy. The Treasury’sinitial estimate
suggestedthatremedying the discrimination would add around £4 billionayeartoscheme
liabilities from 2015. The Government has not yetincluded cashimpactsin the schemes’
AME spending forecasts, normade allowances in departmental budgets.

3.195 Alegalprocessinitiated by the European Commissionrepresents a source ofrisk to our

fiscalforecast. Itregards the UK's application of azerorate of VAT to certain derivative
fransactions. The Commission has now referred the UK fo the European Court of Justice.
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Performance against the
Government’s fiscal targets

Introduction

4.1

4.2

4.3

This chapter:

o sets out the current legislated fiscal targets and assesses the chances of them being
met on current policy, given our central forecast (from paragraph 4.4);

e  describes the fiscal targets that have guided the Government's policy decisions in this
Budget, and assesses the chances of meeting them (from paragraph 4.15); and

o assesses howrobust these judgements are to the uncertainties inherentin any fiscal
forecast, by looking at past differences between forecast and outturn, sensitivity to key
parametersof the forecast, and alternative scenarios (fromparagraph 4.27).

Assetoutin Chapters2and 3, inthe period between closing these forecasts and publishing

them, ithas become clear that the coronavirus outbreakis likely to have a more adverse

effect on the UK economy and public finances than appeared likely a few weeks ago. There
isstillvalueinassessing performance againstthe targetsthoroughly, however, sinceit

shows how the Government chose to set fiscal policy given the pre-measures forecasts that

we presented. Butitisalso clearthat the near-termrisks to those forecasts are tothe

downside. Thelegislated fiscal targets are particularly vulnerable since they apply in 2020-

21. The extent to which performance against the new targets might be affected is less clear.

The CharterforBudgetResponsibility requires the OBR to judge whetherthe Government
hasa greaterthan 50 percent chance of meeting each ofits fiscal targets under current
policy.The Charterhasbeen updatedseveraltimesasgovernmentshaverevised these
targets and the latest version approved by Parliament is from January 2017.' The policy
decisionsinthisBudgethave beenguidednotbythe Charter, butbythetargetsthatwere
set outin the Conservative Party manifesto and confirmed in the Queen's Speech (and that
aredescribedinthe nextsection).The Governmentintendstoreview thefiscalframework
ahead of the next Budgetin the autumn, so the targets could change again.

'The latest and previous versions are available on the ‘Legislation and related material* page of our website.

239 Economic and fiscaloutlook



Performance against the Government’s fiscal targets

The legislated fiscal targets

4.4

The current Charter says that the Government's objective forfiscal policyis to “return the
public financestobalance atthe earliest possible date inthe nextParliament”. Atthe time
thiswasdrawn up, ‘the next Parliament’ was expected torun from 202010 2025.The
Charteralsosets: a ‘fiscalmandate’ thatrequiresthe structural deficit (cyclically adjusted
public sectornet borrowing) to lie below 2 per cent of GDP by 2020-21; a ‘supplementary
target’ that requires public sector net debt to fall relative to GDP in 2020-21; and a
requirementforasubsetofwelfare spendingtolie below aneffective ‘welfare cap’ of £135
billion in 2022-23, with the cap adjusted for subsequent changes in our inflation forecast.

The implications of our central forecast

4.5

Table 4.1 shows our central forecasts for the aggregatesrelevant to the legislated fiscal
targets and objective: cyclically adjusted public sector net borrowing (PSNB); public sector
net debt (PSND); spending subject to the welfare cap; and headline PSNB. These are
describedin Chapter3.They should beinterpreted as medianforecasts, so outturns are as
likelytocomeinabove them asbelow them.But they are also conditional forecasts—they
reflect current stated government policy (as Parliament requires), rather than how we might
expect policy to evolve. And, more importantly for this forecast, they reflect pre-measures
forecasts and conditioning assumptions that date from mid-February.

Table 4.1: Forecasts for the Government’s current target aggregates

Per cent of GDP, unless otherwise stated
Outturn Forecast
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

Fiscal mandate: Cyclically adjusted public sector net borrowing in 2020-21

March 2019 forecast 1.2 1.3 0.8 0.7 0.6 0.5

Restated March 2019 forecast 2.0 2.1 1.7 1.5 1.4 1.3

March 2020 pre-measures forecast 1.9 2.2 1.8 1.7 1.5 1.3 1.1
March 2020 post-measures forecast 1.9 2.2 2.4 3.0 2.7 2.5 2.2
Supplementary target: Year-on-year change in public sector net debt in 2020-21

March 2019 forecast 83.3 82.2 79.0 74.9 74.0 73.0

Restated March 2019 forecast 82.2 81.3 78.2 74.3 73.6 72.7

March 2020 pre-measures forecast 80.6 79.2 76.9 73.6 73.0 72.0 70.8
March 2020 post-measures forecast 80.6 79.5 77.4 75.0 75.4 75.6 75.2
Welfare cap: Specified welfare spending in 2022-23 (£ billion)

March 2019 forecast 119.3 121.4 123.2 126.0 129.5 133.7

Restated March 2019 forecast 119.3 121.4 123.2 126.0 129.5 133.7

March 2020 pre-measures forecast 119.5 121.7 125.7 128.1 131.5 135.5 138.8
March 2020 post-measures forecast 119.5 119.0 122.6 124.3 127.0 130.2 133.5
Fiscal objective: Public sector net borrowing up to 2025-26

March 2019 forecast 1.1 1.3 0.9 0.7 0.6 0.5

Restated March 2019 forecast 1.9 2.2 1.8 1.6 1.5 1.3

March 2020 pre-measures forecast 1.8 2.2 1.9 1.8 1.6 1.4 1.1
March 2020 post-measures forecast 1.8 2.1 2.4 2.8 2.5 2.4 2.2

Economic and fiscal outlook 240



Performance against the Government’s fiscal targets

4.6 Table 4.2 summarises expected performance against the legislated fiscal targets in the years
inwhichtheyapply,andhow the margins by whichwe expectthemtobe met (ornot) have
changedsince March 2019.Therest of this section sets out the assessments we make based
on these figures and the reasons for the changes observed since March 2019.

Table 4.2: Performance against the Government’s current fiscal and welfare targets

Per cent of GDP £ billion

Forecast Margin Forecast Margin
Fiscal mandate: Cyclically adjusted public sector net borrowing in 2020-21
March 2019 forecast Met 0.8 1.2 18.9 26.6
Restated March 2019 forecast Met 1.7 0.3 37.9 7.6
March 2020 pre-measures forecast Met 1.8 0.2 40.5 5.3
March 2020 post-measures forecast Not met 2.4 -0.4 55.3 -9.2
Memo: Overall change since March 2019 1.6 -1.6 36.5 -35.9
Supplementary target: Year-on-year change in public sector net debt in 2020-21
March 2019 forecast Met -3.2 3.2
Restated March 2019 forecast Met -3.1 3.1
March 2020 pre-measures forecast Met -2.3 2.3
March 2020 post-measures forecast Met -2.1 2.1
Memo: Overall change since March 2019 1.2 -1.2
Welfare cap: Specified welfare spending in 2022-23
March 2019 forecast Met 129.5 5.5
Restated March 2019 forecast Met 129.5 5.5
March 2020 pre-measures forecast Met 131.5 2.1
March 2020 post-measures forecast Met 127.0 3.4
Memo: Overall change since March 2019 -2.5 -2.1

The legislated fiscal mandate

4.7 Thelegislated fiscalmandate requires the structural deficit tolie below 2 percent of GDP by
2020-21. Our forecast shows this being missed by 0.4 per cent of GDP, having been metin
our March 2019 forecast with 1.2 per cent of GDP to spare. This reflects:

e  Statisticalchanges and correctionsincorporated by the ONSinits September 2019
public sector finance release and reflected in our restated March 2019 forecast. These
reduced the marginfrom 1.2t0 0.3 percent of GDP (£26.6 bilionto £7.6 billion).
The change was dominated by the new accounting freatment of student loans (adding
£14.1 billion) and a correction to corporation tax receipts (adding £4.3 billion).

o Pre-measures forecast changes decrease the margin slightly further to 0.2 per cent of
GDP (£5.3 billion), thanks largely to higher capital spending.

o Budgetpolicymeasures and other Government decisionsannouncedsince March
2019 add0.6percentof GDP (£14.8billion) to cyclically adjusted PSNBin2020-21,
leaving the fiscal mandate missed by 0.4 per cent of GDP (£9.2 billion). This is
dominated by the higherspendingannouncedinthe 2019 Spending Round.
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The legislated supplementary debt target

4.8 The legislated supplementary debt target requires PSND to fallrelative to GDP in 2020-21.
Based onourcentralforecast, itfallsby 2.1 percentof GDPin2020-21, downfromthe
3.2 per cent margin in March 2019. The margin was little changed by the statistical
changesincorporatedinourrestatedforecast, asthey mostlyrelatedto accruedreceipts
and spending while leaving the cashflows that drive PSND largely unaffected. The
downward revision to our pre-measures forecast for nominal GDP growth modestly reduced
the margin by which the target is met. Government decisions have reduced it further, thanks
largely to higherspending—-the effect of whichis partly offset by the indirect effects of that
fiscal easing on our post-measures forecast for nominal GDP growth.

4.9 Ourforecast assumes thatrepayment of loansissued under the Bank of England’s Term
FundingScheme during2020-21 willlowerPSND by £43.7 billion, reducing the PSND-fo-
GDP ratio by 1.9 percentage points relative to 2019-20. So, absent these repayments,
PSND would fall by just 0.2 per cent of GDP in the target year.

The welfarecap

4.10 Table4.3showsourlatestforecastforspendingsubjecttothewelfare cap andhowit
compareswiththe cap, pathway and margin asthey stoodin our March 2019 forecast. As
this is the first forecast of a new Parliament, this represents our formal assessment of the
Government's performance against the cap. The welfare cap has been reset at this Budget
inline with ourlatest forecast. We haverevised spending up since the cap waslastreset, in
November 2017, leaving it above the cap and the pathway to it from 2020-21 onwards.
But the terms of the target have nonetheless been met, with spending below the cap plus
margin in all years, with or without small adjustments for revisions to our inflation forecast.?

2The Charter requires revisions to our inflation forecast since November 2017 to be stripped out using a methodology set by the Treasury.

Economic and fiscal outlook 242



Performance against the Government’s fiscal targets

Table 4.3: Performance against the current welfarecap

£ billion, unless otherwise stated
Forecast
2019-20 2020-21 2021-22  2022-23

Welfare cap 131.1
Pathway 122.0 124.7 127.8
Margin (per cent) 1.5 2.0 2.5 3.0
Margin 1.8 2.5 3.2 3.9
Welfare cap and pathway plus margin 123.8 127.2 131.0 135.0
Latestforecastand update on performance against cap and pathway
March 2020 forecast 119.0 122.6 124.3 127.0
Inflation adjustment -0.1 +0.0 +1.0 +1.1
Scottish welfare block grant adjustment +0.3 +3.1 +3.3 +3.4
March 2020 forecast after adjustments 119.2 125.8 128.5 131.6
Difference from:
Cap and pathway -2.8 +1.1 +0.7 +0.5
Cap and pathway plus margin -4.6 -1.4 -2.5 -3.4

Memo: cumulative percentage point change in preceding September (Q3)
rates of inflation since our November 2017 forecast.

0.4 0.4 -0.4 -0.5

Note: The inflation adjustmentisnegative for 2019-20 and positive for future years asinflationis higherin 2019-20than forecastin
our November 2017 EFO and then lower for the rest of the forecast. This takes the effect of the change ininflaton out of the spending
forecast.

4.11

Asthisisthe first Budget of anew Parliament, the Charferrequires the Government to seta
new cap.The Governmenthasretained the approachin AutumnBudget2017 of setting a
capandpathwayinline withourlatestforecastand applying a progressivelylargermargin
aboveittosetthe effective cap.The new capishigherthan the oneitreplaces.

Table 4.4: The new welfare cap and margin

£ billion
2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Welfare cap 137.2
Pathway 119.3 125.7 127.5 130.5 133.8
Margin (per cent) 0.5 1.0 1.5 2.0 2.5 3.0
Margin 0.6 1.3 1.9 2.6 3.3 4.1
Welfare cap and pathway plus margin 119.9 127.0 129.5 133.1 137.1 141.3

4.12

4.13

The legislated fiscal objective

The current Charter states that the Government’s fiscal objective is to “return the public
finances to balance at the earliest possible date in the next Parliament”. When this objective
wassetin November 2016, the ‘next Parliament’ was expected to run to May 2025, so the
‘earliest possible date’ couldhave beenanywhere up 102025-26.Inthe event, there have
already been two elections since. Ourforecast horizon extends to 2024-25, so we cannot
assess performance against this objective definitively using a central forecast for 2025-26.

Avyearand ahalfago, the pre-measures forecastin our October2018 Economic andfiscal
ouflook (EFO) showed the Government on course to balance the budget and thus meet the

fiscal objective ahead of schedule in 2023-24 — with a £3.5 billion surplus projected for that
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year (Chart 4.1). By confrast, this forecast shows a projected deficit of £60.2 billion (2.4 per
cent of GDP) for that year. The deficit is forecast to drop to 2.2 per cent of GDP in 2024-25,
but thereafterwillface upward pressure on spending from an ageing population and from
cost pressures in health and adult social care spending.

