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UK: PUBLIC FINANCES DISAPPOINT ON WEAK INCOME TAX 

Berenberg Macro Flash 

August Public sector net bor-

rowing ex banking 

groups 

Public sector net bor-

rowing 

Actual £ 11.6bn £ 10.9bn 

Previous £0.3bn £-0.5bn 

Consensus £11.8bn £10.2bn 

Berenberg £11.5bn £10.0bn 

 
UK public sector borrowing rises despite buoyant economic growth. Public sector borrowing was £11.6bn 

in August, once distortions from public sector banking groups are removed from the figures. That is up from 

£11.0bn a year ago but a little better than consensus expectations of £11.8bn. Public borrowing has disappointed 

so far during the current fiscal year, reaching £45.4bn compared to £42.8bn last year whereas the government 

had forecast a significant decline as the economic recovery continued. It is still early days and the figures could 

be significantly revised, but the economic recovery does not appear to be feeding through to lower borrowing as 

much as the government had hoped, which could make for a testing time for the Chancellor at his Autumn up-

date of the finances.  

 
Weak pay is to blame. Borrowing has increased from last year mainly because income tax receipts have been 
very weak. They are up just 0.8% so far this fiscal year. For comparison, VAT is up 4.6% ytd, stamp duties 

surged 26% while corporation tax increased 5.4%. Income tax is the missing ingredient. Some of that shortfall is 

down to a distortion. The government cut the higher rate of income tax last April, which led some bonuses to be 

shifted into Q2 2013 from Q1 2013 hurting the annual comparison through Q2 this year. That distortion should 

unwind as the year progresses, particularly in the new year when self-assessment income tax receipts should 

surge as taxes due from Q2 2013 are paid. Notwithstanding that distortion, weak pay growth is creating prob-

lems for the government’s budget. The economic recovery is creating plenty of jobs which should help keep a lid 

on benefit spending, but still weak wage growth means the recovery is not boosting tax receipts as much as had 

been hoped. 

 

Tricky public spending decisions after the election. As the chart below shows, the government has slowed 
the increase in expenditure over the past few years but a chunk of the deficit reduction has come from tax in-

creases boosting receipts, particularly VAT. Tax receipts are thankfully rising now without further huge changes 

in tax rates, but they are struggling to close the gap with still rising expenditure. The further consolidation cur-

rently pencilled in by the government is mainly on the spending side. Given the difficulties of keeping a lid on 

spending to eek out a fall in the government deficit over the past four years, the next five years could be tougher. 

The Conservative party are aiming to return to a budget surplus almost exclusively through spending restraint. 

The opposition Labour party, if they won power next year, would also have to keep a tight lid on spending given 

the current size of the government budget deficit. But yesterday they reiterated their approach would also be to 

partly alleviate the problem by aiming for less austerity overall than the Conservative party – they would not aim 

to cut the budget deficit by as much. 
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 AUG JUL JUN MAY APR MAR 

PSNB ex banking 

groups 

£11.6bn £0.3bn £10.8bn £12.9bn £9.9bn £7.9bn 

 

This message has been produced for information purposes for institutional investors or 

market professionals, it is not a financial analysis within the meaning of § 34b or § 31 of the 

German Securities Trading Act (Wertpapierhandelsgesetz), no investment advice or recom-

mendation to buy financial instruments. The message does not claim completeness regarding 

the information on the developments referred to in it. On no account should it be regarded 

as a substitute for the recipient’s procuring information for himself or exercising his own 

judgements. The message may include certain descriptions, statements, estimates, and con-

clusions underlining potential development based on assumptions, which may turn out to be 

incorrect. Berenberg and/or its employees accept no liability whatsoever for any direct or 

consequential loss or damages of any kind arising out of the use of this message or any part 

of its content. -- For full economics reports please visit our website or con-

tact capitalmarkets@berenberg.de.  
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