Brown’s Budget: the problem of looking long term
When the UK Chancellor announced in his 2002 March Budget ambitious public-spending plans for health and education, he set out his stall for many years to come. Ploughing money into public services, he proclaimed, was the right long-term decision for the UK economy. One would find it difficult to argue with his objectives. However, like all long-term plans, they are based on forecasts and projections, and these can turn out to be wrong. And this is just what has happened.

Public-spending targets announced in the March Budget were based upon a 2–2.5 per cent growth rate in the UK economy. Independent forecasters are now predicting a growth rate of little more than 1.5 per cent for 2002. The Institute of Fiscal Studies estimates that a one percentage point reduction in growth below the Treasury’s target would leave the government having to plug a hole in its budget of between £6 and 8 billion. So what should be done? It would be difficult to justify cutting spending, given all the rhetoric surrounding the long-term modernisation of public services, and significantly higher taxes would be very unpopular and potentially politically damaging for the government. Higher borrowing would seem to be the only option open to the Chancellor.

In November 2002’s pre-Budget statement, the Chancellor announced that government borrowing was in fact to increase over the coming year by an additional £10 billion to just under £20 billion. Given the “Golden Rule” budget policy, borrowing more in the short term to compensate for slow growth would seem to be acceptable. Despite this borrowing, it is estimated that over the economic cycle as a whole, the budget would still be in surplus by £42 billion (compared with previous estimates of some £58 billion).  But what if growth in the UK economy fails to pick-up over the longer term and remains below forecast targets?

With the leading US stock market index, the Standard and Poor 500, down 28 per cent in the first 11 months of 2002, and similar falls on markets in Germany, France and Japan, not to mention London, world growth prospects look fragile. Increasingly, the talk is of the global economy sinking into a deflationary spiral, somewhat similar to the problems currently facing the Japanese economy. On this basis, there is little prospect of medium-term, let alone short-term, growth. Where does this leave the Chancellor’s spending plans? Under-funded would seem to be the answer in the short term, and revised would seem to be the answer at some point in the future.

Want to find out more? Issues regarding policy forecasting and the use of fiscal policy in macroeconomic management, can be found in Sloman Economics (4th ed) Chapter 17, Sloman Economics (5th ed) Chapter 20, sections 20.1 and 20.2, Sloman Essentials of Economics (2nd ed) Chapter 8, sections 8.5 and 8.6, and Sloman and Sutcliffe Economics for Business (2nd ed) Chapter 29, sections 29.1 and 29.2. Boxes 17.1, 20.1, 8.5 and 29.1 in each of the above books respectively look at the use of the Golden Rule in policy formation.