Chart 4.1: Public sector net borrowing

11 4

October 2018 pre-measuresforecast
10 A

= March 2020 forecast

9 4
8 4

Percentof GDP
(6]

R
2003-04 2005-06 2007-08 2009-10 2011-12 2013-14 2015-16 2017-18 2019-20 2021-22 2023-24

Source: ONS, OBR

4.14  AsChart4.2shows, the2.5percentof GDPincreaseinourforecastforthe deficitin2023-
24 since the October 2018 pre-measures forecast reflects: 0.8 per cent of GDP of
classification changes (mostly the new freatment of studentloans); a 0.3 percent of GDP
improvementinthe underlying forecast; and acumulative policyloosening of 2.0 percent
of GDP over the past three fiscal events, as the objective was rhetorically (if not legally)
downplayed and then abandoned.
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Chart 4.2: Change in net borrowing in 2023-24
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The Budget 2020 fiscal targets

Definitions of the Budget 2020 targets

4.15  The Governmenthasinformed us thatits policy decisionsin thisBudgethave been guided
bythefiscalrulessetoutinthe Conservative manifesto thatwere confirmedinthe Queen’s
Speech in January. It has asked us to assess performance against these rules. The
Chancellor does notintend to legislate for these rules at this Budget by laying arevised
CharterforBudget Responsibility, butwillinsteadreview the fiscalframework ahead of the
Autumn Budget. In his letter, the Chancellor defines the fiscal rules as:

. tohave the currentbudget atleastinbalance by the third yearoftherolling five-year
forecast period;

e toensure that public sector net investment does not exceed 3 per cent of GDP on
average over the rolling five-year forecast period; and

e ifthedebt-interest-to-revenueratioisforecasttoremainoverépercentfora
sustained period, the Governmentwillactto ensure the debt-to-GDPratioisfalling.

He defines the debt-interest-to-revenue ratio as public sector net interest paid (i.e. gross
interest paid less interest received) as a proportion of non-interest receipfs.

4.16  Formost of the past quarter of a century, the main ‘flow’ fiscal targetin the UK has related

to the currentbudget balance —notably Labour’s ‘goldenrule’ from 1997 to 2008 and the
Coalition’s *fiscal mandate’ from 2010 to 2015. So the target for the current budgetis a
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return to familiar ground. But flow targets have typically been accompanied by a stock
target:Labourhad a ‘sustainable investmentrule’ that public sectornet debtshould not
exceed 40 per cent of GDP; the Coalition had a ‘supplementary debt target’ stipulating the
yearbywhichdebtshouldstartfallingasashare of GDP.Instead of astocktarget, the
Budget 2020rules place aceiling on the flow ofinvestment relative to GDP (a ‘maximum
investment rule’) and interest payments relative to receipts (the ‘debt-interest-to-revenue
ratiorule’), but theironly mention of the level orpath of debtisinspecifying that the
Governmentwillactto ensure the debt-to-GDP ratio fallsif the debt-interest-to-revenue
ratio exceeds 6 per cent on a sustained basis.

4.17  AsChart4.3shows, PSNB has averaged 2.9 per cent of GDP since 1955, but has exceeded
3percentof GDPin28outofthose 64years. The deficittopped é percentof GDP during
the 1973 oil crisis, the ERM crisis of the early 1990s and the financial crisis of the late
2000s. In each case itremained well above 3 per cent of GDP for some years afterwards.
Up to the mid-1970s, high levels of public investment were consistently offset by current
budget surpluses, mostly keeping the overall deficit below 3 per cent of GDP.

Chart 4.3: Public sector net borrowing and the implied 3 per cent ceiling
12 -

mmmm Public sector net investment Forecast
Current budget deficit
10 . ’
= Pyblic sector net borrowing
P Implied 3 per cent of GDP ceiling
o
(@)
O
S
c
[0)
(@]
o)
o T T T
4
-6 A
-8 -
1955-56 1963-64 1971-72 1979-80 1987-88 1995-96 2003-04 2011-12 2019-20

Source: ONS, OBR

What do these rules mean for fiscal sustainability ¢

4.18  Relative tothe legislated targets, the rules adopted for this Budget are materially looser.
Theyrequire the current budget to be inbalance by the third year of the forecast (2022-23
in thisone) and public sector netinvestment (PSNI) not to exceed 3 per cent of GDP. This
puts aceiling of 3percent of GDP on the deficit and affords 1 per cent of GDP more space
than the legislated deficit rule (£22.3 billion in today's terms) and 3 per cent of GDP more
thanthelegislatedfiscalobjective (£66.9 billion). Anew debt-interest-to-revenueratiorule
requires netinterest costs to be less than é per cent of primary (i.e. non-interest) receipts.
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The Conservative manifesto stated that the pursuit of these targets “means that debt will be
loweratthe endofthe Parliament”.But observing these rules doesnot mean that debt will
always fallrelative to GDP. As well as borrowing, the path of debt depends on two other
factors: the net cost of financialtransactions (which are notcovered by therules) and the
rate of nominal GDP growth (over which inflation-targeting governments have little control).
Givenourmedium-term expectationsforthese variables, the maximum deficit consistent
with a stable debt-to-GDP ratio is around 2.5 per cent of GDP. So the Chancellor would
need to over-achieve hisnew rules on average to ensure that debt falls in normal fimes.

As Chart 4.4 shows, until 1990-91 the debt interest fo revenue ratio was above 6 per cent
everyyear, reflecting muchhigherinterestrateson government debtthanisthe case now
and, initially, the very high post-war debt-to-GDP ratio. But the debt ratio fell through most
of this period as the high interest rates were usually accompanied by high nominal GDP
growth. Thisillustrates that a high debtinterest to revenue ratio does not guaranteerrising
debt.Neither does alow ratio necessarily lead to debt falling —the ratiowas 4.7 per centin
2007-08 ahead of the financial crisis and only exceeded 6 per cent twice over the
subsequent decade (in 2010-11 and 2011-12 thanks to spikes in RPIinflation), despite the
debt-to-GDP ratio rising from 34.2 to 82.4 per cent over that period.

Chart 4.4: The debt interest to revenue ratio
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Box 4.1: Public sector net investment
Public sector net investment (PSNI) consists of three main elements:

e Thelargest—grossfixed capitalformation (GFCF)-iswhatisnormally thought of as
capitalspending. Itis the net acquisition of fixed assets (such asroads, buildings and
weaponssystems) by the public sector, aswell as asignificantamount of R&D spending.

e The depreciation of these assets forms the second largest component andis negative.

e Theremainder consists almost entirely of capital grants to and from the private sector.
Some ofthese—forexample grantsforsocialhousing—willbe used toincrease fixed
assetsinthe private sector. Others—-such as upfrontrecognition of student loan write-offs
and the net assumption of pension liabilities by the Pension Protection Fund —will not.

Taken together GFCF minus depreciation (net fixed capital formation, NFCF) represents the cash
increaseinthe public sector’'snet capitalstock. As Chart Ashows, NFCF averaged around 4 per
centof GDPup tothe 1970s, when the public sectorincluded some majorindustries and
investmentin public housebuilding was much higher thanitis today. It was much smaller, and
occasionally negative, over the next two decades — when industries and much social housing left
the public sector-before pickingup to around 1 per cent of GDP on average so far this century.
Government plans will lift NFCF to 1.2 per cent of GDP over the forecast. At an average of 1.6
percentof GDP, capitalgrantsarelargerthan NFCFoverthe forecast period (with capital
transfers associated with studentloan outlaysreaching 0.5 per cent of GDP in 2024-25).

Chart A: Historical tfrends in public sector net investment
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The implications of our central forecast

4.21  Table 4.5showsour centralforecasts forthe fiscal aggregatesrelevant to the Budget 2020
fiscal targets: the current budget deficit; PSNI; the net debt interest to primary revenue ratio;
and spending subject to the welfare cap. Table 4.6 summarises performance against these
targets and the margins by which they are forecast to be met.

Table 4.5: Forecasts for the Budget 2020 target aggregates

Per cent of GDP, unless otherwise stated
Outturn Forecast
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

Current budget rule: Current budget balanced by 2022-23!

March 2020 pre-measures forecast -0.3 -0.2 -0.6 -0.6 -0.8 -1.0 -1.3
March 2020 post-measures forecast -0.3 -0.1 -0.2 -0.1 -0.5 -0.7 -0.8
Investment rule: Public sector net investment no more than 3 per cent on average

March 2020 pre-measures forecast 2.0 2.3 2.4 2.4 2.4 2.4 2.4
March 2020 post-measures forecast 2.0 2.2 2.6 2.9 3.0 3.0 3.0
Welfare cap: Specified welfare spending in 2024-25 (£ billion)

March 2020 pre-measures forecast 119.5 121.7 125.7 128.1 131.5 135.5 138.8
March 2020 post-measures forecast 119.5 119.0 122.6 124.3 127.0 130.2 133.5
Debt-interest-to-revenue ratio: Interest costs no more than 6 per cent of revenue

March 2020 pre-measures forecast 4.1 3.8 3.2 3.2 3.1 2.9 2.7
March 2020 post-measures forecast 4.1 3.8 3.3 3.5 3.3 3.1 2.9

' A negative value means the current budget is in surplus.

4.22

4.23

4.24

The current balance rule

Ourcentralforecastshows acurrentbudgetsurplusin2022-23of£11.7 billion. Ona pre-
measuresbasis, the Chancellorhad amargin of 0.8 percent of GDP (£20.8billion), but
the combined effectofBudgetmeasuresandthe new migrationregime adds£9.0billionto
current borrowing in the target year.

The maximum investment rule

Public sectornetinvestment averages 2.9 per cent of GDP between 2020-21 and 2024-25,
thereby meeting the new target withamargin of 0.1 per cent of GDP (£2.6 billionin foday's
terms).Onapre-measuresbasis, it averaged 2.4 percent of GDP, with the Budget package
raising thatby afifth.Theincreaseisdominated by higher CDEL spendingthankstothe
much higher envelope set for the SpendingReview.

Some of the larger contributors to PSNI are the capital fransfers recorded alongside student

loan outlays to recognise the amounts expected to be written off rather than repaid. These
average 0.5 percent of GDP between 2020-21 and 2024-25 andrise over fime. The

decision notto go ahead with further sales of student loans at a discount to their value in

the public finances means our post-measures forecast forstudentloan capital fransfersis

0.1 per cent of GDP lower on average over the period than it would otherwise have been.
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4.25

4.26

The debt interest fo revenue ratio rule

Netinterest payments are forecast to fallin cash terms over the next five years, so with
receipftsrising steadily the debt interest to revenue ratio falls from 3.8 per centin 2019-20
to 2.9 per cent in 2024-25 — meeting the rule.

Budget measures and other Government decisions have raised the ratio in every year of the
forecast and by an average of 0.2 percentage points. That difference reflects the 5.6 per
centaverage upwardrevision to netinterest payments (on the back of higher effective
interestrates, particularly BankRate, and higher cash borrowing) being greaterthanthe 1.4
percentupwardrevision to non-interestreceipts (thanks to cancellation of the previously
planned corporation tax cut that was due in April 2020, plus the boost to hnominal GDP and
the major tax bases associated with fiscal easing announced in the Budget).

Table 4.6: Performance against the Budget 2020 fiscal and welfare targets

Per cent of GDP £ billion

Forecast Margin Forecast Margin
Current budget rule: Current budget balanced by 2022-23!
March 2020 pre-measures forecast Met -0.8 0.8 -20.8 20.8
March 2020 post-measures forecast Met -0.5 0.5 -11.7 11.7
Investment rule: Public sector net investment no more than 3 per cent on average
March 2020 pre-measures forecast Met 2.4 0.6
March 2020 pre-measures forecast Met 2.9 0.1
Welfare cap: Specified welfare spending in 2024-25 (£ billion)
March 2020 pre-measures forecast Met 138.8 4.1
March 2020 post-measures forecast Met 133.5 4.1
Debt-interest-to-revenue ratio: Interest costs no more than 6 per cent of revenue
March 2020 pre-measures forecast Met 3.2 2.8
March 2020 post-measures forecast Met 3.5 2.5

' A negative value means the current budget is in surplus.

Recognising uncertainty

4.27

4.28

The future is uncertain and unexpected economic and political developments mean that the
distribution of possible outcomes around any central forecast is wide. Consequently, there
are significant upside and downside risks o our central public finance forecasts. These
reflect uncertainty both about the outlook for the economy and about the level of receipts
and spending in any given state of the economy.

Giventheseuncertainties, itisimportant to stress-test ourassessmentof the Government's
performance against the proposed fiscal targets. We do this by:

o looking at the evidence of past forecast errors;

e  seeing how our central forecast changes when we apply different individual
judgements and assumptions; and

o looking at alternative scenarios.
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Past performance

4.29

4.30

4.31

4.32

4.33

Onerelatively easywayto assessthe uncertainty around ourcentralforecastistolook at
the differences between previous official public finance forecasts — both our own and the
Treasury’sbefore us—and outturns. Indoing so, we adjust forsome changesin the
definitions of these metrics (particularly when they led to systematic differences between
current and contemporary estimates of outturn). The uncertainty can then be illustrated
using fan charts like those in Chapter 2.

