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 UK Flash 
 UK: Osborne’s plans: To meet fiscal targets later, as growth will 

be lower 
The UK economy requires additional public financing as economic prospects 
deteriorate 
Chancellor George Osborne has presented the Autumn Statement, which is a review of the economy, government 
spending and taxes. As the growth projections for the medium term have been revised downwards, due to the 
gloomier international environment and to lower productivity growth, the UK will not be able to fulfil its previous 
deficit targets. Instead of applying further budget cuts to maintain those targets, the government has decided to 
apply small additional cuts and thus meet the targets later. The redistribution of spending will be achieved mainly 
through more infrastructure outlays, but they are unlikely to foster productivity growth in the short term. A measure 
with small budgetary effects but still relevant for the banking sector is the rise of the bank levy tax from 0.075% to 
0.088% of banks’ balance sheets. 

 Gloomier prospects on economic activity 
The Office of Budget Responsibility (OBR) has revised substantially the growth outlook for the years ahead, 
to 0.9% this year instead of 1.7% and to 0.7% for 2012, 1.8 pp points below its previous forecast. This implies 
additional financing requirements compared to the ones presented in Spring, up to a total of 111 bn GBP in 
the next 5 fiscal years. The deficit this year will be at 127 bn GBP, falling progressively to 79 bn GBP by 
2014-15 and to 24 bn GBP by 2016-17. Chart 1 shows the revisions in terms of GDP, which implies 
substantially higher figures for the whole projection period. 

 The structural component of the deficit is now higher than previously estimated 
A closer look to deficit components shows that, in spite of the revision in growth prospects, the cyclical part is 
not worsening accordingly, as the OBR has revised downwards potential output and therefore the output gap 
is smaller, while the projection of interest payments has not changed as interest rates remained under 
control, in spite of the financial market turmoil in the Euro zone. This implies that the structural deficit is bigger 
than originally estimated, and therefore the need of fiscal adjustment is higher or will take longer. The UK 
government has chosen not to stick to the targets and postpone them by a couple of years. The statement 
also revised projected debt levels, which will peak in 2014-15 at 93.9% of GDP, using the Maastricht 
definition of deficit (78% according to the national definition). 

  

Chart 1  

UK: OBR Public Deficit forecast (% of GDP)  

Chart 2  

UK: OBR Public Debt forecast  
(% of GDP. Maastricht definition) 

-1
1.

1 -9
.9

-7
.9

-6
.2

-4
.1

-2
.5 -1

.5

-1
1.

2

-9
.3 -8

.4 -7
.6

-6

-4
.5

-2
.9

-1
.2

-14

-12

-10

-8

-6

-4

-2

0

20
09

-1
0

20
10

-1
1

20
11

-1
2

20
12

-1
3

20
13

-1
4

20
14

-1
5

20
15

-1
6

20
16

-1
7

OBR March 2011 OBR November 2011
 

 

60

65

70

75

80

85

90

95

100

20
09

-1
0

20
10

-1
1

20
11

-1
2

20
12

-1
3

20
13

-1
4

20
14

-1
5

20
15

-1
6

20
16

-1
7

Treaty debt ratio Mar-11 Treaty debt ratio Nov-11

 

 

Source: HM Treasury, OBR and BBVA Research  Source: HM Treasury, OBR and BBVA Research: 

  
  



  
 
 
 The worsened outlook is accompanied with a bunch of measures re-shuffling 

spending to boost economic growth   
The chancellor announced a bunch of new measures so as to boost economic activity. The plan lies on 
additional saving measures with respect to April’s budget, but the savings, instead of reducing deficit, will be 
used to tackle some of the economic weaknesses of the British economy: credit constraints of small 
enterprises, investment in infrastructure, regional growth, education and youth unemployment. 

 Additional saving me
Public wages: The wage freeze will come to an end, but the increase will be capped to a 1% in the next two 
years. This policy will save over 1 bn GBP in current spending by 2014-15.  

Other spending measures: The indexation on child tax will be removed; according to the HM Treasury this 
will save almost 5 bn GBP.   

Pensions: The pension age rise to 67 is brought forward to 2026-2028, in response to demographic changes 
and with the aim to save £59bn, coming in between 2026-27 and 2035-2036. According to the original plan, 
this measure would take place between 2034 and 2036. This does not have effects on deficit or debt figures 
in the short to medium term. 

 … accompanied with measures aimed to promote growth 
Credit easing: Credit easing programme to underwrite up to 40bn GBP in low-interest loans to small and 
medium-sized firms, and 1bn GBP finance to business partnerships to help raise money for medium-sized 
firms.   

