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Spring Statement

—— Views on the Spring Statement

Tough Decisions Amidst Uncertainty

A recent YouGov survey found that only 16 per cent of voters
thought the government was handling the economy well
and only 11 per cent had a positive view of the Chancellor's
performance. Will today’s Spring Statement (or “Emergency
Budget”’, depending on which side of the house you sit),
improve things?

Probably not, not least because as we expected, there were
no major changes to tax rates and the Chancellor kept her
“self-imposed” fiscal rules in place: day-to-day costs to be
met by tax revenues and debt to decline as a share of the
global economy by the end of the five year period. | say
“self-imposed” because the reality is if you do not impose
them yourself, the market will, as it takes fright at the lack of
financial responsibility, imposes a higher interest rate and
eventually says “no more”.

So, what did the statement do?

Well, it reminded us that the country’s economic challenges
are not improving any time soon. The growth estimate for
this year was cut in half, from a reasonable-but-not-very-
exciting 2% to a miserly 1%. Inflation, which the OBR said
back in October would be around 2.6% this year, is now
expected to hit 3.2%. Yes, today's figure for February came
in marginally below forecast at 2.8%, but the key services
inflation component remains uncomfortably elevated at 5%.

Growth down, inflation up. Not the best message to give
when you have a great deal of debt, which the UK does.
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Higher inflation means interest rates remain high, which
leads to higher debt payments than expected. This can
create a hole in your finances, which in the case of the UK,
is now a £14bn one. In other words, the £10bn or so of fiscal
headroom the government had back in October is now a
£4bn deficit.

Today's statement was about plugging that hole by spending
less and boosting growth. On the spending cuts side, welfare
reforms are mostly welcome and will save about £5bn over
the period, although they will also inevitably affect some

of the poorest members of society. Reductions in day-to-
day government spending are less contentious and will

save a further £3.5bn. As for growth initiatives, an increase
of £6.4bn in defence spending by 2027 to reflect the new
world order will be funded in part by cuts to the overseas aid
budget. The more surprising announcement was the view
that relaxing the UK's planning rules and “Getting Britain
Building Again” would boost tax receipts and allow a further
reduction in borrowing of £3.4bn by 2030. NIMBY's face a
tough time ahead.

As for the markets, we will wait and see. But there was
nothing to change the overall pessimistic view that despite
attractive valuations and signs of change at the margin, such
as regulatory reform at the FCA, there is no reason to "Buy
the UK" just yet. Investors have been selling out of the region
consistently for more than three years and nothing in today's
statement will alter that. At least not in the near term.
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