Forthe current budget deficit and PSNI, we have official forecasts going back to the late
1990s. But the Treasury did not publish forecasts for the debt-interest-to-revenue ratio, so
we have only been able to construct historical forecasts for this from 2010 onwards. Outturn
datacancurrently onlybe compared against the finalforecast yearfornine forecastsand,
ineachofthese, theratiowaslowerin outturnthanwe predicted (withanaverage five-year
aheadforecasterrorof2.6percentage points).ltishardtosee howthispatternof past
forecast errors could be repeated with interest rates already close to zero. So we have
simply assumedthatpasterrors arerepresentative of asymmetric future distribution.

The fan charts based on these forecasts do not represent a subjective assessment of specific
risks to each forecast. Instead they show the outcomes someone might expect if they
believed, rightly orwrongly, that the size and distribution of forecast errorsinthe past
offered a reasonable guide to their future size and distribution.

[tisimportant to note that the historical forecast errors that underpin our fan chartsreflect
both underlying forecast errors and subsequent policy responses. That helps explain why the
probability distributions around borrowing and other measures of the budget balance do
notwidensignificantly atlongerhorizons: wheneventsorforecastchanges pushexpected
borrowing away from original plans, governments tend to implement policy changes to
bring it back on track. This was evident in the analysis of past fiscal forecast errors and the
fiscal policyresponse of governments presentedin Annex B of ourMarch 2016 EFO.

Chart 4.5 shows fans around our central forecasts for each of the Budget 2020 fiscal rules.
Basedonpastforecast performance, the chance of the currentbudget beinginsurplusin
thetargetyearisaround é0percentanditremainsataroundthatlevelthereafter.The
chance of netinvestment beingless than 3 per cent of GDP falls from around 85 per centin
2020-21 to around 50 per cent in 2024-25. Assuming that our forecasts will be as
(in)Jaccurate as they have been in the past, but that the risks are symmetric, the debt interest
torevenueruleis almost certain to be metin every year. The Government therefore has
much more room for manoeuvre relative to this rule than the other two.
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Chart 4.5: Budget 2020 fiscal rule metrics: fan charts
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4.34  Chart4.6usesthese fan chartsto calculate the probability of each of the Budget 2020 fiscal
rulesbeing observed and comparesitto the likelihood of the legislated targets being met,
basedbothonourlatestforecastand the margins by which they were metwhen they were
infroduced in November 2016. (All are based on the full historical distribution of forecast
errors.) The chart demonstrates that when the currentrules were introducedin November
2016, the Government gave itself more headroom against its new borrowing and debt
targets than this Government has givenitself against the Conservative manifesto targets.

Chart 4.6: Likelihood of meeting the legislated and Budget 2020 fiscal rules
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Sensitivity analysis

4.35  Itisnexttoimpossible to produce afull probability distribution for the Government’s target
fiscal variables because they are affected by so many determinants — both economic and
non-economic — many of which are also interrelated in complex ways. But there are several
particular sensitivities that are worth singling out:

e thesenisitivity of the currentbudget deficittochangesinthelevel of GDP, inflation,
interest rates and the effective taxrate;

o the sensitivity of public sector net investment to changes in departmental underspends,
non-departmental spending, depreciation and nominal GDP;

o the sensitivity of the debt interest to revenue ratio to movements in factors affecting the
numerator and the denominator in the ratio;and

o the sensitivity of the change in the debt-to-GDP ratio to factors that are not constrained
by the other targets.
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4.36

4.37

4.38

The current budget deficit

AsChart4.6illustrated, onthe basis of past forecast errors, we estimate thatthereisa
roughly 40 per cent chance that the current budget will be in deficitin 2022-23. There are
many reasons why this might happen. For example, the evolution of the economy could be
less favourable than forecast (as is highly likely in the near term), orreceipts or spending
could turn out differently for a given state of the economy. And policy can also be expected
to change at future Budgets.

On our website we publish ready-reckoners that show how elements of the public finances
couldbe affected by changesinsome key determinants. Itisimportant to stressthat these
are stylised exercises that reflect the typicalimpact of changes in variables onreceipts and

spendingasembodiedinourforecastmodels. The actualimpactinany given caseislikely
to depend on the state of the economy at the time and the reaction of other policymakers,

notably the Monetary Policy Committee. The ready-reckoners are also subject to significant
uncertainty. Butwith allthisinmind, we canuse themto calibrate several possible adverse
surprisesrelative to ourcentralforecastthatwould be sufficientto push the currentbudget
into deficit in 2022-23.

The surplus of 0.5 per cent of GDP on the current budget could fall to zero if:

e Theoutputgapwere0.7 percent more negative or potential output 0.9 percent
lower. Asthe scenario below illustrates, the nature of any shock to potential output
canaffectthesesensitivities, withashockthatfeedsthroughtointerestrateslikely to
have asmallerimpact than one that does not. This change in potential output is
smallrelative to the cumulative downwardrevisionsmade since the financial crisis.

e The effective taxrate (as measured by the tax-to-GDP ratio) were 0.5 percentage
points lower. This could reflect structural or cyclical factors.

e Effective interest rates on central government gross debt were 0.6 percentage points
higher. The £377 billion of conventional gilts held in the APF are currently in effect
financed atBank Rate, reducing the effective interestrate across alldebt by 0.4
percentage points relative to gilt rates.

e RPlinflation were 2.3 percentage points higher than expected in 2022-23. Higher
RPlinflation wouldincrease accruedinterest onindex-linked gilts. Takeninisolation,
this change alone would raise debtinterest costs by 0.5 per cent of GDP. Higher oil
pricesorasubstantial fallinthe exchange rate could deliversuch asurprise, as they
didinthe wake of the financial crisis. Of course, suchshocks would have other
effects on the public finances.
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Performance against the Government’s fiscal targets

The maximum investment rule

Average netinvestment overourforecast periodis2.9 percentof GDP, givingthe
Government a0.1 percent of GDP margin againstits maximum investmentrule.

As this target is expressed as an average over five years, it is less sensitive o movementsin
public sector net investment in any individual year than a target focused on a particular year
wouldbe.Thatsaid, anincreasein PSNIofonly 0.1 percentof GDP (£2.6 billionintoday’s
terms) inevery yearwould be sufficientto breach therule. A single-yearincrease of 0.6 per
centof GDP (£12.8 billionin today’s terms) would also be sufficiently large.

Most capital spending is subject to a degree of Treasury control rather than depending on
exogenous economic factors. So this target is less sensitive to underlying forecast
movementsthanthe othertwo.The Treasury could change spending planswere our pre-
measures forecast to overshoot the 3 per cent target.

Nonetheless, the margin against this targetis much smallerthan the othertwo, and
numerous developments could see it used up:

o Persistently highercapitalspendingthataveraged0.1 percentof GDPayear. As
regards departmental spending, our central forecast assumes underspending relative
to planswillaverage 0.3 per cent of GDP, soif actualunderspending were 41 percent
lowertherule would be breached. Otherpublic sector capitalspendingincludesthe
capitaltransfersrecorded whenissuing studentloans. Werevised up our pre-measures
forecast for these fransfers by £2.0 billion a year on average in this forecast. Were that
toberepeated,itwouldbessufficienttouse up mostof the marginagainstthisrule.

o Atemporary increase in spending due to a one-off transfer of 0.5 per cent of GDP.
Capitalgrantstothe private sector are classified as PSNI, and these, along with
changestotheirtreatmentinthe public finances, canleadtolarge swingsinthis
metric. Based on the accounting treatment underpinning our March 2012 forecast, the
reclassification of the Royal Mail pension fund into the public sectorreduced PSNIin
2012-13 by 1.8 per cent of GDP (£40 billion in foday's terms). Classification changes
laterrevised the impacton PSNIto a 0.6 per cent of GDP increase (£13 billionin
today’s terms). Another one-off increase of that size would be sufficient to erode the
margin against this rule.

e  Themargin would fallto zero if the nominal GDP denominator were more than 3.8
per centlower than our central forecast across the forecast period.

The debft-interest-to-revenue ratio

We forecast the debt-interest-to-revenueratio to peak at (3.5 percent) in 2021-22 and to
fallthereafter, leaving ample roomto spare. Indeed, it would take very large surprises in
individual variables to use up the marginin 2021-22, whenitis atits smallest. Holding
non-interestrevenue constant, netinterestspendingwouldneedtobe £22 billion higher—
onitsown, BankRate hitting 6 percentwould dothat.Holding netinterest payments
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4.44

constant, non-interestreceipts would need to be £360 billionlower-asignificantly larger
fall than was seen in the financial crisis.

The change in the debt-to-GDP ratio

Adhering to the Budget 2020 rules would not guarantee that debt falls relative to GDP. As
wellasborrowing, the pathofdebtdepends ontwo otherfactors: the net cost of financial
transactions (which are not covered by the rules) and the rate of nominal GDP growth (over
which inflation-targeting governments have little control):

o Assuming our centralforecast for financial fransactions and nominal GDP growthin
2024-25, it borrowing were 3 per cent of GDP, the debt-to-GDP ratio would increase
by 0.5 percentage points (rather than falling asin our central forecast).

o If borrowing in 2024-25 were 3 per cent of GDP and nominal GDP growth matched
ourcentralforecast, evenifthe net cost of financial transactions was 0.5 per cent of
GDP less than we expect, debt would still rise relative to GDP in that year.

o Fordebttofallrelative to GDP, the growthrate of the cash value of debt must be less
than the rate of growth of nominal GDP. Starting from our central PSND forecast of
£1,969billionin2023-24, borrowing of 3percent of GDP plus financialtransactions
of0.5percentof GDPwouldraise debtby 4.3 percentincashterms.Thatmeans
nominal GDP growthwouldneed to exceed ourcentralforecastby 0.6 percentage
points for the debt-to-GDP ratio to fall.

Scenario analysis

4.45

4.46

4.47

The sensitivity analysis discussed above focuses on ready-reckoned estimates of the impact
ofindividualfactorsandtherefore offersonly alimited assessment of potentialuncertainty.
Inthissection, wesetoutthe fiscalimplications of illustrative alternative scenarios, designed
totesthowdependentourconclusionsare onkeyjudgements. We stressthatthese
scenarios are not intended to capture all possible ways in which the economy might deviate
from the central forecast and we do not attempt to attach probabilities to them occurring.

We discuss the most pressing near-term source of forecast uncertainty —the economic
implicationsofthe spread of coronavirus—qualitativelyinBox2.3in Chapter2.ltalso
quantifies the mechanical effects that movements in financial markets over the past three
and a half weeks would have on our fiscal forecast. Itis worth stressing, however, that
whatever the short-term impact of coronavirus, the impact on the public finances over the
medium and longer termis likely to be less significant, unless the outbreak inflicts lasting
damage on the economy’s supply capacity.

Inthissectionwe therefore explore the fiscalconsequences of akeysource of uncertainty
overthelongerterm,namelythe pathof productivity.In particular, we examine the

consequences of both weaker and stronger productivity growth than in our central forecast,
calibrating the scenarios to converge on the pre- and post-crisis average growth rates. The
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Performance against the Government’s fiscal targets

weak productivity scenario might crystallise if the global slowdownin productivity growth
continues unabated or if the productivity hit from Brexit feeds through more quickly than we
have assumed (a UK-specific event). The strong productivity scenario could occurif, by
contrast, there were a general global pick-up in productivity growth.

To ensure that one scenario is not simply a mirrorimage of the other, we assume that the
weak productivity scenariois a UK-specific event. The main consequence of thisliesinthe
resulting path of interest rates, as one would expect a global change in productivity growth
tobe associated with a corresponding change in the global naturalrealrate of interest.

Specifically:

e The weak productivity scenario assumes that growth in potential output per hour
averages 0.5 per cent a year over the next five years, in line with the post-crisis
average. The level of productivity is therefore 3.1 per cent lower than in our central
forecast by the first quarter of 2025. We assume that people increase the hours they
work to offset in part the effect on theirincomes. This leaves the level of real GDP 2.2
per cent below our central forecast. In expenditure terms, investment is reduced
proportionately more than private consumption, reducing capital deepening. Lower
productivity growth feeds through to weaker eamings growth, which averages 2.9 per
centayear.That alsoimpliesslowerhouse price inflation, which averages 4.0 per cent
ayear. We assume the same path forinterestrates asin our central forecast.

e The strong productivity scenario assumes that growth in potential output per hour picks
upinthe comingyearsandreaches2.2percentinthefinalyearofthescenario,in
line with the pre-crisis average. The level of productivity is 3.1 per cent higher than our
centralforecast at the five-year horizon. We again assume that people adjust their
hours, leavingreal GDP 2.2 percenthigherthanin ourcentralforecast, and that
investment is boosted proportionately more than consumption. Earnings growth
averages 3.7 percentayearandhouse price inflation 5.7 percentayear. We
assume higherinterestrates thanin ourcentralscenario, consistent with the view that
arevival of productivity growth globally would also raise the natural rate of interest.

Inbothscenarios, the output gap profileisunchanged, so that potentialand actual growth
are adjusted in equal measure. CPIl inflation and unemployment are therefore also
unchanged from our centralforecast. RPlinflationis adjusted to reflect different paths for
house prices and inferest rates, which affect the housing depreciation and mortgage interest
payments components of the RPI.

