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The outline for public finances until 2015 

The International Monetary Fund (IMF) has calculated that of 29 industrial 

countries that are currently attempting to reduce their government borrowing, only 

Greece is forecasted to have a sharper decline in cyclically-adjusted borrowing 

than the UK. 

Exhibit 1 shows the fiscal projections from the Office of Budget Responsibility 

(OBR). The deficit of 7.6% of GDP in the current fiscal year is expected to steadily 

decline over the coming years and become a surplus at the end of the period 

(2015-16). Meanwhile the debt to GDP ratio is expected to peak in 2013-14, at 

69.7%*. 

To achieve this deficit reduction £81 billion will be taken out of previously planned 

increases in public spending up to 2014-15. There will be no cuts in nominal 

expenditure, but real cuts after inflation is taken into account. Indeed, government 

departments are being asked to find an average of 19% in savings over the next 

four years. The OBR estimates that this will lead to a public sector headcount 

reduction of up to 410,000 between the current fiscal year (ending this March) and 

2015-16. 
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The 2011 UK Budget: hopefully 

boring with the promise of tax reform 

On Wednesday 23 March George Osborne, the UK Chancellor of the Exchequer, 

will present his 2011 budget. We expect few surprises, since the broad outline for 

spending and revenue over the life of the current parliament has already been 

decided. Despite stronger-than-expected tax revenue collection in the current 

fiscal year, the Chancellor has limited room for easing due to his ambitious long-

term targets and the risk of negative consequences via the Gilt market.  

Supply-side reforms would be welcome in order to buttress GDP growth. Key for 

many small businesses would be reform of the tax system itself, as promised by 

the government when it established the Office of Tax Simplification in June 2010. 

We hope to see some progress on simplifying the 1,042 separate reliefs and 

allowances. 
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* Economic and Fiscal Outlook, the Office of Budget Responsibility, November 2010. The OBR was 

established in 201 within the Treasury, to provide guidance to the Treasury on the likelihood of its fiscal 

targets being met.  
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Exhibit 1 – Fiscal forecast over view 

Progress so far 

The government is currently ahead of its fiscal targets. Its 

borrowing target for the current fiscal year is £149 billion. 

Yet by the end of January only £113 billion had been 

borrowed, £14.1 billion less than in the same period in the 

previous year and leading to speculation that borrowing 

over the year may finish at just under £140 billion, around 

£10 billion less than had been first forecast. 

The higher revenues reflect stronger than expected growth 

in 2010. Tax receipts were up 12.4% in January 2011 over 

January 2010, much stronger than the increase in 

government spending (including debt servicing) over the 

same period of 4.4%. 

But while the government appears on course to meet its 

long term fiscal objectives, it is much too early to revise 

future spending and revenue plans. 

On the revenue side it is the household, rather than the 

corporate sector, that faces the brunt of higher taxes. VAT, 

income tax and benefit changes to be introduced from 

January and April 2011 are set to raise approximately 

£16.2 billion of additional revenue (which the Institute for 

Fiscal Studies calculates at around £680 per household**). 

Percent of GDP 

Outturn Forecasts  

2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 2015-16 

Surplus on current budget -7.6 -7.2 -5.6 -3.9 -2.1 -0.6 0.3 

Public sector net borrowing 11.1 10.0 7.6 5.6 3.5 1.9 1.0 

Public sector net debt 1 53.5 60.8 66.3 69.1 69.7 68.8 67.2 

Cyclically-adjusted surplus on 

current budget 
-5.3 -4.7 -3.3 -1.8 -0.5 0.5 0.9 

Cyclically-adjusted net 

borrowing 
8.8 7.6 5.3 3.5 1.9 0.8 0.3 

Source: Economic and Fiscal Outlook, the Office of Budget Responsibility, November 2010 
1 Debt at end March; GDP centred on end March. 