Education: 1.2 bn GBP will be devoted to education, of which approximately 600mn GBP will be used to 
create 40,000 new primary school places, while the rest will fund 100 new free schools.  

Infrastructure: 5bn GBP plan to improve national infrastructure over three years. 

Housing: The government will help fund new mortgages for first-time buyers, with families in social housing 
getting discounts of up to 50%. 

 

asures… 

Table 1 

Total autumn policy decisions (million GBP) 
2011-12 2012-13 2013-14 2014-15 2015-16 2016-17 TOTAL as % of GDP

-35 -55 -135 220 8310 15120 23425 1.5
Total tax policy decisions -35 -305 145 130 20 15 -30 0.0
Total spending decissions 0 250 -280 90 8290 15105 23455 1.5
of which spending saving: Child tax credit: remove over indexation 0 975 955 1020 995 995 4940 0.3

Working tax credit: freeze 0 265 290 275 275 280 1385 0.1
Public sector pay restraint 0 75 600 1075 1750 0.1
ODA to meet 0.7% target 0 380 265 525 1170 0.1

of which additional spending: Infrastructure spending (new funding) 0 -760 -1785 -2145 -4690 -0.3
Youth contract 0 -365 -310 -265 -940 -0.1
Early Years childcare 0 -85 -240 -455 -780 0.0
Rail fares 0 -105 -105 -135 -345 0.0
Carbon price floor 0 0 -40 -60 -100 0.0
Science 0 -30 -30 -30 -90 0.0
Reserve reprofiling 0 100 330 500 930 0.1

 

Source: HM Treasury Autumn Statement 2011 and BBVA Research 

Other small measures... 
The planned increase by 3% in petrol duty, due to come into effect in January 2012, will be deferred to 
August 2012.  A cap will be placed on rail fare hikes to 1% above inflation next year, rather than 3%, which 
would cost the Treasury £130m. 

The annual levy on the banking sector will be increased from a projected 0.075% of banks’ balance 
sheets to 0.088%, to ensure that the government collects the targeted £2.5bn. 

On employment, a youth contract will be offered to young people unemployed for more than three months, 
totalling £940mn over the Spending Review 2010 period. 

 

 

 

 

 

 



 

Chart 3 

UK: Receipts and expenditure (bn GBP)  Chart 4 

UK: Total discretionary consolidation (in bn GBP) 
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 DISCLAIMER 

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya
Argentaria, S.A. (hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the report and are
subject to changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments,
or to undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any 
kind. 

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not
be appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into
account to prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and
obtaining such specialized advice as may be necessary. The contents of this document is based upon information available to the public that has
been obtained from sources considered to be reliable. However, such information has not been independently verified by BBVA and therefore no
warranty, either express or implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for any direct or
indirect losses arising from the use of the document or its contents. Investors should note that the past performance of securities or instruments or 
the historical results of investments do not guarantee future performance. 

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors
should be aware that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield 
securities can involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential
losses may exceed the amount of initial investment and, in such circumstances, investors may be required to pay more money to
support those losses. Thus, before undertaking any transaction with these instruments, investors should be aware of their operation, as
well as the rights, liabilities and risks implied by the same and the underlying stocks. Investors should also be aware that secondary
markets for the said instruments may be limited or even not exist. 

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments
referred to, directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account in 
those securities, provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies related thereto
or to their shareholders, executives or employees, or may have interests or perform transactions in those securities or instruments or related 
investments before or after the publication of this report, to the extent permitted by the applicable law. 

BBVA or any of its affiliates´ salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to 
its clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading and
investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document 
may be (i) copied, photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA.
No part of this report may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in
which its distribution is prohibited by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction. 

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling
within article 19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the “financial promotion order”), 
(ii) are persons falling within article 49(2) (a) to (d) (“high net worth companies, unincorporated associations, etc.”) Of the financial promotion order,
or (iii) are persons to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the financial services
and markets act 2000) may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”). This document
is directed only at relevant persons and must not be acted on or relied on by persons who are not relevant persons. Any investment or investment
activity to which this document relates is available only to relevant persons and will be engaged in only with relevant persons.The remuneration
system concerning the analyst/s author/s of this report is based on multiple criteria, including the revenues obtained by BBVA and, indirectly, the
results of BBVA Group in the fiscal year, which, in turn, include the results generated by the investment banking business; nevertheless, they do
not receive any remuneration based on revenues from any specific transaction in investment banking. 
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BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members.  

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to
prevent and avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for
Security Market Operations is available for reference at the following web site: www.bbva.com / Corporate Governance”. 

BBVA is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of Spain
with number 0182. 
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