We have also considered a third scenario in which the Government delivers all the capital
spending plansithasset outinthe Budget, rather than assuming significantunderspends
relative to those plans as we do in our central forecast:

o This no underspend scenario adds between 0.1 and 0.2 per cent of GDP to CDEL
spending across the forecast period, since our central forecast assumes that 20 per
centofthelargeincreasesin CDELtotalswillgounspent.Wehavethenuseda
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simplified version of the modellingin our centralforecast to calculate the implications
for GDP growth, interestrates andinflation. The scenario hasrelatively modest effects
on economic outcomes. Higher government investment raises near-term GDP growth
alittle more thanin our central forecast. But thisinduces a modestly higher path for

BankRate, with GDP growthslowingslightly more thaninourcentralforecast as

a

little more private sectorexpenditureiscrowded out. We assume the supply side of the
economyisunchangedwithintheforecast period,sothelevelof GDP attheendofthe

five-year period is the same as in our central forecast.

Table 4.7: Key economic aggregates under alternative scenarios

Per cent on a year earlier, unless otherwise stated

Central forecast

2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

GDP growth 1.1 1.3 1.7 1.4 1.3 1.5
Outputgap (percent of potential GDP) 0.0 0.1 0.4 0.4 0.1 0.0
CPl inflation 1.8 1.4 1.9 2.1 2.0 2.0
Bank Rate (per cent) 0.8 0.8 0.8 0.8 0.8 0.8
Nominal GDP 3.0 3.3 3.9 3.5 3.4 3.6
Weak productivity scenario
GDP growth 1.1 1.2 1.3 1.0 0.8 0.9
Outputgap (percent of potential GDP) 0.0 0.1 0.4 0.4 0.1 0.0
CPl inflation 1.8 1.4 1.9 2.1 2.0 2.0
Bank Rate (per cent) 0.8 0.8 0.8 0.8 0.8 0.8
Nominal GDP 3.0 3.2 3.5 3.1 2.8 3.0
Strong productivity scenario
GDP growth 1.1 1.4 1.9 1.9 1.9 2.1
Outputgap (percent of potential GDP) 0.0 0.1 0.4 0.4 0.1 0.0
CPlinflation 1.8 1.4 1.9 2.1 2.0 2.0
Bank Rate (per cent) 0.8 0.8 1.0 1.3 1.4 1.3
Nominal GDP 3.0 3.4 4.1 4.0 4.0 4.2
No underspend scenario
GDP growth 1.1 1.4 1.7 1.4 1.2 1.4
Outputgap (per cent of potential GDP) 0.0 0.1 0.5 0.4 0.2 0.0
CPl inflation 1.8 1.4 2.0 2.1 2.1 2.0
Bank Rate (per cent) 0.8 0.8 0.8 0.8 0.8 0.8
Nominal GDP 3.0 3.4 3.9 3.5 3.3 3.6

Fiscal implications

4.52  Based on these assumptions, Table 4.8 sets out each scenario’s main fiscal effects:

o Inthe weak productivity scenario, lower growthin average earnings, profits, house
prices and equity prices lower receipts and increase borrowing and debt. Spending
increasesinitially, asagreaterproportion of studentloanoutlaysiswritten off at
outlay. Butitislowerfrom 2022-23 onwards, aslower RPlinflationreduces debt

interestandweakerearnings growthlowers the costof the state pensionsfriple lock.
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o Inthe strong productivity scenario, the boost toreceipts from stronger growthin allthe
majortaxbasesmore than offsetshigherspending.Theincreaseinstate pension
spending due to the triple lock eventually outweighs the lower spending on student
loans from writing off a smaller proportion of loans on outlay. The fiscal implications
of this scenario are not quite the weak productivity scenario inreverse: interestrates
are higher,sodebtinterestrisesby£6.8 billionin2024-25, partly offsettingthe saving
associated with lower primary borrowing.

e Themaineffectinthenounderspendscenariois, of course, higher capital spending -
by just under £4 billion a year on average from 2021-22 onwards. There are relatively
small effects on the rest of our forecast. Higher spending boosts the economy in the
nearterm, whichraises taxreceipts andlowers borrowing, but this effect dissipates by
theendofthe period. Higherborrowing andhigherinterestratesincrease debtinterest
spending in all years, while higher capital spending also raises depreciation costs
modestly. By 2024-25, these indirect effectsraise borrowing by around £0.4 billion.

Performance against the fiscal targets

4.53  The Governmentisnot on course to meetitslegislated fiscalmandate in ourcentral
forecast, norin any of the scenarios either. The legislated fiscal objective looks even more
unlikely fo be met in the weak productivity and no underspend scenarios. Indeed, borrowing
is still around 2 per cent of GDP in 2024-25 in the high productivity scenario. The
Government still meets the legislated supplementary target for debt to fallin 2020-21 in all
scenarios, as TFS loans are repaid.

4.54  Whatabout the Budget 2020 fiscal targets? As Table 4.8 shows, the current budgetrule is
metin allscenarios, though the margin drops to just 0.2 per cent of GDP in the weak
productivity scenario. The maximuminvestmentrule is metin both productivity scenarios,
althoughinthe weak one PSNItops 3percentof GDP from 2022-23 onwards, soitisonly
metthankstoinvestmentbeingwellbelow 3percentin2020-21.Theruleismissedinthe
nounderspend scenario, so the Government's plans are in asense inconsistent withitsrule.
The debt-interest-to-revenue ratioremains comfortably below é per centin allyears of all
three scenarios.
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Table 4.8: Key fiscal aggregates under alternative scenarios

Per cent of GDP, unless otherwise stated

Central forecast

2019-20 2020-21 2021-22 2022-23 2023-24 2024-25
Legislated objective and targets
Public sector net borrowing 2.1 2.4 2.8 2.5 2.4 2.2
Cyclically adjusted net borrowing 2.2 2.4 3.0 2.7 2.5 2.2
Public sector net debt 79.5 77.4 75.0 75.4 75.6 75.2
Budget 2020 fiscal targets
Current budget deficit -0.1 -0.2 -0.1 -0.5 -0.7 -0.8
Public sector net investment 2.2 2.6 2.9 3.0 3.0 3.0
Debt-interest-to-revenue ratio 3.8 3.3 3.5 3.3 3.1 2.9

Weak productivity scenario
Legislated objective and targets
Public sector net borrowing 2.2 2.5 3.0 2.8 2.9 2.9
Cyclically adjusted net borrowing 2.2 2.5 3.2 3.1 3.0 2.9
Public sector net debt 79.5 77.6 75.6 76.6 77.6 78.3
Budget 2020 fiscal targets
Current budget deficit -0.1 -0.2 0.0 -0.2 -0.2 -0.2
Public sector netf investment 2.2 2.6 3.0 3.0 3.1 3.1
Debt-interest-to-revenue ratio 3.8 3.3 3.5 3.3 3.1 2.9
Strong productivity scenario
Legislated objective and targets
Public sector net borrowing 2.1 2.4 2.7 2.3 2.0 1.7
Cyclically adjusted net borrowing 2.1 2.4 3.0 2.6 2.1 1.7
Public sector net debt 79.5 77.4 74.8 74.8 74.2 73.0
Budget 2020 fiscal targets
Current budget deficit -0.1 -0.2 -0.1 -0.6 -0.9 -1.2
Public sector net investment 2.2 2.6 2.9 2.9 2.9 2.9
Debt-interest-to-revenue ratio 3.8 3.4 3.8 3.8 3.5 3.4
No underspend scenario

Legislated objective and targets
Public sector net borrowing 2.1 2.4 2.9 2.6 2.5 2.4
Cyclically adjusted net borrowing 2.2 2.5 3.2 2.9 2.7 2.4
Public sector net debt 79.5 77.4 75.1 75.7 76.0 75.8
Budget 2020 fiscal targefts
Current budget deficit -0.1 -0.2 -0.1 -0.5 -0.7 -0.8
Public sector net investment 2.2 2.7 3.0 3.1 3.1 3.1
Debt-interest-to-revenue ratio 3.8 3.3 3.6 3.4 3.1 2.9

Economic and fiscal outlook

260



Executive summary

Overview

1 InourFiscalsustainability report (FSR) we look beyond the medium-term forecast horizon of
our twice-yearly Economic and fiscal outlooks (EFOs) and ask whether the UK's public
finances are likely to be sustainable over the longer term.

2 In doing so our approach is twofold:

first, we look at the fiscalimpact of past government activity, asreflected in the assets
and liabilities on the public sector’s balance sheet; and

o second, we look at the potential fiscalimpact of future government activity, by making
50-year projections of all public spending, revenues and significant financial
transactions, such as government loans tostudents.

3 Our projections are based on current stated Government policy, but in three key instances
policy formation is ongoing:

o Ourprojectionsinclude theimpact ofthe Government’s as-yetunfunded June 2018
announcement of increased health spending over the medium term. The Government
has indicated that measures to finance at least part of the additional spending will be
announced at some point, but has given no firm details of their size or composition.

o Following the Government’'s December 2017 decision not to implement the Dilnot
reforms to adultsocial care funding it planned for 2020, we have removed them from
ourprojections, reducing projectedspending.The Governmentsaysitwillannounce
new policy proposalsin due course, which could push projected spending up again.

e The Government’s July 2017 State Pension age (SPA) review gave greater clarity on the
probable fiming of future increases to the SPA and we have included the consequences
ofthis.The Governmenthasalsosaid thatitwillreview the continued operation of
triple-lock uprating of the state pension beyond this Parliament, potentiallyreducing
projectedspending.Butinthe absence of afirm decision foreplace the triple lock we
assume that it remains in place.

4 With orwithoutthese policy changes, our projectionssuggest that the public finances are
likelyto come undersignificant pressure overthelongerterm, due to anageing population
andfurtherupward pressure onhealthspending fromfactorssuch astechnological
advancesand therising prevalence of chronic health conditions. Under our definition of
unchanged policy, the Governmentwould end up having to spend more as a share of
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national income on age-related items such as pensions and (in particular) health care, but
the same demographic trends would leave government revenues roughly stable.

Inthe absence of offsetting taxrises or spending cuts, this would widen the government’s
budgetdeficitovertime andputpublic sectornetdebtonanunsustainable upward
trajectory.Thisfiscalchallenge from an ageing population and from additional pressureson
health spending is common to many developed nations.

The long-term outlook for the public finances is less favourable than at the time of our last
FSR in January 2017. This is more than explained by the June health spending
announcement, which —in the absence of accompanying offsetting tax or spending measures
—increases spending by significantly more than the modest fiscal tightening implied by
dropping the Dilnot reforms and accelerating rises in the State Pension age. If the higher
health spending were to be fully financed by taxrises or cutsin other spending, the long-
term outlook for the public finances would be little changed from our 2017 FSR. The latest
population projections from the ONS weaken the long-term fiscal position, with prospective
demographic trends slightly less favourable to the public finances.

Long-term projectionssuch as these are highly uncertain and the results we present here
shouldbeseenasillustrative scenarios conditioned onparticular ‘whatif’ assumptions, not
as precise forecasts. We quantify some of the uncertainties through sensitivity analyses,
particularly relating to demography and health spending.

[tisimportantto emphasise thatwe focus here on the additionalfiscal tightening that might
be necessary to achieve fiscal sustainability beyond our medium-term forecast horizon, which
currently ends in 2022-23. Our March 2018 forecast incorporated the modest further fiscal

tightening then planned by the Government overthe medium term-—primarily further cutsto
departmental current spending as a share of GDP and cuts to working-age welfare
spending.Inthe absence of offsettingtaxorspending policies thathave yetto be specified,
the subsequent June health spending announcement leaves the deficit broadly flat over the
medium term in the figures we use in this report, rather than narrowing.

Whileitisnotforustorecommendthessize ortiming of any additionalfiscal tightening
measures, policymakers and would-be policymakers should certainly think carefully about
thelong-term consequences of any policies theyintroduce orproposeinthe shortterm,
includingatnextyear’'sSpendingReview. Andtheyshould give thoughttootothe policy
choices that willconfront them once the current planned consolidationis complete.

Public sector balance sheets

10

11

We assess the fiscalimpact of past government activity by looking at the assetsandliabilities
on the public sector’s balance sheet. We look at two presentations of the balance sheet: the
National Accounts and the 2016-17 Whole of Government Accounts (WGA).

Thelastthree governments have set targets forthe National Accounts measure of public
sector net debt (PSND) - the difference between the public sector’s debt liabilities and liquid
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financial assets. At the end of 2017-18, PSND stood at £1,779 billion, equivalent to 85.4
per cent of GDP or £65,000 per household. Thanks in part to significant planned asset sales
during2018-19, ourMarchforecast assumed that PSNDwould peakasashare of GDPin
2017-18.The medium-term debt profileinthisreportislittle changed fromthatinour2017
FSR, with the impact of the June health spending increase offset by the reclassification of
Englishhousing associationsand theirborrowing and debttothe private sectorinNovember
2017.However, the latterdoesnotfundamentallyimprove the health of the public finances.

National Accounts balance sheet measures do not include liabilities arising from the future
consequences of past government activities, for example the pensionrights that have been
accrued by public sectorworkers. More information on liabilities of this sortis available in
the WGA, which are produced using commercial accounting rules.

