9. COUNTRY PROFILES

Budgetary Governance in Practice: United Kingdom
Economic context
Economic growth in the UK is forecast to weaken in 2018 and 2019. Private consumption
is projected to remain subdued as higher inflation, pushed up by the past depreciation of
sterling, holds back household purchasing power. The unemployment rate is at a record
low, but with slower growth this is unlikely to persist. Exchange rate depreciation should
support exports, while import growth is projected to fall owing to weaker private
consumption. An agreement about a transition period linked to the EU exit after March
2019 is assumed and should support growth in 2018 and in 2019, reducing the extent to
which uncertainty weighs on domestic spending. Prospects of maintaining the closest
possible economic relationship between the United Kingdom and the European Union
would further support economic growth.
Fiscal policy plans
The fiscal policy strategy is to return the public finances to balance by the middle of the
next decade. Interim targets are the reduction of the cyclically adjusted deficit to below 2%
of GDP by 2020-21, and Public sector net debt as a share of GDP falling in 2020-21.
A: Fiscal Balance and Public Debt
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Note : The graph is referring to general government fiscal balance
and general government gross debt as defined in the OECD
National Accounts Statistics.
Source: OECD National Accounts Statistics (database);
Eurostat Government finance statistics (database).

C: Public Investment

D: Expenditure by function (2016)
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percentage of GDP and as a share of total government
expenditures.

Source: OECD National Accounts Statistics (database); Eurostat
Government finance statistics (database).

Source : OECD National Accounts Statistics (database).
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Developments in budgetary governance
In 2015 a revised Charter for Budget Responsibility was approved by Parliament. Key
changes introduced under the charter included; two new fiscal rules (a forward-looking
target to achieve cyclically-adjusted current balance by the end of the rolling, five-year
forecast period; and a target for public sector net debt as a percentage of GDP to be falling
at a fixed date of 2015-16) and a “Welfare Cap” intended to ensure that expenditure on
welfare remains sustainable during five-year forecast period and is contained within a
predetermined ceiling.
The Office for Budget Responsibility was created in 2010 to provide an independent and
authoritative analysis of the UK’s public finances. In December 2013, the Office for Budget
Responsibility was given additional responsibilities in relation to the ‘Welfare Cap’, to
assess the Government’s performance against the cap and to prepare, and to publish
information on the trends in and drivers of welfare spending within the cap.
Budget transparency is generally high although limited distributional analysis is produced.
Gender budgeting is not yet a feature of budgeting in the UK.
Central Budget Authority
Her Majesty’s Treasury is the central budget authority,
covering both economic and financial policy functions. In
preparing and communicating budget proposals the
Treasury co-ordinates closely with Cabinet Ministers who
have ultimate responsibility for determining overall budget
parameters and ceilings for line ministries.
Website: www.gov.uk/government/organisations/hmtreasury
Legal Framework
The Exchequer and Audit Department Acts of 1866 and
1921 govern the processes of budget preparation and
approval by Parliament. The 1998 Finance Act (Code for
Fiscal Sustainability) and the 2015 Charter for Budget
Responsibility set out requirements in respect of fiscal
sustainability. The 2000 Government Resources and
Accounts Act introduced the requirement to prepare budget
and accounts on the accruals basis.

Budget coverage
The United Kingdom is a unitary state, but significant spending powers are
devolved to the governments of N. Ireland and Scotland. The Scottish
government also has limited revenue raising powers. The national budget is
comprehensive in coverage. Financial disclosure rules do not permit any off
budget expenditures.
Budget cycle
The UK does not have a published budget calendar. The annual budget cycle
is in transition, with a single fiscal event replacing the traditional Autumn
Statement and Spring Budget. The old and new processes are outlined in
the figure below.
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The United Kingdom’s application of OECD budget principles “at a glance”
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Government has traditionally set out its fiscal policy and strategy in the annual Autumn Statement.
This has presented the macro-economic context, the medium-term outlook for public finances and
government’s priorities and goals in respect of revenue, expenditure and debt. From 2018 these will
be incorporated into a single spring budget statement.
Budget closely linked to the policy programme of the government. Periodic spending reviews identify
efficiency saving and redirect spending towards policy priorities. Performance budgeting requires
spending departments to set their strategic priorities and spending proposal in a “Single Departmental
Plan”.
The UK budget statement incorporates a five-year forward perspective.
Five-yearly spending reviews provide annual capital budget allocations by department. All
capital spending proposals are appraised following standard rules (Green Book).
Capital and current expenditure requests are submitted together by line ministries, but the
process for deciding upon capital and operating budget requests are distinct.
Major budget reports are publicly available, although the budget information provided is highly
aggregated and lacks detail especially on the executed budget. The practice of providing a citizens’
budget was recently discontinued.
Members of parliament have limited engagement in the process of budget preparation, but the Office
of Budget Responsibility provides parliament with an independent analysis of fiscal policy and
spending proposals. The public accounts committee plays a strong role in monitoring budget results
supported by the National Audit office
Parliament has very limited power to amend executive budget proposals.
The UK Office of Budget Responsibility is an independent fiscal institution.
The UK has limited public participation in the process of budget preparation.
Both budgeting and financial reporting in the UK are accruals based, prepared on a whole of
government basis and conform to international financial reporting standards.
All budget expenditures are made through the Consolidated Fund which is a single treasury account.
There are subsidiary consolidated funds for Scotland, Wales and N. Ireland.
Departments may reallocate resources freely, subject to expenditure limits approved by parliament,
and funds cannot be moved between capital and recurrent spending which are subject to separate
limits.
Departments are allowed to surrender an underspend in advance of the end of the financial year, in
return for a corresponding increase in their budget in the following year, subject to a prudent limit.
Managerial performance budgeting, i.e. using performance information primarily as a tool of
performance management and accountability at an organisational and management level
Annual performance reporting includes reporting on progress towards achievement of strategic
objectives and performance targets.
Legal requirement to evaluate all expenditure programmes; both ex ante and ex post, ex post
evaluation is also carried out by the SAI.
The UK has a history of periodic, comprehensive spending reviews focused on deficit reduction and
re-alignment of spending to match the priorities of new administrations.
The budget statement includes discussion of the government’s fiscal strategy, including short-term
risks and measures to ensure long-term fiscal sustainability. Independently, the Office of Budget
Responsibility provides a report to Parliament assessing fiscal risks and the long-term sustainability
of public finances.
The National Audit Office, a constitutionally independent SAI, audits all public entities either
directly or using private sector audit firms. The NAO audits government’s financial statements
and carries out value for money audits on a more limited number of areas of spending. The
independent Office of Budget responsibility also exercises a range of functions to promote
objective, informed budgetary policy-making and accountability.

Note: Rows in bold represent notable international practice.
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