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Weak short-term growth thought to reflect a
permanent problem

Comparison of forecasts for real GDP growth and trend GDP
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Weak short-term growth thought to reflect a
permanent problem

Comparison of forecasts for real GDP growth and trend GDP
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Notes and sources: see Figure 3.2 of The IFS Green Budget: February 2012.
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The big fiscal picture

Receipts (no action)

—Total spending (no action)
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The cure (March 2012): 8.1% national income
consolidation over 7 years (£123bn)

Mar 2012: 7.6% national income (£115bn) hole in public finances
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Debt back on a more sustainable path
- but to remain above pre-crisis levels for a generation
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The cure (March 2012): 8.1% national income
consolidation over 7 years (£123bn)

Mar 2012: 7.6% national income (£115bn) hole in public finances
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Forecasts for fiscal aggregates broadly

unchanged

Receipts (March 2012)

Total spending (March 2012)

Receipts (no action)

Total spending (no action)
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The pain to come
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Can the tight spending plans be delivered?

« Such cuts to public service spending not done in the UK before
— never more than 2 consecutive years of cuts previously

— spending plans imply April 2010 to March 2017 will be the tightest 7
years for public service spending since WWII

« Only comparable international experience is Ireland in late 1980s
« On the other hand cuts follow a period of big spending increases

— 12 consecutive years of real increases (1998-99 to 2009-10)

— by 2016-17 total public service spending will be the same as in
2004-05 in real terms (2000-01 as a % of national income)
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/-year squeeze on public service spending
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Whitehall departments: ‘winners’

International development ﬂ 33.4

Energy and climate change I 15 5
Work and pensions 109
NHS (England) -0.2

Defence -7.8 N

Education | -11.4 N

Average DEL cut |-11.7 _
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Whitehall departments : ‘losers’

Average DEL cut

Transport
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Whitehall departments : ‘losers’

Average DEL cut

Transport

Culture, media and sport

Home office

Justice

CLG: Local Government
Business, innovation and skills
Environment, food and rural affairs
CLG: Communities +-67.8
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Can the tight spending plans be delivered?
- How tight will they feel?
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Can the tight spending plans be delivered?
- How tight will they feel?
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Can the tight spending plans be delivered?
- How tight will they feel?
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] B e
’8'"‘ ) —O0ODA
— 350
T
—Health
%300
1
>
& 250 Transport
o 200 : :
% —Public service
S 150 spending
o ;
) Education
5100—
@
o )
50 | | | | | | | | | | | | | | | | | | _PUb“c Order
DO —QANMITWDOMNDODNINO—QANMSL O~
SO0 00000003=2- 2SS 22 % andsafety
IIIIIIA_IIIIIIIIIA_II
00O ~—QN M D OOV OO —N ™M 1 © —DPDefence
OO O OO OO0 00000 ™— ™ v~ v~ ™ v—
oo NeReReReReNeReReReReReReNeNeoNeNeNe)
~ N AN AN AANNNNNNNANNNNNN

- I I Institute for

© Institute for Fiscal Studies Fisca_l Studies
Notes and sources: see Figure 3.12 of The IFS Green Budget: February 2012.



Trade-off between cuts to public service spending
and welfare cuts: 2015-16 and 2016-17
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Conclusions

* Permanent hit to public finances from financial crisis estimated at £115
billion a year (in today’s terms)

* Response is a £123 billion fiscal tightening by 2016—-17

« Seven years from April 2010 imply the tightest seven-year squeeze on
‘public service’ spending since at least end of Second World War

« Spending Review 2010 plans imply:
— overseas aid budget increased sharply

— in England: NHS and schools relatively protected; deep cuts to: social housing,
grant to local government and higher education institutions

* Details for cuts in 2015-16 and 2016-17 in the next Spending Review

— this should happen no later than autumn 2013

— if cuts to central government spending on public services to continue at same rate
then £8bn more of welfare cuts needed
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