According to the 2016-17 WGA, as of the end of March2017:

e Thenetpresentvalue of future public service pension payments arising from past
employmentwas £1,835 billion or 92 per cent of GDP. Thisis £410 billion higher
than ayearearlier, with the rise more than explained by the use of alower discount
rate to convert the projected flow of future payments into a one-off net present value
andbyotherchangesto assumptionsunderpinning the value of the liabilities.
(Unfortunately, the WGA do noft split these out transparently.)

e The public sector’s liabilities include £322 billion (16 per cent of GDP) in provisions for
future costs that are expected (but not certain) to arise. They have increased by £17
billion since 2016-17. The three largest sources of provisions — for future nuclear
decommissioning costs (particularly at Sellafield), for clinical negligence claims and for
the Pension Protection Fund-allincreasedsignificantly, by £3.2billion, £2.0billion
and£3.2billionrespectively.Repeated and oftenlargeincreasesin provisionssuggest
that these could become significant future pressures on public spending.

o £84 billion (4 per cent of GDP) of quantifiable contingent liabilities had been
identified. These are costs that could arise in the future, but where the probability of
each oftheminisolation doing sois estimated atless than 50 per cent (so they are not
included in the headline total of liabilities). The £20 billion reduction compared with
last year was more than explained by a £30.4 billion fallin HMRC''s contingent liability
associated with taxlitigation cases, reflecting the cessation oflitigationinsome cases
andrevised cost estimates forsome ongoing cases. Thisreduction was partially offset
by a £9.8 billion increase relating to clinical negligence (for which the WGArecord
both provisions and contingent liabilities), due to the use of alower discountrate to
calculate compensation claims.

Overall, gross liabilities in the WGA increased by £595 billion over the year to reach £4,324
billionatthe endof March2017.Inpartthiswasexplained by the net deficit of £98 billion
recorded during the year, as expenditure exceeded revenue, but the majority reflected the
use of alower discountrate to estimate public service pension liabilities.
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Unlike PSND, the WGA balance sheetalsoincludes the value of tangible andintangible fixed
assets — for example the road network and the electromagnetic spectrum respectively. These
areestimatedat£1,181 billionor59 percentof GDP attheendof March2017.Theyhave
increased by £51 billion since last year's WGA, thanks to revaluation effects and new assets
underconstruction.Totalgross assetsreached £1,903 billion,up £161 billiononlastyear.

The overallnetliabilityinthe WGAwas £2,421 billionor 122 percentof GDP atthe end of
March2017,up £435billiononthe previousyear'srestatedresults. Thiscompareswitha
£124 billionrise in PSND to £1,727 billion. The sharperrise in the WGA liability largely
reflects the discount rate effect on the public service pensions liability.

There aresignificantlimits towhat public sectorbalance sheetsalone cantellus aboutfiscal
sustainability. In particular, balance sheet measures look only at the impact of past
government activity. They do not include the present value of future spending that we know

future governments will wish to undertake, for example on health, education and state
pensions. Just as importantly, they exclude the public sector’s most valuable financial asset -
its ability to levy future taxes. So we should not overstate the significance of the fact that

PSND and the WGA balance sheet both show the public sector’s liabilities outstripping its

assets. Across countries and time, this has usually been the case.

Long-term fiscal projections

18

19

20

We assess the potential fiscal impact of future government activity by making long-term
projections of revenue, spending and financial transactions on an assumption of ‘unchanged
policy’, asbestwe can defineit.Indoingso, we usually assume that spending andrevenues
initially evolve overthe nextfive yearsaswe forecastinourmostrecentEFO.Wehave
departedfromthisapproachinthisFSRbyincorporating the significantincreasein NHS
spending through to 2023-24 announced by the Prime Ministerin June (and including an
assumptionaboutits ‘Barnettconsequentials’ forhealthspending outside England).

Weincorporate thisannouncementbothbecauseitis verylarge compared fo most policy
announcementsoutside scheduledfiscaleventsandbecause healthisthe mostimportant
componentinourlong-term analysis. The Government hasindicated thatitwillfund atleast
some of the healthpackage byincreasing taxes and/orreducing otherspending, butinthe
absence of firm detailwe cannotinclude thisinour projections.Ithasalsosaid thatthe
announcementwillbe fundedinpartby a ‘Brexitdividend’, although our provisionalanalysis
suggestsBrexitismore likely to weaken than strengthen the public finances overall. There will
be directsavings from the net contributions to the EU budget that the UK willnolongerhave
tomake, butitis unclearhow much willbe available after payments towards the agreed
withdrawal settlement and other Brexit-related spending commitments.

We have not made any furtherjudgements or assumptions about the nature of the UK’s
departure from the European Union beyond those that underpinned our March EFO.
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Demographic, economic and health-specificassumptions

21 Demographic changeis akeylong-term pressure onthe public finances. Like many
developed nations, the UK is projected to have an ageing population over the next few
decades, with the old-age dependency ratio - the ratio of the elderly to those of working age
—rising. This reflects increasing life expectancy (particularly among older people), relatively
low fertility rates, and the retirement of the post-war ‘baby boom’ cohorts.

22 We base our analysis on detailed population projections produced by the Office for National
Statistics (ONS). InthisFSR, we useits 201 6-based population projections, whichwere
releasedin October2017. Asinour 2017 FSR, our baseline fiscal projections use the
‘principal’” ONS population projection. This assumes that net inward migration falls to
165,000 a year by 2022-23 and remains at that level thereafter. We test the sensitivity of our
conclusions to using different ONS variants. Relative to the 2014-based projections that
underpinned our2017 FSR, lower netinward migration and fewer births reduce the working
age population. Asaresult, the old-age dependencyratio nowrises more rapidly thaninour
previousreport, despite slowerimprovementsin future life expectancy leading the ONS to
revise down the projected number of elderly people by increasing amounts.

23 As regards the economy, we continue to assume in our baseline projection that whole
economy productivity growth will average 2.0 per cent a year in steady state. We have made
severalsmallchangesto the long-term economic determinantswe use, includingrevising
down GDP deflatorinflation by 0.1 percentage points to 2.2 per cent a year and revising
down employment growth due to slower growth in the adult population. Having revised
down our medium-term productivity growth forecast significantly since our previous FSR, we
now assumeit takeslonger for productivity growth toreturn toitssteady staterate.

24 In this year's report, we continue to assume that health spending rises to accommodate non-
demographic cost pressures beyond the medium term and that this adds 1 percentage point
ayeartohealthspending growthinthe long term. We assume that excess cost growth falls
fromthelatestavailable estimatesforprimary andsecondary care (which are higherthan 1
percentage point) back to thislong-term assumption steadily over the period to 2038-39.
Thisapproach andthe valuesthatwe have chosen are similarto those used by the US
Congressional Budget Office. It is important to emphasise that our health spending
projections are notbased on any bottom-up assessment of ‘need’, butratherembody a
judgementthat ‘unchanged policy’ isbestinterpreted as assuming that spendingrises to
accommodate demographic and non-demographic cost pressuresovertime.

Defining ‘unchanged’ policy

25 Fiscal sustainability analysis is designed to identify whether and when changes in government
policy may be necessary to move the public finances from an unsustainable to a sustainable
path.To make thisjudgement, we must first define what we mean by ‘unchanged’ policy
over the long term for all tax and spending streams, not just health.
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Governmentpolicyisrarely clearly defined overthelongterm.lnmany cases, simply
assuming that a stated medium-term policy continues for 50 years would be unrealistic.
Where policyisnotclearly definedoverthelongterm, the CharterforBudgetResponsibility
allows us to make appropriate assumptions. These are set out clearly in the report.
Consistentwith the Charter, we onlyinclude theimpact of policy announcementsin our
baseline projectionswhenthey canbe quantifiedwith “reasonable accuracy”.

Medium-term policy changes

Changesin the starting point for our projections are offen animportant driver of changesin
thelong-term projections fromone FSR to the next. The net effect of the three EFO forecasts
since our 2017 FSR has been relatively minor, but the June announcement of significantly

higher health spending over the medium term has had a significant effect on our projections.

Forthe largest component of UK-wide health spending-the budget of NHS England -the
Governmenthasnowset out currentspending plansup to 2023-24, so ourlong-term
assumptions start from 2024-25. The June announcementimplies areal terms increase in
spending of £20.5 billion by 2023-24, relative to an adjusted 2018-19 baseline. In 2022-
23,theresultingincreasein UK-wide healthspendingis0.9 percentof GDP (£20.5billion
in cash terms), relative to what we assume it would have been absent the announcement.
(Thisincludes an additional £1.25 billion to cover a “specific pensions pressure™).

Chart 1 shows our baseline projection for UK-wide health spending over the next 10 years
with and without the June announcement. The pre-announcement path declines steadily as a
share of GDP t02022-23, based on Government plans asthey stood atthe March 2018
Spring Statement, at which point ourlong-term assumptions would have putitbackonan
upward trend as a share of GDP. With the June announcement, health spendingis on a
rising path up to 2022-23 too, reaching 7.6 per cent of GDP (£181.8 billion).

Chart 1: Impact of June 2018 NHS spending announcement
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Healthspendingiscurrently estimatedat?7.1 percentof GDP (£150.2billion)in2018-19,
on the functional definition we use. If spending were to rise from that level fo accommodate
only demographic pressures, we estimate thatit wouldreach 7.3 percentof GDP (£174.4
billion) in2022-23.Ifitrose sufficiently to accommodate other cost pressures aswell, it
would reach 7.7 per cent of GDP (£184.7 billion).

Absent the June 2018 announcement, we would have projected health spending at 6.8 per
centof GDP (£161.3 billion) in 2022-23, implying shortfalls against those two hypothetical
paths of 0.5 per cent of GDP (£13.0 billion) and 1.0 per cent of GDP (£23.3 billion)
respectively. The June 2018 announcement means that health spending is now projected to
rise more than enough to meet the demographic cost pressures overthose fouryearsand
sufficiently to meet around four fifths of the demographic and non-demographic pressures
combined, leaving a shortfall of 0.1 per cent of GDP (£2.8 billion) against that
counterfactual in 2022-23.

Given the significant uncertainty around estimates of these pressures, particularly the non-
demographic ones, these paths and the gaps relative to them should be treated as
illustrative.They donotrepresentabottom-up assessmentofthe necessarylevelofhealth
spending as a share of GDP, which would anyway lie beyond our remit.

Announcing the additionalhealth spending, the Prime Ministersaid thatitwould be funded
by a “Brexit dividend, with us as a counfry contributing alittle more™. As already noted, the
Governmenthasnotsetoutthesize orcomposition of any additionaltaxpayer conftribution,
eitherthroughhighertaxesorcutsin otherspending, sowe have notbeen able toinclude it
in our projections. As regards the ‘Brexit dividend’, our provisional analysis suggests that
Brexitis more likely to weaken the public finances than strengthen them over the medium
term, thanks foitslikely effect onthe economy and taxrevenues. Looking more narrowly at
directfinancialflowswiththe EU, we estimatedinourMarch 2018EFO thatthe UKwould
have had to make a contribution of £13.3 billion to the EU budget in 2022-23 if we
remained a member. Of that potential saving, £7.5 billion will be absorbed by the
withdrawalsettlement payment expectedforthatyear, leaving £5.8 billionto be spenton
other things. In principle this could cover slightly less than 30 per cent of the cost of health
package in that year, but this does not take into account other calls on these potential
savings, including commitments the Government has already made on farm support,
structuralfunds, science and accesstoregulatory bodies. Pending a detailed withdrawal
agreement and associated spending decisions, we assume in this report that the extra health
spendingaddsto fotalspendingandborrowingratherthanbeing absorbedinwhole orpart
elsewhere.

Long-term policy assumptions

With the notable exception of non-demographic cost pressuresinhealth, ourbaseline
projection assumes that underlying age-specific spending on public services rises with per
capita GDP beyond 2022-23.
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We assume that most tax thresholds and benefits are uprated in line with earnings growth
ratherthaninflation beyond the medium term, which provides a more plausible and fiscally
neutral baseline for long-term projections. An inflation-based assumption would, other things
equal,imply an ever-rising ratio of taxto nationalincome and an ever-falling ratio of benefit
paymentsto average earningsin the rest of the economy. In the past, policy hasindeed
tended to evolve to offset fiscal drag in the tax system.

We have assumedinourbaseline projectionthatthe ‘triplelock’ on state pensions uprating
continuestoapply—andthatonaverageitleadstothe state pensionbeing upratedby0.36
percentage points on top of earnings growth. The Chancellor has said that the Government
willreview whether this commitment will continue into the next Parliament “in light of the
evolvingfiscalposition atthe next Spending Review"” —thisis expected to bein2019. We test
the sensitivity of our projections to assuming earnings uprating instead of the friple lock, as
this would be a plausible alternative interpretation of unchanged policy.

Results of our projections

37

38

39

Having defined unchanged policy, we apply our demographic and economic assumptions to
produce projections of the public finances over the next 50 years.

Expenditure

Anageing population and health-specific cost pressures put upward pressure on public
spendingin our baseline projection. Total non-interest spending rises from 36.4 per cent of
GDP atthe end of ourmedium-term forecastin 2022-23to 44.6 percentby 2067-68.This
increase of 8.2 percentof GDPisequivalentto £172.8 billionayearintoday’sterms.