The macro-economic assumptions on which the OBR 

based its fiscal projections in Exhibit 1 are shown in 

Exhibit 2. In the light of the surprise drop in GDP in the 

first quarter by 0.6% q/q, leading economic indicators in 

many of the major global economies beginning to role over 

(such as US consumer confidence), and higher-than-

expected energy costs, these forecasts may be optimistic. 

Over the period 2009 to 2015 the UK economy is 

projected to grow by 2% or more per year with CPI 

inflation down to 2% by 2012 and unemployment peaking 

this year. Nominal average earnings are expected to grow 

steadily throughout the period, but this year wage growth 

may be negative in real terms due to inflation. 

 
Any easing of fiscal policy should be avoided 

Because of the uncertainties around growth forecasts, 

bond market investors are unlikely to have much patience 

with the government if it seeks to translate temporary 

‘wins’ in the public finances into headline-winning tax 

giveaways.  

The low Gilt yields that we have seen over the last year in 

part reflect a belief in the government’s ability to deliver on 

its austerity programme. Any sign of wavering may 

contribute to upward pressure on Gilt yields, as bond 

 

** The IFS Green Budget, Institute for Fiscal Studies, February 2011, page 9. 



The 2011 UK Budget 

March 2011 

3 

Exhibit 2 – Economic forecast summary table 

Percentage change on a year earlier, unless otherwise stated 

Forecasts  

2009 2010 2011 2012 2013 2014 2015 

Output at constant market prices 

Gross domestic product (GDP) -5.0 1.8 2.1 2.6 2.9 2.8 2.7 

GDP levels (2009=100) 100.0 101.8 103.9 106.7 109.7 112.8 115.9 

Expenditure components of GDP at constant market prices 

Household consumption 2 -3.3 1.1 1.3 1.5 1.9 2.1 2.2 

Business investment -18.8 1.3 8.6 8.4 10.2 9.8 7.6 

General government consumption 1.0 1.8 -0.4 -1.3 -1.8 -2.4 -1.7 

General government investment 14.2 1.0 -15.3 -9.7 -5.9 -1.5 2.6 

Net trade 3 0.7 -0.9 0.7 0.9 0.7 0.6 0.5 

Inflation 

CPI (Q4) 2.1 3.0 2.8 1.9 2.0 2.0 2.0 

Labour market 

Employment (millions) 29.0 29.0 29.1 29.3 29.6 29.8 30.1 

Average earnings 4 1.8 2.3 2.2 2.4 3.8 4.4 4.4 

ILO unemployment (% rate) 7.6 7.9 8.0 7.7 7.2 6.7 6.1 

Claimant count (Q4 millions) 1.62 1.47 1.49 1.41 1.30 1.21 1.10 

Output gap -4.2 -3.3 -3.4 -3.0 -2.3 -1.6 -0.9 

Source: Economic and Fiscal Outlook, the Office of Budget Responsibility, November 2010. 1 The forecast is consistent with the UK Output, Income and 

Expenditure data for the third quarter of 2010, released by the Office for National Statistics on 24th November 2010. 2 Includes households and non-profit 

institutions serving households. 3 Contribution to GDP growth, percentage points. 4 Wages and salaries divided by employees.  

investors become more sceptical, raising the cost of 

servicing the UK deficit. At the Bank of England, which 

has been explicit in linking its low interest rate policy to 

government commitment to fiscal tightening, the hawks on 

the Monetary Policy Committee (MPC) would have 

another argument for normalising interest rates sooner 

rather than later. 

 

tax appear to go some way towards achieving this 

(although these are being partly paid for by a sharp 

reduction in investment allowances).  

However, reform of the taxation system itself would be a 

major prize, and one that is in the hands of the 

government to deliver. The Office of Tax Simplification 

(OTS) was established last year, within the Treasury itself, 

to recommend policy simplification and so reduce the 

burden on the economy of complying with the tax code. 

In a recent report the OTS has highlighted 1,042 tax reliefs 

and allowances which, it says, contribute to the complexity 

 

Supply side reform 

It would be desirable for the government to use the budget 

to announce supply side reforms that would help buttress 

growth. The previously announced changes to corporate 

 



The 2011 UK Budget 

March 2011 

4 

FOR PROFESSIONAL INVESTORS ONLY. NOT FOR PUBLIC DISTRIBUTION. 

