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UK: HEADACHE FOR CHANCELLOR OSBORNE 

Berenberg Macro Flash 

October Public sector net bor-

rowing ex banking 

groups 

Actual £ 7.7bn 

Previous £11.2bn 

Consensus £7.7bn 

Berenberg £7.5bn 

 
Better data for Chancellor George Osborne, but still off-course. The government borrowed £7.7bn in Oc-

tober, ignoring distortions from public sector banking groups. That was down from £7.9bn a year ago and in-

line with consensus expectations. Revisions were kind for the Chancellor, with borrowing in the first six months 

of the fiscal year cut by £1.6bn. Nevertheless, those two pieces of good news are pretty marginal compared to 

the degree of overshooting so far this year. Weak income tax as new jobs have been lower paid than expected 

has pushed government borrowing way off course, with borrowing so far this year up 9% from last year. In Oc-

tober, VAT receipts rose  4.9% yoy and stamp duty increased 3.6% yoy, but income taxes were up just 1.5%, 

compared to the governments full-year forecast of 3.5%. The normal health warnings apply. These are early fig-

ures that are subject to substantial revision. Drawing hard and fast conclusions can be perilous. But the figures 

do match, qualitatively, what we know about wages and the tax free threshold. That latter policy seems to be 

costing rather more than the Treasury had bet on. 

 

Testing times ahead of 3 December Autumn Statement. Rather than cutting the deficit, Osborne has bor-

rowed more in the first seven months of this fiscal year than the previous one. In sum, the government bor-

rowed £64.1bn between April and October, £3.7bn more than the previous year, whereas Osborne and co had 

planned to cut the deficit by almost £12bn. To make up the £15bn hole in the government’s plans, borrowing 

over the final five months of the year would need to be 40% lower than last year. The implausibility of that 

means Osborne faces a testing time in a week and a half, when he updates the country on how the austerity drive 

is going in his Autumn Statement. Back in 2010 the government had expected to be finished with austerity now 

and perhaps looking forward to granting tax cuts. As it is, tax rises to plug a deficit hole are beginning to look a 

more likely prospect. Austerity remains a challenge, but not an overwhelming one, for the UK economy. Austeri-

ty – measured by the change in the cyclically adjusted budget deficit – is due to ramp up next year. That will not 

prevent growth. After all the UK expanded (albeit slowly) while hit by the double whammy of euro-crisis and 

much heavier austerity than in the works for next year. But the extra austerity will probably stop the UK expan-

sion from picking up much more speed over the next couple of years. We look for 2.8% GDP growth next year 

and 2.9% in 2016. 
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 OCT SEPT AUG JUL JUN MAY 

PSNB ex banking 

groups 

£ £11.8 £11.7bn £0.3bn £11.0bn £13.0bn 
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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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