The main drivers are upward pressures on age-related spending:

o Health spending rises from 7.6 per cent of GDP in 2022-23 to 13.8 per cent in
2067-68 as the population ages and non-demographic cost pressures mount. The
startingpointforUK-wide healthspendingin2022-23is0.6 percent of GDP higher
thanitwasin FSR 2017, more than explained by the 0.9 per cent of GDP effect of the
NHS announcementin that year andits knock-on effects outside England, whichis
partly offset by our attributing more of the Better Care Fund to social care. Applying
ourlong-term assumptions about demographic and other cost pressures, the first of
which are alittle more unfavourable thanin our previousreport, by 2067-68 the
upward revision relative to FSR 2017 rises to 1.0 per cent of GDP.

o State pensioncostsincrease from 5.0 percentof GDPin2022-2310 6.9 percentin
2067-68 as the population ages and the triple lock raises average awardsrelative to
whole economy earnings. This profile is a little lower than in FSR 2017, mostly
reflecting Governmentdecisionsthatacceleratethe pace of SPAincreases.

e Adultsocialcare costsrise from 1.3percentof GDPin2022-2310 1.9 percentin
2067-68, reflecting the ageing of the population. The projections are slightly lower
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thaninourpreviousreportaswe haveremoved the effect of the Dilnotreforms that
wereincludedinourpreviousreport.Thisis only partly offsetbyincreasing the
proportion of the Better Care Fund that we attribute to adult social care.

Revenue

Demographic factors are expected to have much lessimpact on revenues than on spending.
Non-interestrevenues are projected to be allbut flat asashare of GDP across the projection
period. In our baseline projection, those revenue streams that are not affected by
demographics are explicitly held constantasashare of GDP. Aswe have exploredin
previous reports, there are various non-demographic factors that may affect different
revenue streamsin the future, but these are notincorporatedinto ourbaseline projections.

Financial transactions

Tomove fromspending andrevenue projections to an assessment of the outlook for public
sector net debt, we also need to take public sector financial transactions into account. These
affect net debt directly, without affecting accrued spending or borrowing.

Forthe majority of financial transactions, we assume that theirnet effect overthelong termis
zero.Studentloansare animportantexception.Lending tostudentsaddstonetdebt
immediately through financing the outlays. Repayments then reduce that addition, but not
completely because some of thelendingis expected to be written-off ratherthanrepaid.

We haverevised up our projection forthe effect of studentloansonnet debtrelative to our
previous report. This largely reflects policy changes announced since then. In particular, the
Government hasraised the threshold at which students start repaying theirloans from
£21,000 in 2017-18 to £25,000 in 2018-19 and it plans to uprate this with average
earnings overtime. This significantly reduces the repayments made by students over the
lifetime of theirloans and consequently increases the write-offs at the end of the 30-year

loan period. Atthe peak, studentloans are now projectedtoincrease netdebtby 12.4 per
centof GDPinthelate-2030s, before fallingbackslightlyto 11.2percentof GDPin2067-

68. This latter figure is 1.9 per cent of GDP higher than our previous projection last year.

Alongside thisFSRwe publish aworking paperon the accountingtreatmentofstudentloans
and the fiscalillusions that this produces.' Thisis particularly true in respect of public sector
netborrowing, whichisflatteredinthe near term by interestreceipts that are accruedin full
butonly expectedto be paidin part, and which only recognises the cost of subsidising the
loans farin the future when outstanding balances are written off after 30 years.

The Government continuestoreduce the assetsheld by UK Asset Resolution (UKAR) through
active sales and the naturalrundown of mortgages and plans to sellmuch of its stake in RBS.
The sale of financial assetsis classified as a financial transactioninthe public finances
statistics. Sales reduce public sector net debt directly and indirectly (via net borrowing,
because interestis paid on asmaller stock of debt), but typically (andin the case of these

' Ebdon and Waite, Working Paper No. 12: Student loans and fiscal illusions, OBR, July 2017.
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sales) the government alsoloses arelatedincome stream. Overthelongterm, therefore, the
netimpact of asset sales on net debt is significantly less than the sale price. The effect on
broaderbalance sheetmeasuresistypically close tozerobecause the salesinvolve
converting one asset (mortgages or shares) into another (cash).

Projections of the primary balance and public sector net debt

Ourbaseline projections show public spendingincreasing as a share of nationalincome
beyond the medium-term forecast horizon, exceeding receipts by increasing amounts over
the projection period. As a result, the primary budget deficit (the difference between non-
interestrevenues and spending) is projected to move from 0.3 per cent of GDP in 2022-23
to8.6percentof GDPin2067-68—aneventual overall deterioration of 8.3 percent of
GDP, equivalent to £176.5 billion a year in that yearin today’s terms.

Taking thisand our projection of financial transactionsinto account, PSNDis projected to falll
fromitsmedium-term peak of 85.6 percentof GDPin2017-181080.0 percentof GDPin
2022-23, beforerising thereafterandreaching282.8 percentof GDPin2067-68.Beyond
thispoint, debtwouldremainonarising path.Needlesstosay, in practice policy would
need to change long before this date to prevent this outcome.

Chart 2: Baseline projections of the primary balance and PSND
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48 The primary deficitand PSND at the end of the projection period are considerably higher

than in our 2017 FSR projections. As Table 1 shows, this reflects:

e  Methodology changes to the calculation of debtinterest. These do not affect the
primary balance, but increase debf.
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) Classification changes. English housing associations have beenreclassified to the
private sector, which has a small effect on the primary balance but alarger effect on
net debtin the short term thatincreases over the projection period.

° More unfavourable demographics put upward pressure on age-related spending.

o Changes to long-term policy (including dropping the Dilnot reforms to adult social
careandacceleratingincreasesinthe SPA) amountto asignificant fiscal tightening
overthelongrun,reducing the primary deficitby 0.4 percentof GDP and net debt by
31.0 percent of GDP in 2067-68. But we do not yet know what willreplace the Dilnot
reforms, so future policy changes could see spending and debt revised up again.

e The June 2018 health spending announcement increases the primary deficit and net
debt at the start of our baseline projection and by increasing amounts thereafter. The
effectin2022-23reflects the factthat the Government has specified the spending
announcementinsufficient detail forus toinclude itin these projections, buthas not
provided anydetailonhowitwillbe financed (althoughithasindicated that taxrises
are expectedtofinance atleastsome ofit). Thelonger-term effect alsoincludesthe
result of assuming that spending will continue to rise from that base to accommodate
continuing demographic and other cost pressures. Overallitincreases the primary
deficitby 1.5 percent of GDP and netdebtby 57.9 percent of GDPin2067-68.

It may seem counterintuitive that increasing health spending in the medium term, to address
some of the immediate apparent pressures on the NHS, leads to greaterlong-term fiscal
pressures. Butthe June announcement canbeinterpreted as a crystallisation of medium-
andlong-termrisks that we highlightedin our 2017 Fiscalrisksreport, namely that the
medium-term path set out before the announcement would turn out to be politically
unsustainable.In effect, the Governmenthasnow chosen to accommodate most of the
demographic and other cost pressures we assume over the next five years, having not
previously plannedto do so. That will presumably help maintain the quality and quantity of
services, butatthe costofgreaterlong-termfiscal pressure if future governments choose to
maintain the resulting higher service levels further into the future.

Taking allthese factorsinto account, if left unaddressed our latest projections suggest that
the primary deficitwouldrise to 8.6 percent of GDP and PSND t0 282.8 percentof GDPin
2067-68 and continuerising thereafter. The big picture of upward pressure from health costs
andageingiscommontomany advancedeconomiesandwouldstillbe seeninthe UKeven
if the Government fully finances the June health announcement.
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Chart 3: Decomposition of changes in the net debt projection since FSR 2017
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Table 1: Changes in the primary balance and net debt since FSR 2017

Per cent of GDP
Primary deficit Debt

2022-23 2067-68 2022-23  2067-68

FSR 2017 -0.6 7.4 80.3 241.2
Modelling 0.0 0.0 0.0 8.2
Classification 0.0 0.0 -3.4 -3.7
Demographics 0.0 0.2 0.0 8.9
Forecast changes up to March 2018 EFO 0.0 0.0 1.0 1.3
FSR 2018 pre-policy changes -0.6 7.5 77.9 255.9
Long-term policy 0.0 -0.4 0.0 -31.0
June health spending 0.9 1.5 2.3 57.9
FSR 2018 0.3 8.6 80.2 282.8

51 Needless to say, there are huge uncertainties around any projections that extend this far into
the future. Small changes to underlying assumptions can have large effects on the
projections once they have been cumulated across many decades. We therefore test the
sensitivity of the baseline projection using several different scenarios.

52 The eventualincrease in PSND would be greaterthanin our baseline projectioniflong-term
interestratesturned outtobe higherrelative toeconomic growth, if the age structure of the
populationwasolder, orif netinward migration (whichis concentrated among people of
working age) was lower than in our baseline projection.

53 Given the importance of health spending in the long-term challenge to fiscal sustainability,
the pace at which non-demographic pressures push spending up is an important

assumption. Faster orslower excess cost growth would see health spendingrise by more or
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less than in our baseline projection — by +2.5/-2.1 per cent of GDP in the +0.5 percentage
point sensitivity analyses we present.

54 Overashorter time horizon, the Government has setitself an objective of balancing the
budgetbythe middle of the next decade. Ourprojectionssuggest that this willbe
challenging in the face of ageing pressures on health, social care and state pensions
spending, and if non-demographic pressures on health spending continue at close to their
recent pace. That would be true even if tax and benefit thresholds were uprated in line with
inflation rather than earnings beyond our medium-term forecast horizon, boosting tax
receipts through fiscal drag and reducing welfare spending through the erosion of the
average awards relative to average earnings.

Summary indicators of fiscal sustainability

55 In our baseline projections, and under the variants we construct, on current policy we would
expect the budget deficit to widen significantly over the long term, putting public sector net
debt on arising trajectory as a share of nationalincome. This would not be sustainable.

56 Summary indicators of sustainability can be used to illustrate the scale of the challenge more
rigorously and to quantify the taxincreases and/or spending cuts necessary toreturn the
public finances to different definitions of sustainability. We focus on a measure of
sustainability that askshowlarge apermanentspending cutortaxincrease wouldbe
necessary to move public sector net debt to a particular desired level at a particular chosen
date. This is referred to as the ‘fiscal gap’.

57 There isno consensus on what an optimallevel for the public debt to GDP ratio would be.
So, forillustration, we calculate the additional fiscal tightening necessary from 2022-23 to
return PSND to 20, 40 or 60 per cent of GDP at the end of our projectionsin 2067-68.In
practice, given that expenditure pressures in our projections build up gradually over time, a
phased fiscal adjustment might be considered a more realistic illustration.

58 Underour baseline projection, a once and for all policy tightening of 5.2 per cent of GDP in
2023-24 (£111 billionintoday’'sterms) would see the debtratiocomeinat40percent of
GDPin2067-68.Butthisislessthanthe 8.6 percent of GDPrequired to stabilise debtover
thelongerterm, so the debtratio would continuerising beyond the target date. Tightening
policy by 1.9 percent of GDP a decade would see the debtratio fallmore slowly to begin
with, but the overall tightening would be large enough to stabilise the debtratio at around
the target level and prevent it from taking off again.

59 These estimates are slightly larger than in our previous report, as the effect of higher
medium-term health spending more than offsets the long-term policy tightening due to faster
SPA rises and dropping the Dilnot reforms to adult social care. Targeting debt ratios of 20
and 60 percent of GDP wouldrequire larger and smaller adjustmentsrespectively.
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Annex B
Fiscal impact of policy decisions

The tables in this annex show the fiscal impact of policy decisions taken at Spring
Budget 2020.

Table B.1: Spring Budget 2020 policy decisions (£ million)

2019 2020 2021 2022 2023 2024
Head?  -20 -21 -22 -23 -24 -25

Investing in excellent public services
Spending review

Spending Round 2019 and set
resource envelope for the
Comprehensive Spending Review
2020

Delivering public service

5 commitments including on health, Spend 0 1,430 -2,685 -2,795 -2,825 -

scnools, criminal justice system
(resource spending)?

