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Berenberg Macro Flash 

Another day, another set of leaks about Chancellor George Osborne’s Autumn Statement – his mid-year mini-budget – 

later today. That hyperactivity in pre-announcing policies is probably intended to distract from the big picture. There 

are two aspects to that. First, despite holding down spending, government borrowing remains stubbornly high as tax 

revenues undershoot expectations (see chart). Second, the government already plans to take day-to-day spending on 

public services and administration to its lowest share of GDP since World War II. Within that health and education are 

protected from real terms cuts, meaning other departments have to shoulder very large real budget reductions. That 

picture could worsen a little today. That is not to say we disagree with pruning back the dead hand of the state, or that 

it makes us pessimistic about the economic outlook. Osborne has made important progress, for instance by cutting 

corporation tax, and we look for above consensus growth of 2.9% in 2015. No doubt Mr Osborne will pull a rabbit from 

his hat; he usually does on these occasions. But his room for large scale giveaways is constrained.  

So much for the big picture. What about those leaks? After all, 

shifting around spending within a static overall budget can 

still be very important. Well, one announcement that is un-

likely to move the dial was yesterday’s extension of the BoE’s 

Funding for Lending scheme (FLS). That scheme gives banks 

access to cheap funding from the central bank if they grow 

their lending to firms, and particularly SME’s. Banks do not 

use that scheme much because it was introduced in mid-2012 

at around the same time as Mario Draghi’s commitment to do 

whatever it takes to save the euro, which dramatically eased 

bank’s funding costs anyway. The scheme does not appear to 

have had much effect on corporate borrowing, which contin-

ues to fall. That being said, the FLS provides insurance 

against future worsening in bank funding costs, which means 

it is useful to have in background. 

£15bn for road building sound useful, and indeed it is given the UK’s crumbling infrastructure. But that is not new 

money; rather the government is saying how it would spend the already budgeted investment funds allocated to the 

next parliament. Within a fixed investment budget, allocating a lot of the funds to road building means a squeeze on 

other types of investment. More funds for the business bank and so-called “catapult” innovation centres would be posi-

tive but also not large. £2bn extra for the NHS this year, funded by recent fines on banks and reshuffling spending from 

other departments could be the spending measure the Chancellor wants to focus on, even if it is not economically 

meaningful (and implies further squeezes on other departments if that NHS spending is to be maintained in the fu-

ture). The FT suggests the Treasury has been trying to figure out a way to reform stamp duty bands, to remove their 

slab-like structure. Another proposal is to abolish inheritance tax, and make up the lost proceeds via capital gains. He 

could reach for the old chestnut of efficiency gains in public spending to fund some modest giveaways. 

Osborne’s big headline grabbers could be to trumpet upward revisions to the fiscal watchdog’s (the OBR) growth fore-

casts. He also seems likely to commit to the new fiscal rule of eliminating the underlying current budget deficit (deficit 

excluding investment) by fiscal year 2017/18. That would be a political ploy to force the opposition Labour party to say 

whether it would spend more, or stick to tight spending plans. Returning to where we started, this commentary is not 

to say we disagree with the goal of pruning back the dead hand of government. Cuts to corporation tax, a higher tax 

free earnings allowance and freeing individual’s use of their pension funds represent real progress. Our point is rather 

to highlight the big picture of a constrained overall budget ahead of Osborne’s speech later. Unless Mr Osborne is par-

ticularly creative, whatever rabbit comes out of the hat seems unlikely to be clutching paws full of cash. 
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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 recommendation 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, state-

ments, estimates, and conclusions 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 contact capitalmarkets@berenberg.de.  
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