JIFS

Carl Emmerson

The public
... |finances in the
- | COMING parliament




. Al 1Fs E1ECTIOM 2024
Taxes up and rising
Spending up and falling

Spending in 2024-25 up 4.5% of GDP since 2019-20.
> Debt interest up 1.5%, social security 1.2%, NHS 0.6%, defence 0.1%
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(May 2024).
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Debt rising and then, just about,

falling
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Fiscal targets

= Conservative and Labour both target the forecast 5 years out

= Borrowing

= Conservatives: borrowing below 3% of GDP; this is loose,
compares to pre-2008 average of below 2%

= Labour: current budget in balance; this has much to commend it,
and is tighter than the Conservative one

= Debt
= Conservatives and Labour: debt/GDP falling
= an arbitrary and gameable target

= for better or worse does not distinguish between investment and
other spending

= this is the binding target
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Manifesto costings compared
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Manifesto costings compared
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Manifesto costings compared
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Manifesto costings compared
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Manifesto costings compared
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Manifesto costings compared
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Taxes to rise further?
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Investment cuts coming?

4.0

0
™

- N
w n O
O N

L ,,>
Mm 'l s5
4 © =
Y > @
L 53
K 2l
o
‘ ONO)

Outturn

e v < wvu <
o™ N N — —i
SWODUI [euoljeu JO Jud9 Jad

0.0

0€-620¢
6¢—8¢0¢
8¢—L2¢0¢
1,2—9¢0c¢
9¢—G¢0¢
G¢—12c0c
v¢—€¢0¢
€¢—¢coc
¢c—1¢0¢
T12—020¢
0¢—610¢
6T—8T0¢
8T-L10¢
LT-9T0¢
9T1-9T0¢
ST-v10¢
v1—€10¢
€1-10¢
¢T-110¢
T1-0T0¢
0T-600¢
60—800¢
80—200¢
£L0—900¢
90—S00¢
S0—100¢
¥0—€00¢2
€0—00¢
¢0—100¢
T0—000¢
00—666T
66—8661
86—L66T1
L6—966T
96—S661
S6—166T1
V6—C€661
€6—C66T1
¢6-1661
16—066T1
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Public sector net debt
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Borrowing forecast to fall

under all three parties
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Source: Economic & Fiscal Outlook (March 2024) and authors’ calculations based on parties’ manifestos.
Note: Net debt excluding the Bank of England.
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An uncertain growth outlook
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An uncertain growth outlook

Growth up 0.5ppt a year might strengthen public finances
by around £30 billion allowing cuts to be avoided
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Growth to the rescue?

= Better and stable policies could boost growth

= investment, trade, competition, tax reform, planning, immigration,
education, ...

= Green investments don’t have growth as their primary aim

= might be growth enhancing or, perhaps, help to reduce some
downside risks to growth

* In some cases cleaner, but not more, output
= Supply side benefits take time to emerge

= March 2020 Budget added 30% to investment plans and OBR
judged it would eventually increase growth by 0.1ppt a year

= but assumed “boost would only be felt beyond our five-year
medium-term forecast horizon”
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Conclusions

= Major parties not saying how they would address the big
public finances challenges of the next five years and beyond

= Difference between Conservative and Labour offers small
relative to the changes since 2019 and the uncertainty ahead

= Good policymaking can boost growth, but not quickly

= Could get lucky — but what if we get unlucky?
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The March 2024 Budget baseline

= Taxes continuing to rise as a share of national income

= freezes to personal tax thresholds to March 2028 raising another
£10 billion in 2027-28

= Day-to-day spending to rise by only 1% a year in real terms over 4
years from April 2025

= implies cuts of £10 to £20 billion for unprotected public services
= Investment spending frozen in cash terms from April 2025

= top up of £18 billion in 2028-29 would be required to avoid real cut
= Borrowing to fall to low levels

= primary surplus from 2026-27

= current budget surplus from 2027-28
= Debt rising until March 2028, then edging down by March 2029
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Public sector net debt

350

300

OBR July
2023

©

+—

©

©

'

Q

LS

O

+—

N2

I
) o o o
LO (@) Lo o
(QV (QV i —

9WwOodUul jeuolreu Jo Juad 1ad

(=
Lo

0.-690¢
T19—090¢
¢S—150¢
Ev—cv0c
vE—EE0C
GZ¢—12c0c
9T1-9T0¢
£L0—900¢
86—L66T1
68—886T
08—6.6T1
1,.-0.6T
¢9—T196T1
€9—¢S6T
Yr—Ev6T
SE—vE6T
9¢—G¢61
LT-9T6T
80—L06T
66—868T
06—688T
18—0881
¢L—T/8T1
€9—98T1
¥S—€G8T
Sr—v¥8T
9€—GEBT
129281
8T—-L18T
60—808T
00—66.1
160611
¢8—18.T
€L—7CLLT
v9—€9.1
QS—vG.LT
Ov—Sv.1
LETQELT
8¢—Lc/1
6T8TLT
0T-60.T
T0—00.LT

Source: OBR historical finances database; Fiscal Risks & Sustainability (July 2023).

Note: historical data and long-run projections do not exclude the Bank of England.
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Current budget
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Public sector net borrowing
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Source: Economic & Fiscal Outlook (March 2024) and authors’ calculations based on parties’ manifestos.
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Growth and debt
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