EU contributions: benefit from
3 contributions no longer paid and Spend 0
customs duties retained

Farm Support: domestic direct i ) ) ] ]
paymenJ[OsE‘) Spend 0 2,710

Spend 2530 15600 27225 32,095 36,085 42,320

+4,34  +4,99 +7,13 +11,2 +14,6
0 0 0 50 05

Delivering excellent services

National Health Service: 40

hospitals, diagnostics, operational Spend 0 -1,065 - - - -
capital®
Immigration Health Surcharge:

6 increase to £624 with £470 rate
for children and extend to EEA Tax 0 +150 +355 +355 +360 +355

nationals

Pensions: increase annual

7  allowance taper threshold and
adjusted income limit, reduce

o Tax 0 -180 -315 -450 -560 -670
minimum annual allowance

Prisons: maintenance*?
Spend 0 -175 - - - -

Policing: counter terrorism#* Spend 0 80

lighting®

Public Works Loan Board: increase
11 main rate, with reduced rates for
social housing and infrastructure

10 safer Streets Fund: CCTV and street
48 Spend 0 -15 - - - -

Spend 4105 +60 +175 +205 +270 +325

Supporting people and families
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Tax

National Insurance: increase

12 Primary Threshold and Lower Profit Tax * -2,110 -2,185 -2,360 -2,370 -2,370
Limit to £9,500 in April 2020
13 Fuel duty: freeze for 2020-21 Tax 0 -525 -530 -540 -555 -560
Alcohol Duty: freeze all rates for
14 0202110 Tax  -40 285 295 -305 310 -320
15  VAT: zero rate e-publications Tax 0 -60 -175 -185 -190 -200
National Insurance: NICs holiday
16 for employers of veterans in first Tax 0 0 -15 -20 -25 -25
year of civilian employment
VAT: abolish VAT for female
17  sanitary products from January Tax 0 -5 -15 -15 -15 -15
2021
Vehicle Excise Duty: change
18 classification of new motorhomes Tax * -15 -20 -25 -30 -35
from 12 March 2020
Spending
19 Personal Independence Payments: Spend 0 0 0 55 75 90
reduce frequency of assessments
20 Neonatal Leave: new entitlement to Spend 0 0 0 0 15 15
up to 12 weeks paid leave
51 Housing Beneﬁt: further shargd Spend 0 0 0 0 10 15
accommodation rate exemptions
22 Rough sleeping*® Spend 0 -60 - - - -
Backing business
Capital Allowances: increase
23 structures and buildings allowance Tax -15 -90 -165 210 -260 -295
rate to 3%
Research and Development
24 Expenditure Credit: increase rateto  Spend 0 * -170 -275 -300 -310
13%
Employment Allowance: increase
0 -445 -455 -465 -470 -475
25 from £3,000 to £4,000 Tax
Business Rates: increase retail
discount to 50%, and extend to
: » +10 -270 -15 0 0 0
26 Cinemas and music venues for Tax
2020-21
Business Rates: £1,000 discount for
27  pubs with rateable value of less Tax * -20 * 0 0 0
than £100,000 for 2020-21
)8 'Corpor'at|on. Tax: relief for pre-2002 Tax 5 5 60 o5 140 185
intangible fixed assets
Enterprise: business productivity
29 and locally delivered business Spend 0 -20 - - - -

support

Levelling up and getting Britain building
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Spending Round 2019 and set
capital envelope for the

30 ' - 0 -2,450 - - -
Comprehensive Spending Review Spend 13,600 14,465 13,610 22,500
2020
Delivering investment
commitments including on

31 transport, health, justice, Spend 0 3,290 -4,315  -6,160 -8,150 -
education, R&D (capital spending)’

32 Housing: building safety fund*® Spend 0 -1,215 - - - -

33 Housing: brownfield housing fund>  Spend 0 -95 - - - -
Culture: cultural investment fund,

34 parklife, national museums Spend 0 -95 - - - -
maintenance*®

Growing a greener economy

35 Ultra low emission vehicle grants*>  Spend 0 -140 - - - -

36 Air Quality® Spend 0 -175 - - - -

37 Renewable Heat Incentive: extend Spend 0 0 -10 -30 -35 -35
Plastic Packaging Tax: 30% recycled

38 content threshold and £200 per Tax 0 0 0 +240  +235 4220
tonne
Red Diesel: remove relief for sectors

39 other than rail, home heating and Tax 0 0 +15 +15'57 +1d64 +15'64
agriculture
Climate Change Levy: two year
extension to climate change

40 3greement scheme and open to Tax 0 * -5 -5 -190 -190
new entrants
Climate Change Levy: increase gas

41 rate in 2022-23 and 2023-24,
freeze liquid petroleum gas and Tax 0 0 0 +130  +260  +270
other commodities
Capital Allowances for Business
Cars: extend first year allowance on

42 . . Tax 0 * -5 +10 +70 +110
zero emission cars and raise
eligibility criteria

43 Carbon Price Support: freeze for
2021-22 ' Tax 0 0 -20 -15 -15 -15
Vehicle Excise Duty: exempt zero

a4 emission vehicles from the Tax 0 -10 -15 -20 -30 -45
expensive car supplement

A fair and sustainable tax system

45 +4,63 +6,12 +6,68 +7,07 +7,50
Corporation Tax: maintain at 19% Tax  +930 5 0 0 5 0
Capital Gains Tax: reduce the 12 4147 4167 41,82

46 . .. oo T Tax +5 +215 0 0 0 0
lifetime limit in entrepreneurs' relief
to £1,000,000

47 Tax 0 +250 -355 +35 +105 +105
Stamp Duty Land Tax: 2% non-UK
resident surcharge
Tobacco Duty: extend RPI plus 2ppt Tax 45 +30 +35 +30 +15 +5

48

escalator and additional 4ppt for
hand rolling tobacco in 2020-21
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Income Tax: top slicing relief * 15 15 15 )
49 amendments 9 Tax 0 0
50 Digital Services Tax: technical Tax 465 5 " . . 470
changes
51 Corpora_te C_ap_|tal_ Los_s Restriction: Tax . . 5 5 5 5
companies in liquidation
57 2A1ggregates Levy: freeze for 2020- Tax 0 10 10 10 10 10
Heavy Goods Vehicle VED and Levy:
53 freeze in 2020-21 Tax 0 -10 -10 -10 -10 -10
Car Fuel Benefit: increase by CPl in
54 2020-21 Tax 0 +5 +5 +5 +5 +5
Savings: maintain £20,000 limit for " " . "
. ! +5
2> dult ISA in 2020-21 fax 0
Avoidance, evasion, and unfair outcomes
56 Notification of uncertain tax Tax . 10 420 +40 +45 +45
treatment
Tackling abuse in the construction
57 industry scheme Tax 0 0 0 +20 +20 +15
58 Conditionality: hidden economy Tax 0 0 +5 +35 450 65
Investment in HMRC to improve tax
>9 compliance Tax  +55 +280  +855 1506 +1507 +595
Research and Development PAYE
60 Cap: delay by one year and Spend 0 0 -60 -130 -65 -35
updated design
61 Housing Benefit: investment in Spend 0 115 £140 125 105 460
fraud detection by | acal Autharities
Financial transactions
Public sector net bo ing i +2 +2 +31
62 of flnanoaltransacr.rrowrg |mp8act Conmn T216 >3 20 315 990 1oss
ITaYaWal :ngnc O O O 5
Previously announced policy decisions
Independent Loan Charge Review:
63 implementation of the Tax  -30 -305 -245 -70 -70 -25
recommendations
64 Windrush: tax exemption for Tax . 5 5 " " .
compensation payments
Protecting Your Taxes in Insolvency:
65 delay start date to December and Tax -5 -30 -85 -35 +5 +5
extend to Northern Ireland
Company Car Tax: temporary
66  reduction for new cars registered Tax 0 -50 -50 * 0 0
from 6 April 2020
67  Stamp Tax on Shares: connected
company transfers Tax 0 +5 +5 +5 +5 +5
VAT: change start date for reverse
68  charge for building and Tax -85 60 420 +15 0 0
constructions services
69 %%ezs% Ra_ltes Retgntioln PilotE): |
-21 pilots Iin Devolution Dea Spend 0 150 445 0 0 0
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areas and the Greater London
Authority

70 e REUSps SYPPOT O gpeng
Communities: youth investment
fund*>
Welfare: restrict EEA migrants'
access to non-contributory benefits
for first five years in UK from
January 2021
Child Benefit and Child Tax Credits:
73 end exporting for children outside Spend 0 * * * +5 +5
the UK from January 2021
Universal Credit: delay surplus

71 Spend 0 -80 - - - -

72 Spend 0 * +5 +25 +50 +80

74 earnings threshold reduction by Spend 0 -75 0 0 0 0
one year
Universal Credit: additional support

75  for claimants transferring to Spend 0 -5 -10 -10 -15 -25

pension credit
Universal Credit: changes to severe

76 disability premium regulations Spend 10 ~ ” ] ) °
Total policy decisions 605 17000 36430 38,530 41,150 41,020
Total spending policy decisions? 355 19255 40,185 45640 48,780 49,440
Of which current 2545 13765 24910 27,860 27,680 27,660
Of which capital +2(')79 5490 15575 17775 21,100 21,780
Total tax policy decisions® +960 +15'35 +35'75 +761 1 +75'62 +7(;52
* Negligible.

" Costings reflect the OBR'’s latest economic and fiscal determinants.

2Many measures have both tax and spend impacts. Measures are identified as tax or spend on the basis of their largest impact.

>The overall spending level in 2024-25 has been adjusted for the costs of these measures. Settlements for 2024-25 will be set out at the Spending
Review after the Comprehensive Spending Review 2020.

“The overall resource spending envelope has been adjusted to include funding for this measure in future years. Settlements over the period 2020-21 to
2023-24 will be set out in full at the Comprehensive Spending Review 2020.

>These costs are additional capital spending in 2020-21. Future profiles and total programme costs for some specific programmes are detailed
elsewhere in the document. Settlements beyond 2020-21 will be set out in full at the Comprehensive Spending Review 2020.

5Safer Streets Fund: There is a total of £25m in this Fund, of which £10m is funded from the Home Office settlement.

’Departments have existing 2020-21 capital budgets. Some additions were made to 2020-21 capital budgets at the Spending Review
2019 and further additions are made at this Budget. Years beyond 2021-22 represent the overall capital envelope, which will be allocated
to departments at the Comprehensive Spending Review 2020. Some specific capital allocations are set out throughout this document.

8Further details on financial transactions is set out in the financial transaction table.

°Totals may not sum due to rounding.

°The modelling for this measure was corrected after this table was finalised. The accompanying published costing note contains the updated impacts
on the public finances.

Source: Spring Budget 2020
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Table B.2: Measures announced at Budget 2018 or earlier that will take effect
from March 2020 or later (£ million)e

2019 2020 2021 2022 2023 2024

Head?  -20 -21 -22 -23 -24 -25
Measures announced at Budget 2018
Spending review
Universal Credit: additional
a  support for transition Spend -90 -125 -140 -130 -165 -185
b _Uni\llersal Credit: rek\]/isdedI
'mplementation schedule Spend 95  +310 4750  +545 30 -100

Industrial Injuries Disablement
Benefit: include Dupuytren's
contracture Spend 0 -5 -5 -5 -5 -5

Business Rates:doublic lavatories
d relief from 2020-21

Tax 0 -5 -5 -5 -5 -5
Digital Services Tax

Off-payroll Working: extend Tax +5 +285 +390 +425 +460 +440

reforms to private sector in
f 2020-21, excluding small

businesses

Corporation Tax: restrict use of
g carried forward capital losses

from 2020-21

Private Residence Relief: reform Tax  +30 +130  +170  +165  +150  +140
h  lettings relief and final period

exemption from 2020-21

VAT Registration Threshold: Tax  +10 +55 +125  +140 4150  +155
i maintain at £85,000 for a
further two years
Employment Allowance: restrict Tax 0 +40 +95 +125  +135  +135
to businesses below a £100,000
employer NICs threshold from
2020-21
Climate Change Levy: move
k  towards equalised gas and

electricity rates

Alcohol Duyty: ban post duty Tax 0 +40 +60 +65 +85 +90
| point dilution

R&D Tax Credits:Epreventing _
M abuse of the SME payable credit Tax  +60 -15 +65 +70 +70 +70

Withheld Taxes: protecting your

taxes in insolvency and tackling Spend 0 0 +60 +165  +185  +175
abuse

Capital Allowances: discontinue
o  enhanced allowances for energy Tax  +10 +75  +185  +230  +225  +220

and water-efficient equipment

Tax -150 +1190 +705 +710 +800 +870

Tax 0 +235 +270 +305 +340 +345

Measures announced Autumn Budget

2017 Tax +10 +50 +85 +70 +65 +65
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Non-resident property income:

p move from Income Tax to Tax 0 +760 -295 +5 0 +5
Corporation Tax
Capital Gains Tax payment
g  window reduction: delay to Tax  -985 +770  +190 +10 +5 0
April 2020
Measure announced Autumn Budget
2016
Company Car Tax: reforms to
' incentivise ULEVs Tax 0 -25 -65 -100  -160  -205
Measure announced Spring Budget
2016
Corporation Tax: reduce to 17%
S in April 2020 (relative to 18%) Tax -475 -2350 -3120 -3420 -3640 -3875
* Negligible

' Costings reflect the OBR's latest economic and fiscal determinants.

2Many measures have both tax and spend impacts. Measures are identified as tax or spend on the basis of their largest impact.
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Annex C
Supplementary data tables

Information in these tables these tables is consistent with the OBR’s March 2020
‘Economic and fiscal outlook” (EFO) and supplementary tables, unless otherwise
noted. The OBR's supplementary tables are available here.

Any HM Treasury calculations are derived from and consistent with published
sources. Further details of outturn statistics drawn from Budget 2020 or EFO can be
found in the data sources documents on the HMT and OBR websites respectively.
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Table A.1: Macroeconomic Prospects

Level® Rate of Change

2019 2019 2020 2021 2022 2023 2024

Real GDP 20894 1.4 1.1 1.8 1.5 1.3 1.4

Nominal GDP 22149 3.3 3.1 3.8 3.7 3.4 3.5

Private consumption 1366.1 1.3 1.1 1.2 1.2 1.4 1.4
expenditure”

Government 3979 3.6 3.7 2.8 2.1 1.9 2.2
consumption
expenditure

Gross fixed capital 3499 04 -0.8 3.4 2.9 2.0 1.8
formation

Changes in inventories  -0.1 0.0 -0.1 0.1 0.0 0.0 0.0
and net acquisition of
valuables (% of GDP)*

Exports of goods and ~ 632.2 3.7 -0.6 -0.5 -0.6  -1.1 -1.0
services

Imports of goodsand 6559 3.6 -0.2 04 0.2 0.2 0.2
services

Contributions to real GDP Growth

Final domestic demand - 1.5 1.3 1.9 1.7 1.6 1.7
Changes in inventories 0.0 -0.1 0.1 0.0 0.0 0.0
and net acquisition of -

valuables

External balance of 0.0 -0.1 -0.3 -0.2 -0.4 -0.3

goods and services

a8 Pounds sterling, billion. (In 2016 prices for real GDP)
b Includes households and non-profit institutions serving households.

