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Steady Eddie budget    
   

● Prudence instead of giveaways: Chancellor George Osborne took quite a risk this 
close to a very tight election by trying to portray prudence instead of engaging in 
the usual pre-election bribery. The budget was almost fiscally neutral and his 
rabbit-out-of-the-hat moves did not have the wow factor. This did not feel like a 
budget that would quickly propel Conservative poll readings higher – certainly 
not into territory that would deliver a parliamentary majority. But he did wound 
some opposition Labour Party foxes, which keeps our election call on track: we 
see a 60% chance of a Conservative-led government emerging from the 7 May 
vote, and a 35% chance of a Labour-led government. 

● Unnecessary austerity cancelled: Was it a political trick all along, a mistake or a 
change of heart? We will never know whether Mr Osborne really thought he could 
cut public spending as much as he planned to in his mini-budget last December. 
But, whatever the reason, the most important change he made today was 
cancelling the final year of austerity planned for 2019/20. 

● Osborne’s proposed cuts now look a little more plausible, now that the final year 
of austerity has been cancelled. He raised projected departmental spending by 
£28.5bn in 2019/20. Even so, the cuts to departmental spending will still be large 
and there remains a question about the now odd profile of expenditure: he plans 
to cut departmental spending by £29bn in the four years to 2018/19, then raise it 
by £20bn in 2019/20. In reality, a future government would probably smooth out 
that austerity to a degree, meaning smaller near-term cuts. In our view, a future 
government of any colour is likely to spend, borrow and tax more than the 
current budget envisages. 

● Wiggle room used: Mr Osborne was able to cancel that final year of austerity 
because he had previously planned bigger cuts than were necessary even to hit his 
own rules. He had budgeted for a surplus of £23bn in 2019/20, compared to the 
balanced budget he had committed to. Now he looks for a surplus of £7bn in that 
year. The quid pro quo is that he has implicitly admitted that a future 
Conservative government has less room for tax cuts than the previous plans 
implied. Overall, the budget raised planned borrowing between 2014/15 and 
2019/20 by £10bn. 

● Lower debt ratio: The Chancellor used small deficit improvements and one-off 
windfalls to reduce debt instead of funding tax giveaways. The independent 
budget watchdog, the Office for Budget Responsibility (OBR), forecasts 
government debt to fall relative to GDP this year, one year earlier than expected in 
December’s mini-budget and in line with the target Mr Osborne set out in 2010. 
The OBR expects debt to fall from 80.4% of GDP in 2014/15 to 71.6% by 2019/20. 

● Deficit still very high: At £90.2bn for fiscal year 2014/15, the government budget 
deficit restricted Mr Osborne’s room for manoeuvre. The OBR raised its growth 
forecasts by less than had been widely expected (to just 2.5% in 2015), meaning Mr 
Osborne enjoyed cuts to forecast deficits of only £6bn over the five years from 
2014/15. Austerity still has an awful long way to run, given that the OBR sees 
almost all of the remaining deficit as structural rather than cyclical. 

● No wow factor: Mr Osborne trotted out the usual crowd pleasers. On the tax side, 
he raided banks and clamped down on tax avoidance, along with cutting the 
lifetime allowance for pension contributions that benefit from tax relief from 
£1.25m to £1m. That pays for an increase in the tax-free earnings allowance, a 
cancellation of November’s previously scheduled fuel duty hike and some fiddly 
giveaways for savers. The problem with repeating the same crowd pleasers is that 
they are less exciting the third or fourth time round. 

● Help for the North Sea sector: The Chancellor delivered on well-trailed tax cuts 
for the North Sea sector, which should help alleviate the otherwise painful effect 
of cheaper oil prices.  
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Steady as she goes 

With 50 days until the UK election, the political implications of the budget are headline 
news. Given that, Mr Osborne’s decision to present a fiscally neutral budget this close to an 
election could be described as risky. There was no wow factor to today’s budget that could 
propel the ruling Conservatives decisively ahead in the polls. 

