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jam the day after tomorrow? 
the autumn statement   

“The rule is, jam to-morrow and jam yesterday - but never jam to-day.” 

Lewis Carroll
1
 

 The message from the Autumn Statement is that the economic recovery, and the 

elimination of the fiscal deficit, will take longer than originally expected, and will require 

two further years of austerity. 

 But even the revised plan is predicated on longer-term economic optimism – 

growth of 3% by 2015? – and assumes a satisfactory outcome to the Eurozone debt 

crisis. If a contingency plan exists should the latter go wrong, the Chancellor wasn’t 

telling us. 

 Could it be that Britain needs to face reality, and ask itself how much government 

a competitive economy can actually afford?    

The Chancellor‟s official down-grading of growth expectations for the British economy must be one of 

the worst-kept political secrets of recent years. To keep to anything approaching his original deficit 

reduction plan, George Osborne has had to finesse the fine-print of the fiscal mandate as well as 

extending his austerity programme for two further years. 

Does all of this mean that the government was wrong about its deficit reduction programme, and that 

its critics were right all along? Ed Balls certainly thinks so, continuing to argue that the government 

has cut too far and too fast. Quite frankly, we regard this argument as „a load of shadow chancellors‟. 

One cannot borrow one‟s way out of a debt crisis. 

The real problem which confronts the UK is that the economy has been skewed by a bubble-decade 

of private borrowing and public spending, a decade for which Osborne‟s predecessors must shoulder 

most of the blame. Interest rates were kept too low, individuals ramped up their borrowing on the 

basis of unsustainable property price escalation, and the previous government spent not just up to, 

but far beyond, a boom whose real bubble nature it completely misunderstood.  

So much is history, but what about the Chancellor‟s predicament? Let‟s be clear on one point – the 

coalition are quite right in their fundamental analysis, which is that continuing to run Britain‟s biggest-

ever peacetime deficit would be to court an interest rate disaster whose implications for the economy, 

let alone for heavily-indebted homeowners, hardly bear thinking about. 
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 The White Queen, Alice Through The Looking Glass, 1871  
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Fig. 1: The economic and fiscal outlook* 

 09-10 10-11 11-12 12-13 13-14 14-15 15-16 

Official projections:        

Growth -3.5% +1.9% +0.6% +0.9% +2.4% +2.8% +3.1% 

Deficit (£bn) £156 £137 £127 £120 £100 £79 £53 

Deficit as & GDP 11.1% 9.6% 7.9% 6.2% 4.1% 2.5% 1.5% 

Debt** as % GDP 71% 77% 84% 90% 93% 94% 93% 

Tullett Prebon forecasts:       

Growth   +0.5% +0.6% +1.2% +1.4% +1.6% 

Deficit (£bn)   £129 £124 £120 £121 £121 

Deficit as & GDP   8.5% 7.9% 7.4% 7.2% 6.8% 

Debt** as % GDP   84% 91% 96% 101% 104% 

*Sources: H.M. Treasury forecast and Tullett Prebon estimates 

 

The intention, then, is the right one, but how do you cut deficits when the economy is flat-lining? The 

answer, recognised by the government, is to realign the economy towards those sectors which are 

capable of delivering growth. Unfortunately, the substance has been insufficient. Our preference 

would have been for bigger cut-backs in public spending – which, after all, increased by more than 

50%, in real terms, between 1999-2000 and 2009-10 – with the aim of handing back money to hard-

pressed taxpayers on low- and middle-incomes. 

The latest forecasts from the Office for Budget Responsibility (OBR) recognise reality, at least in the 

near-term. Projected growth rates for 2011 and 2012 have been revised downwards to 0.9% (from 

1.7% in the March forecasts) and 0.7% (from 2.5%). Thereafter, however, the OBR remains defiantly 

optimistic, expecting growth to recover to 3.0% (up from the 2.8% previously forecast) by 2015. On 

this basis, and after implementing some further spending cuts, the government believes that the 

deficit can be reduced to 2.9% (rather than 1.6%) by 2015-16, effectively pushing the target back to 

2016-17. 

How realistic is this? We have to say that the attainment of growth of (or anywhere near) 3.0% by 

2015 looks to us like pie-in-the-sky. Because of the structural weaknesses in the economy, we 

believe that growth will struggle to reach 2% even five years from now. 

If we‟re right about this, the deficit in 2014-15, forecast at £79bn (or 2.5% of GDP), is likely to remain 

at about £120bn. Moreover, debt, on the Maastricht Treaty basis, is likely to have climbed to £1.8 

trillion, and to have breached the psychologically-critical 100% level. 

And all of this, of course, assumes a pretty happy outcome in the Eurozone. If instead – and as 

many, ourselves included, now regard as almost inevitable – the European sovereign debt spiral 

worsens, government will need a contingency plan. It is to be assumed (or simply hoped?) that 

Whitehall has one but, if so, it was not in evidence in the Autumn Statement.   

It is easy to criticise, though anyone doing so should at least have an alternative plan on offer (ours 

being recentralisation of the public services, tightening the entitlement criteria for benefits, achieving 
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deeper cuts in state spending, and handing money back to taxpayers). But it has to be accepted that 

any country which allows its government to spend almost half of the entire national income, and 

simultaneously imposes ever more stringent social legislation handicaps on business, will reach a 

point at which it will be hard-pressed to deliver growth in a world of tougher, more determined 

competitors. 

After China (with an average per-capita income of $7,600
i
) had declined to put its taxpayers‟ money 

into helping bail-out Europe (with per capita incomes of $32,700
ii
), Jin Liqun, chairman of the China 

Investment Corporation, described European countries as “worn-out welfare societies”, in which 

over-generous social support had blunted the will to workiii. The fundamental problem, in the UK as 

well as in Europe generally, may be that we have become complacently accustomed to standards of 

living which we have become increasingly incapable of earning. 

And that is why, instead of promising us “jam tomorrow”, policymakers of all parties might need to 

take a long, hard look at how much government Britain can actually afford. Taxpayers, faced with 

stagnant earnings, and watching inflation bite ever deeper into their real disposable incomes, might 

soon begin to wonder the same thing.    

 

 

 

 

 

Dr Tim Morgan 

Global Head of Research 

 

                                                 
i
 Source: CIA World Factbook 
ii
 Source: CIA World Factbook. Per capita income figure refers to the European Union as a whole. 

iii
 Interview with Al Jazeera TV, reported in The Daily Mail, 12

th
 November 2011  
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