€ Rate of change of changes in inventories and net acquisition of valuables is given as the percentage point year-on-year change.
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Table A.2: Price Developments

Level Rate of Change

2019 2019 2020 2021 2022 2023 2024
GDP deflator 106.0 1.8 2.0 2.0 2.2 2.1 2.1
Private consumption 1054 1.3 1.2 1.8 2.1 2.1 2.0
deflator
HICPa 107.8 1.8 1.4 1.8 2.1 2.1 2.0
Public consumption 105.0 1.8 2.5 2.9 2.1 1.9 1.9
deflator
Investment deflator 107.7 3.5 1.7 1.3 1.8 1.7 2.1
Export price deflator 109.0 1.2 -3.2 -1.2 0.2 0.4 0.5
(goods and services)
Import price deflator 109.6 1.1 -2.8 -1.1 0.0 0.3 0.4

(goods and services)

@ The UK's Harmonised Index of Consumer Prices (HICP) is the Consumer Price Index (CPI).
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Table A.3: Labour Market Developments

Level Rate of Change

2019 2019 2020 2021 2022 2023 2024
Employment, persons  32.8 1.1 0.5 04 04 0.3 0.3
(millions)a
Employment, hours 1052.1 14 0.1 0.6 0.3 0.2 0.2
workedb
Unemployment rate (%)< 3.8 -0.3 0.0 0.0 0.1 0.1 0.1
Labour productivity, 63703.7 0.3 0.5 1.4 1.1 1.0 1.1
personsd
Labour productivity, 38.2 0.0 0.9 1.2 1.2 1.1 1.2
hours workede
Compensation of 1098.8 43 4.2 4.0 3.7 3.4 3.2
employeesf
Compensation per 39482.3 3.6 3.9 3.7 3.5 3.2 3.0

employees

2@ Allaged 16 and over.

b Millions per week.

€ ILO measure, all aged 16 and over. Rate of change is percentage point year on year change.

d Gpp per worker, pounds sterling.
€ GDP per hour, pounds sterling.
f Pounds sterling, billion

9 Pounds per worker
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Table A.4: Sectoral Balances

% of GDP 2018- 2019- 2020- 2021- 2022- 2023- 2024-
19 20 21 22 23 24 25

Net lending/borrowing
vis-a-vis the rest of the 4.8 3.1 3.9 4.0 4.0 4.1 4.1
world

of which:

- Balance on goods and

, 2.2 -0.6 -1.6 -1.7 -1.8 -2.1 -2.2
services

- Balance of primary

) -2.6 -2.5 -2.2 -2.3 -2.1 -2.0 -1.8
incomes and transfers

- Capital account -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1
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Table A.5: General government budgetary prospects

f billion % of GDP
Outturn Forecast
2018-19 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

Net lending by subsector

General 389 1.8 2.2 2.5 3.1 2.6 2.4 2.4

government®

Central 337 16 18 2.0 2.7 2.2 2.0 2.0
government
Local 52 02 0.5 0.5 04 04 04 03
government

General government

Total 7945 367 367 369 368 372 374 373

revenue

Total 8334 385 389 393 399 398 398 396

expenditure

Net 389 1.8 22 25 31 26 24 24

borrowing’

Interest 495 23 22 20 20 1.9 18 17

expenditure

Pimary 405 05 00  -05 11  -06 06 -06

balance”

Selected components of revenue

Taxes on
production 281.4 13.0 13.0 12.9 13.0 13.1 13.0 13.0
and imports

Taxes on
income and260.0 12.0 11.8 12.1 12.2 12.4 12.5 12.6
wealth

Capital  cc 53 92 02 02 03 03 03

taxes

Social
contributio 137.3 6.3 0.5 6.5 6.6 6.6 6.6 6.7
ns

Other 1104 5.1 5.1 5.1 4.8 4.9 5.0 4.8

Total 7945 367 367 369 368 372 374 373

revenue

Selected components of expenditure

curent 4007 185 191 196 199 200 201 202
expenditure
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on goods
and services

Net social
berofte 242 4 11.2 10.7 10.6 10.5 10.5 10.5 10.5
Interest

) 2.3 2.2 2.0 2.0 1.9 1.8 1.7
expenditure
Subsidies  20.1 0.9 1.2 1.2 1.2 1.1 1.1 1.1
Gross fixed
capital 57.4 2.6 2.7 2.8 3.0 3.1 3.1 3.1
formation
Other 63.4 2.9 3.0 3.2 3.3 3.2 3.1 3.0
Total 385 389 393 399 398 398 396

expenditure

a Treaty deficit

b General government net borrowing less interest expenditure
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No-policy change projections and amounts to be excluded from the expenditure

benchmark

fbillion
Outturn

2018- 2018-
19 19

2019-
20

2020-
21

% of GDP

Forecast

2021- 2022- 2023- 2024-
22 23 24 25

Total revenue at
unchanged
policies

794.5 38.1

37.6

37.9

38.1 384 386 386

Expenditure on

EU programmes
fully matched by 5.1
EU fund

revenue”

0.2

0.3

0.3

Cyclical

unem ploymem
benefit

expenditure®

1.7 0.1

0.0

Discretionary
revenue - -
measures’

0.1

0.2

0.1 0.1 0.0 0.0

a  General government total revenue less discretionary revenue measures between Budget 2014 and Spring Budget 2020

(consistent with the OBR's Economic and fiscal outlook).

b Expenditure on EU programmes fully matched by EU funds revenue is calculated as the 'Public sector receipts from the

EU' row from the OBR's Table 2.26 in their March 2019 Economic and fiscal outlook supplementary fiscal tables. This

only includes EU receipts that are administered by UK government bodies. (Excludes other private sector receipts that

are not administered by UK government bodies.) The EU receipts that are administered by UK government bodies are

not netted off current expenditure in the national accounts, because they are deemed to finance spending in the UK

by the EU. This data has not been updated since March 2019 Economic and Fiscal Outlook

¢ Cyclical unemployment benefit expenditure is calculated as is defined as COFOG subfunction 10.5, central government

own expenditure on unemployment divided by GDP, and is consistent with Public Expenditure Statistical Analyses

2018 Table 6.4 (which extends to 2019-20). Estimates used for plans data are subject to further revisions by

departments. Universal credit additional costs that are not already included against other benefits are not included

with the unemployment COFOG category.

d  Sum of discretionary revenue measures taken between Budget 2014 and Spring Budget 2020
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Central government expenditure by function™

% of GDP
2017-18 2019-20

General public services 3.5 3.2
Defence, public orderand 2.6 2.7
safety
Economic affairs 1.8 2.2
Environmental protection 0.2 0.2
Housing and community 0.1 0.2
amenities
Health 6.9 7.1
Recreation, culture and 0.3 0.3
religion
Education 2.0 2.0
Social protection 10.2 10.3
Total expenditure’ 29.5 29.5

a Spending data used consistent with Public Expenditure Statistical Analyses (PESA) 2019, HM Treasury July 2019.
b Central government data taken from PESA 2019 Table 6.4 (which extends to 2019-20)
¢ Percentage of GDP calculations consistent with March 2020 EFO

d Total expenditure is more than just the sum of the functions, it also includes EU transactions and accounting

adjustments
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General government debt developments

Outturn

2018-19 2019-20 2020-21

% of GDP

Forecast

2021-22 2022-23 2023-24 2024-25

Gross debt® 84.1 83.2 82.9

83.2 83.3 83.3 83.0

Change in gross  -0.5 -0.9 -0.2
debt ratio

0.3 0.1 0.0 -0.3

Contributions to changes in gross debt

Primary balance” 0.5 0.0 -0.5 -1 -0.6 -0.6 -0.6
Interest 2.3 2.2 2.0 2.0 1.9 1.8 1.7
expenditure
Stock-flow -3.3 -3.1 -1.7 -0.7 -1.2 -1.3 -1.4
adjustment"

Implicit interest 2.8 2.7 2.5
rate on debt’

2.5 2.4 2.3 2.2

a Treaty debt
b General government net borrowing less interest expenditure

¢ Change in Treaty debt less general government net borrowing

d Interest expenditure as a percentage of Treaty debt in previous year
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Cyclical developments

% of GDP

Outturn Forecast
2018-192019-20 2020-21 2021-22 2022-23 2023-24 2024-25

Net
borrowin 18 2.2 25 3.1 2.6 2.4 2.4
of genera :
government
Interest 23 2.2 2.0 2.0 1.9 1.8 17
expenditure
Outputgap 0.3 0.0 0.1 0.4 0.4 0.1 0.0
Cyclical
budgetary -0.1 0.0 0.0 -0.2 -0.3 -0.1 0.0
component®
Cyclically-
adjusted -1.9 -2.3 -2.5 -3.3 -2.8 -2.5 2.4
balance
Cyclically-
adjusted 0.3 0.0 05 13 0.9 0.7 0.6
primary
balance”
Outturn Forecast

2018 2019 2020 2021 2022 2023 2024
Real GDP
growth (%) 1.9 1.3 1.4 1.1 1.8 1.5 1.3
Potential
GDP 1.2 1.4 1.2 1.4 1.4 1.5 1.6

growth (%)

a Treaty deficit less cyclically adjusted treaty deficit
b Cyclically-adjusted treaty deficit less interest expenditure
¢ Growth in real GDP and growth in potential GDP are expressed in calendar rather than financial years and are

calculated on a non-oil basis.
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Divergence from previous update=

2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25

Real GDP growth (%)

Previous

Previou 4 12 15 16 16 16

Current 16 1.1 13 1.7 14 13 15
update

Difference 0.1 -0.1 -0.2 0.1 -0.2 -0.3

Treaty Deficit’

Previous 2 14 1.1 1.1 0.7 0.6

update

Current 18 2.2 2.5 3.1 2.6 2.4 2.4
update

Difference 0.6 0.8 1.4 2.0 1.8 1.8

Treaty Debt (%)

Previous - g¢ ¢ 83.8 82.9 822 81.1 80.0

update

Current 84.1 83.2 82.9 83.2 833 83.3 83.0
update

Difference -1.4 -0.6 0.1 1.1 2.2 3.3

a Previous update numbers correspond to the OBR's March 2019 Economic and fiscal outlook
b General government net borrowing on a Maastricht basis

¢ General government gross debt on a Maastricht basis
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Long-term sustainability of public financess

% of GDP

Projections

2018-19 2019-20 2020-21 2030-31 2040-41 2050-51 2060-61

Total 384 38.6 386 403 444 492 54.2
expenditure

Of which:

age-related ) 20.6 20.6 22.4 24.7 26.7 28.4
expenditure

Sb

State 5.0 5.0 4.9 5.3 6.0 6.5 6.
pensions

Pensioner — ¢ 08 0.8 0.9 1.1 13 1.3
benefits

Public

service 2.0 2.1 2.1 2.0 1.8 1.6 1.6
pensions

Health 7.1 7.3 7.4 8.8 10.3 1.7 13.0
Long-term -, 1.2 1.2 1.4 1.6 1.8 1.9
care

Education 4.3 4.2 42 4.0 38 3.8 38
Net interest 1.6 1.5 1.5 1.5 3.2 57 8.9
Total 367 368 368 370 373 374 375
revenue

a Consistent with the central projection in the OBR's July 2018 Fiscal sustainability report

b Sum of pensions, pensioner benefits, public service pensions, health, long-term care and education

Contingent Liabilitiesa

£ billion 2016-17 2017-18

Total quantifiable

contingent liabilities 182.4 192.6

Of which: financial stability

) ) 0.0 0.0
Interventions

a Taken from Whole of Governments Accounts- year ended 31 March 2018, HM Treasury, 2019
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Basic assumptions @

2018-19 2019-20

2020-21

2021-22

2022-23

2023-24

2024-25

Short-term
interest rate 0.8
(annual average)”

0.8

0.8

0.8

0.8

0.9

0.9

Long-term
interest rate 1.8
(annual average)*

1.3

1.2

1.3

1.3

1.4

1.4

Nominal effective

exchange rate’ /8.4

78.6

82.8

82.6

82.4

82.2

82.1

Exchange rate vis-
a-vis the € 1.13
(annual average)

1.21

1.20

2018

2019

2020

2021

2022

2023

2024

Oil prices (Brent,

USD/barrel) 70.2

62.8

55.2

54.7

55.4

56.5

57.6

Euro area GDP

growth 19

1.2

1.1

1.4

1.4

1.3

1.3

Growth of
relevant foreign 2.2
markets

1.5

2.2

3.3

3.3

3.5

3.4

a Consistent with March 2020 Economic and Fiscal Outlook

b 3 month sterling interbank rate (LIBOR)

¢ Weighted average interest rate on conventional gilts

d Trade-weighted sterling
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HM Treasury contacts

This document can be downloaded from
www.gov.uk

If you require this information in an alternative format or have
general enquiries about HM Treasury and its work, contact:

Correspondence Team
HM Treasury

1 Horse Guards Road
London

SW1A 2HQ

Tel: 020 7270 5000

Email: public.enquiries@hmtreasury.gov.uk


http://www.gov.uk/
mailto:public.enquiries@hmtreasury.gov.uk