That being said, the budget fits exactly into the ruling Conservatives’ campaign, which is 
laser focused on the economy; on “competence versus chaos” as the Conservatives’ slogan 
puts it. Osborne could hardly spray cash around with abandon while also arguing that 
voters should return a Conservative government because the fiscal job remains unfinished. 

Moreover, Mr Osborne seemed to shoot some Labour Party foxes, which may give some 
polling benefit to the Conservatives. On that score, the most important change in this 
budget was Mr Osborne’s decision to cancel the final year of austerity that he had 
previously planned for fiscal year 2019/20. That means government spending relative to 
GDP no longer falls to its lowest since the 1930s, neutering, to a degree, the opposition 
Labour Party’s criticisms of the government’s plans. The Chancellor was able to achieve 
that change by shooting for a budget surplus of £7bn in fiscal year 2019/20, rather than the 
£23bn he had previously budgeted for.  

Mr Osborne also trumpeted OBR forecasts that living standards have risen during his time 
as Chancellor. To be clear, doing no harm is not a very high bar to set oneself as Chancellor, 
but it is a politically totemic point and in the fallout from a great financial crisis is also not 
such a bad record. Mr Osborne also implemented something similar to a proposed Labour 
tax rise – limiting the lifetime limit on tax free pension contributions – to pay for savings 
incentives, help for the North Sea and another increase to the personal tax allowance (the 
relatively low paid being another important political battleground).  

From a macroeconomic perspective, none of Mr Osborne’s policy measures amounted to 
much. We list the headline measures below, but perhaps the most incredible was yet more 
help for home buyers, by providing a tax rebate on savings earmarked for a house deposit. 
We see no sense at all in the government stoking up housing demand by providing people 
with money for a deposit. The government’s job should be to free up planning and ensure 
enough homes are built to house the population. Still, the maximum tax rebate of £3,000 
(if a prospective buyer saves £12,000) is small beer. 

Headline forecast changes 

All-in-all this was an unexciting budget, which should probably make it count as a good 
budget. The hard numbers improved. The OBR projects very slightly lower government 
borrowing between now and 2018/19. If we include the smaller surplus in 2019/20 in the 
comparison, then the budget involved extra borrowing of £10bn in total. But that would 
only be a surprise to anyone who had expected the government to run a £23bn surplus in 
the final year of the next parliament, which was always extremely unlikely. The debt-to-
GDP ratio falls a year earlier than expected in December’s mini-budget as Mr Osborne uses 
the receipts from bank share sales to reduce debt. 

Chart 2: Imperceptible change to the borrowing forecast Chart 3: Debt stock falls more than previously forecast 

 
 

Public sector net borrowing, £bns. Source: OBR. Public sector net debt, % GDP. Source: OBR. 
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Lower forecast inflation and interest rates deliver most of the underlying improvement in 
the fiscal deficit, though those boosts are partially offset by a deterioration in some tax 
receipts (eg the housing market) leaving only a small net change in the government deficit. 

Prior to the budget, the consensus view had seemed to be that the OBR would raise growth 
markedly. The OBR, however, raised growth only a little, to 2.5% (from 2.4%) in 2015 and 
2.3% (from 2.2%) in 2016, but cut it by 0.1ppt in 2017. So growth changes contributed little 
to any better outlook for the deficit. 

The Chancellor’s decision to cancel his final planned year of austerity was sensible – and 
always likely – in our view, because the previously implied spending cuts were implausibly 
large. But that leaves an odd profile for day-to-day departmental spending. After ramping 
up cuts markedly in 2016/17 and 2017/18, the spending spigot is opened again in 2019/20. 
We suspect that, in reality, a future government would smooth that profile out a little, 
delivering something closer to the pace of austerity seen in the past few years. 

Chart 4: Odd profile of planned spending cuts 

 

Public sector current expenditure in resource departmental expenditure 

limits. Source: OBR 

 

Budget measures 

Over the five-year budget forecast period as a whole, the Chancellor’s policy decisions 
amounted to a total net giveaway of £570m. 

