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United Kingdom 

1. Economic situation 

The United Kingdom entered the recession with one of the largest structural deficits 
in the OECD and rising public-sector debt. The general government deficit widened to 
11% of GDP in 2009, the United Kingdom’s largest-ever peacetime deficit while GDP 
plunged by 5% the same year (Figures 1A and 1B). Public borrowing and debt rose 
sharply in 2009, mainly in response to a slump in unsustainable revenue streams from the 
financial and housing sectors (Figure 1C). 

In the decade prior to the economic crisis, economic growth was driven by 
unsustainable private and public sector debt accumulation. The substantial but necessary 
planned fiscal tightening and weak real income growth created headwinds while the 
OECD projects growth to remain subdued in 2011. 

The OECD expects the recovery will gain more momentum in 2012 when exports are 
projected to further increase and business investment to grow more robustly. 

Figure 1. Key economic indicators 
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Figure 1. Key economic indicators (cont’d) 
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Notes: Fiscal balance and gross debt are general government financial balance and gross financial liabilities as 
a per cent of nominal GDP. 

Source: OECD (2010), “OECD Economic Outlook No. 88”, OECD Economic Outlook: Statistics and 
Projections (database), doi: 10.1787/data-00533-en. 

2. The government’s fiscal strategy 

The fiscal position inherited by the incoming government in May 2010 was dire. The 
newly created fiscal body the Office for Budget Responsibility (OBR) forecast in 
June 2010 that without further action to tackle the deficit, public sector net borrowing 
would remain at 4% of GDP in five years time, the structural deficit would be 2.8% of 
GDP in 2014-15 and debt would still be rising in 2014-15 to 74.4% of GDP. The 
government has therefore set: 

• a new, forward-looking fiscal mandate for its policies, to achieve 
cyclically-adjusted current balance by the end of the rolling, five-year forecast 
horizon; 

• a supplementary target for net debt as a share of GDP to be falling at a fixed date 
of 2015-16; 

• the bulk of the consolidation will come from spending reductions. By 2014-15, 
over 70% of total consolidation will be delivered through expenditure cuts. 

Almost all areas of public spending will be affected by the consolidation with the 
exceptions of the complete ring-fencing of health and overseas aid. A particular focus has 
been given to reducing welfare costs and wasteful spending. According to the authorities, 
the ambitious medium-term plan has significantly reduced fiscal risks and should support 
growth in the longer term. 

The fiscal consolidation plan, which includes some consolidation plans from the 
previous government, represents a total consolidation of GBP 111 billion by 2014-15, of 
which GBP 81 billion comes from spending reductions and GBP 29 billion from net tax 
increases. The consolidation plan eliminates the structural current deficit over the period 
and reaches an actual deficit of around 2% in 2014-15 (Figure 2A). The authorities’ plan 
enables public spending to decrease as a per cent of GDP to the level seen in 2006-07 and 
return to the 2008-09 level in real terms. The gross debt ratio to GDP is expected to 
decrease from 2012-13 (Figure 2B). A front-loaded consolidation is envisaged, with the 
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largest adjustment in 2011-12, and totalling 6.1% of GDP by 2014-15 (Figure 2C). The 
expenditure share of the consolidation ranges from 54% in 2012 to 74% in 2014-15 
(Figure 2D), according to OECD calculations. 

Figure 2. The government’s planned fiscal adjustments 
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Notes: Fiscal balance and debt is general government net lending and debt on a Maastricht basis as a per cent 
of nominal GDP. The budget figures relate to financial years. Fiscal consolidation is cumulative consolidation 
as a per cent of GDP. The composition of the contribution to fiscal consolidation is expenditure reductions and 
revenue enhancements (total = 100%). OECD calculations. 

Sources: “OECD Fiscal Consolidation Survey 2010”; Budget 2010; Spending Review 2010; Office for Budget 
Responsibility (2010), “Economic and Fiscal Outlook”. 