Any forecasts, figures, opinions or investment techniques and strategies set out, unless otherwise stated, are J.P. Morgan Asset 

Management’s own as at the date of the document. They are considered to be accurate at the time of writing. They may be subject to 

change without reference or notification to you. The views contained herein are not to be taken as an advice or recommendation to 

buy or sell any investment and the material should not be relied upon as containing sufficient information to support an investment 

decision. It should be noted that the value of investments and the income from them may fluctuate in accordance with market 

conditions and taxation agreements and investors may not get back the full amount invested. Both past performance and yield may 

not be a reliable guide to future performance. Changes in exchange rate may have an adverse effect on the value price or income of 

the product. Investments in smaller companies may involve a higher degree of risk as they are usually more sensitive to market 

movements. Investments in emerging markets may be more volatile and therefore the risk to your capital could be greater. Further, the 

economic and political situations in emerging markets may be more volatile than in established economies and these may adversely 

influence the value of investments made. You should also note that if you contact J.P. Morgan Asset Management by telephone those 

lines could be recorded and may be monitored for security and training purposes. J.P. Morgan Asset Management is the brand name 

for the asset management business of JPMorgan Chase & Co. and its affiliates worldwide. Products may not be authorised or its 

offering may be restricted in your jurisdiction.  

Issued by JPMorgan Asset Management (Europe) Société à responsabilité limitée, European Bank & Business Centre, 6 route de 

Trèves, L-2633 Senningerberg, Grand Duchy of Luxembourg, R.C.S. Luxembourg B27900, corporate capital EUR 10.000.000. 

Material issued in the United Kingdom are approved for use by JPMorgan Asset Management (UK) Limited, 125 London Wall, London 

EC2Y 5AJ, England. JPMorgan Asset Management (UK) Limited is authorised and regulated by the Financial Services Authority. 

Registered in England No. 01161446. Registered address: 125 London Wall, London EC2Y 5AJ.  

and cost of complying to the tax code***. It has highlighted 

some of the key reforms it would like to see introduced, 

while acknowledging that the very complexity of the tax 

system means that reform has to be carefully thought 

through to avoid unintended consequences. The highlights 

of their proposals are: 

■ Environmental taxes. Both landfill tax and the 

aggregates levy should be reviewed, as both regimes 

contain numerous exemptions. 

 

 

The OTS also wants the Chancellor to move to a flat rate 

of corporate tax for small businesses, bring income tax on 

the self employed and employees closer into line, and 

improve the service offered by the HMRC (Her Majesty’s 

Revenue and Customs). 

Conclusion 

A boring 2011 budget that keeps to the spending and 

revenue framework announced last year would be 

desirable. Any sense that the government is spending 

recent stronger-than-expected revenues is in danger of 

being interpreted by the bond market as a lack of 

commitment to the long-term goal of eliminating the 

budget deficit in 2015-16.  

The danger that growth and employment levels come in 

below those used in the Treasury’s forecasts suggest that 

growth-friendly measures on the supply side would be 

appropriate. The government’s own initiative to simplify 

the tax code, given the burden created by 1,042 reliefs 

and allowances, may start to bear fruit. 

■ Merging income tax and national insurance. This is 

a long-term project of structural reform that would 

deliver major simplification of the tax system. 

■ Expenses and benefits. An annual allowance 

(perhaps between £100 and £500) for expenses and 

benefits that are not supported by receipts. 

■ Inheritance tax and trusts. Review inheritance tax 

laws to discourage the use of trusts. 

■ Capital gains tax, particularly as applicable to 

companies. The capital gains systems for individuals 

and companies have drifted apart, with gains by 

individuals taxed at a lower rate than income to reflect 

inflation, whereas companies are still required to index 

against inflation. 

*** Review of Tax Reliefs, the Office of Tax Simplification, March 2011. 