On the takeaway side, Mr Osborne raised the Bank Levy (generating £920m a year by 
2019/20), and closed a number of taxation “loopholes”. Those included preventing banks 
from lowering corporation tax by counting as a cost compensation payments to customers 
who were mis-sold insurance products. He also committed to lowering the lifetime 
allowance for tax free contributions to pensions from £1.25m to £1m in 2016/17, which will 
raise £590m a year by 2019/20. 

On the giveaway side, Mr Osborne’s biggest single move was raising the personal tax free 
earnings allowance to £10,800 in 2016/17 and £11,000 in 2017/18, costing £1.68bn by 
2019/20. 

He also made four changes to savings incentives: allowing annuity holders to sell those on 
a secondary market; adding flexibility to ISA arrangements; removing tax from the first 
£1,000 of interest receipts; and setting up a “Help to Buy” ISA. Those together cost £1.6bn a 
year by 2019/20. 

Mr Osborne also cut fuel duty, beer duty, cider duty, and the charges on spirits and wine.  

 

 

-6

-4

-2

0

2

4

6

2008-09 2010-11 2012-13 2014-15 2016-17 2018-19

Real day-to-day spending

by government

departments, % yoy



Economics 

  
 

 

4 

DisclaimerDisclaimerDisclaimerDisclaimer    

 
This document was compiled by the above mentioned authors of the economics department of Joh. Berenberg, Gossler & Co. 
KG (hereinafter referred to as “the Bank”). The Bank has made any effort to carefully research and process all information. The 
information has been obtained from sources which we believe to be reliable such as, for example, Thomson Reuters, 
Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness and completeness of all 
information given. The provided information has not been checked by a third party, especially an independent auditing firm. 
We explicitly point to the stated date of preparation. The information given can become incorrect due to passage of time and/or 
as a result of legal, political, economic or other changes. We do not assume responsibility to indicate such changes and/or to 
publish an updated document. The forecasts contained in this document or other statements on rates of return, capital gains or 
other accession are the personal opinion of the author and we do not assume liability for the realisation of these. 

This document is only for information purposes. It does not constitute a financial analysis within the meaning of § 34b or § 31 
Subs. 2 of the German Securities Trading Act (Wertpapierhandelsgesetz), no investment advice or recommendation to buy 
financial instruments. It does not replace consulting regarding legal, tax or financial matters. 

 
Remarks regarding foreign investorsRemarks regarding foreign investorsRemarks regarding foreign investorsRemarks regarding foreign investors    
The preparation of this document is subject to regulation by German law. The distribution of this document in other 
jurisdictions may be restricted by law, and persons, into whose possession this document comes, should inform themselves 
about, and observe, any such restrictions. 
 
United KinUnited KinUnited KinUnited Kingdomgdomgdomgdom    
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It is not 
for distribution to or the use of private investors or private customers. 
 
United States of AmericaUnited States of AmericaUnited States of AmericaUnited States of America    
This document has been prepared exclusively by Joh. Berenberg, Gossler & Co. KG. Although Berenberg Capital Markets LLC, an 
affiliate of the Bank and registered US broker-dealer, distributes this document to certain customers, Berenberg Capital Markets 
LLC does not provide input into its contents, nor does this document constitute research of Berenberg Capital Markets LLC. In 
addition, this document is meant exclusively for institutional investors and market professionals, but not for private customers. It 
is not for distribution to or the use of private investors or private customers. 

This document is classified as objective for the purposes of FINRA rules. Please contact Berenberg Capital Markets LLC (+1 
617.292.8200), if you require additional information. 
 
CopyrightCopyrightCopyrightCopyright    
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied, photocopied or 
duplicated in any form by any means or redistributed without the Bank’s prior written consent. 
 
© Oct 2014 Joh. Berenberg, Gossler & Co. KG  
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