3. Major consolidation measures 

The departments (ministries) total programme and operational budgets will be cut in 
the range of 3.4% to 51% with an average cut of 8.3% over four years. In particular, 
operational budgets will be reduced by an average of 34%. Departmental capital budgets 
are to be reduced by 29% over the same period. A total of 330 000 public sector jobs are 
projected to be cut. A two-year wage freeze and efficiency measures provide savings of 
more than 0.5% of GDP by 2014. The most important revenue measure is the increase in 
the standard VAT rate from 17.5% to 20%. Announced revenue measures will amount to 
around 1.3% of GDP in 2014. In addition, more user fees will be used, e.g. by increasing 
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rail fares, and a pupil premium will be introduced and assigned to schools to support 
disadvantaged children. 

Table 1. Major consolidation measures1 

Millions GBP (% of GDP2) 

  2011-12 2012-13 2013-14 2014-15 
Expenditures     (1.15) 
1. Operational 

measures 
    (0.54) 

– Operational 
budgets 

All departments’ administrative budgets (including arm’s-length 
bodies’ budgets) will be cut in real terms (by 2014) 

33% to 42% 

– Wages Two-year wage freeze in public sector pay (savings by 2014) 3.3 billion 
(0.19 by 2014) 

– Staffing 330 000 public sector jobs cut  n.a. 
– Operational 

expenditure 
Efficiency savings 6 billion  

(0.35 by 2014) 
2. Programme 

measures 
 (0.03) (0.16) (0.36) (0.40) 

– Programme 
budgets 

Departments’ programme (and operational) budgets will be cut 
in real terms 

from 3.4% to 51% 
average cut is 8.3% 

– Employment Contributory employment and support allowance: time limit for 
those in the Work Related Activity Group to one year 

 1 025  
(0.07) 

1 530  
(0.09) 

2 010  
(0.12) 

 Working tax credit: freeze in the basic and 30-hour elements for 
three years from 2011-12 

195  
(0.01) 

415  
(0.03) 

575  
(0.04) 

625  
(0.04) 

– Housing Total household benefit payments capped on the basis of 
average take-home pay for working households 

  225  
(0.01) 

270  
(0.02) 

 Disability living allowance: remove mobility component for 
claimants in residential care 

 60  130  
(0.01) 

135  
(0.01) 

– Savings credit Savings credit: freeze maximum award for four years from 
2011-12 

165  
(0.01) 

215  
(0.01) 

260  
(0.02) 

330  
(0.02) 

– Council tax Council tax benefit:10% reduction in expenditure and 
localisation 

0 0 485  
(0.03) 

490  
(0.03) 

– Child benefits Child benefit: remove from families with a higher tax rate from 
January 2013  

0 590  
(0.04) 

2 420  
(0.15) 

2 500  
(0.15) 

 Child tax credit: increase the child element by GBP 30 in 2011 
and GBP 50 in 2012  

-190  
(0.01) 

-510  
(0.03) 

-545  
(0.03) 

-560  
(0.03) 

 Working tax credit: increase working hour requirement for 
couples with children to 24 hours 

0 380  
(0.02) 

385  
(0.02) 

390  
(0.02) 

 Working tax credit: reduce payable costs through childcare 
element from 80% to 70% restoring 2006 rate 

270  
(0.02) 

320  
(0.02) 

350  
(0.02) 

385  
(0.02) 

 Child and Working Tax Credits: use real-time information  0 0 0 300  
(0.02) 

Selected reductions      
– Defence Budget cut -8% 
– Foreign Office Budget cut -25% 
– Transport Subsidies to bus companies -20% 
– Justice Changing criminal sentencing to stop the rise in UK prison 

population 
n.a. 

– BBC License fee frozen for next six years  
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Table 1. Major consolidation measures1 (cont’d) 

Millions GBP (% of GDP2) 

3. Other Initiatives   (0.1) (0.18) (0.21) 
 Public sector pensions: increase in employee contribution rates  0 160  

(0.01) 
1 270  
(0.08) 

1 760  
(0.1) 

 Renewable Heat Incentive: efficiency savings  5 15 45 105  
(0.01) 

 Carbon Reduction Commitment: no recycling of revenues  715  
(0.05) 

730  
(0.05) 

995  
(0.06) 

1 020  
(0.06) 

 Public Works Loan Board: interest rate increase  150  
(0.01) 

310  
(0.02) 

380  
(0.02) 

450  
(0.03) 

 TfL Metronet: replace borrowing with central government grant  325  
(0.02) 

300  
(0.02) 

200  
(0.01) 

185  
(0.01) 

  2011-12 2012-13 2013-14 2014-15 
Revenues     (1.45) 
– VAT The standard rate will increase from 17.5% to 20% 13.5 billion (annually) 

(0.79 of GDP in 2014) 
– Insurance Premium 

Tax 
The higher rate will increase from 17.5% to 20%, while the 
standard rate will increase from 5% to 6%. This will raise a year 
by 2014-15. 

0.5 billion (annually)  
(0.03 of GDP in 2014) 

– Other The net effect of detailed tax measures announced in June 
Budget 

8 billion (annually) 
(0.47 of GDP in 2014) 

– Capital tax To be increased n.a. n.a. n.a. n.a. 
– Personal allowance To be increased n.a. n.a. n.a. n.a. 
– Bank levy To be introduced n.a. n.a. n.a. n.a. 
– Business taxes To be reformed and rebalanced  n.a. n.a. n.a. n.a. 

1. Measures are explained in more detail in Spending Review 2010. 

2. OECD calculations using OECD forecasts of nominal GDP for 2011-14. 

Source: “OECD Fiscal Consolidation Survey 2010”. 

Pension reform 

The state pension age for men and women will increase to 66 by 2020.  

4. Institutional reforms 

The government established the Office for Budget Responsibility (OBR) in 
May 2010. The purpose of establishing the OBR was to improve the independence, 
transparency and credibility of the official economic and fiscal forecast on which the 
government bases its fiscal policy. 

The authorities believe there are two aspects of the existing budget system that 
weaken spending control. First, since mandatory spending is not subject to firm cash 
limits, departments do not have the same incentives to manage it as they have with 
discretionary spending. Second, the end-year flexibility (EYF) system which allows 
departments to carry forward unspent budget provisions into future years to discourage 
wasteful end-year spending has, in practice, led to accumulated stocks of around 
GBP 20 billion that would further increase the deficit if they were spent. To strengthen 
the spending framework, the government is taking action to improve incentives to control 
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mandatory spending, with further details to be announced in budget 2011, abolish the 
EYF scheme at the end of 2010 or beginning of 2011, including all accumulated stocks, 
and replace it with a new system from 2011-12, and to extend operational budgets to 
cover arm’s-length bodies in order to drive down the costs of administration. 

Table 2. The government’s fiscal consolidation plan 

% of GDP 

Fiscal consolidation 2010-11 2011-12 2012-13 2013-14 2014-15 
Consolidation volume (cumulative) 0.6% 2.5% 4.0% 5.2% 6.1% 
Total deficit(-)/ surplus(+) -9.9% -7.5% -5.6% -3.5% -2.0% 
Total level of debt 77.9% 82.6% 84.7% 84.2% 82.3% 
Fiscal consolidation by expenditure reductions 
and revenue enhancements (total = 100%)           
Expenditure reductions 59.1% 53.8% 62.5% 69.2% 73.6% 
Revenue enhancements 40.9% 46.2% 37.5% 30.8% 26.4% 

Notes: OECD calculations. Fiscal balance and debt is general government net lending and debt on a 
Maastricht basis. The budget figures relate to financial years. 

Sources: “OECD Fiscal Consolidation Survey 2010”; Budget 2010; Spending Review 2010; Office for Budget 
Responsibility (2010), “Economic and Fiscal Outlook”. 

Table 3. Overview of fiscal consolidation 

Billions GBP 

 2011-12 2012-13 2013-14 2014-15 2015-16 
Spending cuts 5.2 21 40 61 81 
Taxes 3.6 18 24 27 29 
Total consolidation 8.8 39 64 88 111 

Notes: Fiscal balance and debt is general government net lending and debt on a Maastricht basis. The budget 
figures relate to financial years. OECD calculations. 

Sources: “OECD Fiscal Consolidation Survey 2010”; Budget 2010; Spending Review 2010; Office for Budget 
Responsibility (2010), “Economic and Fiscal Outlook”. 
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