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Autumn Budget - Small steps

G7 economist
Chester Liaw
o Modest relief, limited growth impact. Targeted measures ease cost-of-

living pressures, while the restrained package reflects the need to preserve

fiscal credibility.

e Support now, savings later. The package raises near-term borrowing, with
later revenue gains and spending restraint expected to offset the initial
support.

o Delivery remains the key test. Market calm is welcome, but the 2027
Spending Review must translate spending limits into workable plans for
public services.
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The UK Budget on 28 October offers some welcome near-term relief to the
general public, although difficult fiscal choices remain deferred. Rather than
attempting a major fiscal reset, the government has focused on small changes
to bills, selected taxes and the timing of payments. With little room for fiscal
error, this measured approach was received positively by the market, with
lessons well learnt following the Truss mini-Budget in 2022.

While individually modest, the measures collectively advance PM Burnham’s
agenda of easing cost-of-living pressures. Extending electricity VAT relief and
freezing fuel duty should ease household costs relative to previous plans, while
business rates support for retail, hospitality and leisure in England from April
2027 should help some firms manage expenses. The trade-off is higher taxation
in selected sectors and changes to tax collection.

The Budget provides current support, at the expense of future funding. The OBR
estimates that government decisions since March, including this Budget, raise
borrowing by £6.3bn in 2026—27 and £7.0bn in 2027-28 against its current pre-
measures forecast, including indirect economic and debt-interest effects. The
package only starts reducing borrowing from 2029-30, with the reduction
reaching £9.3bn in 2031-32.

Budget raises UK borrowing first
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The Budget offers targeted relief but is unlikely to provide a substantial near-
term boost to demand. The OBR describes the package as broadly neutral over
its forecast period and makes no explicit adjustment to its real GDP forecast,
partly reflecting its limited size. The wider fiscal outlook is therefore largely
unchanged. Public sector net borrowing is forecast to decline from 4.2% of GDP
in 2026—-27 to 1.8% in 2031-32.
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UK net borrowing
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The Budget’s modest scale should be viewed in the context of the need to
preserve fiscal credibility. A larger package could risk higher government
borrowing costs, feeding through to mortgage rates and business lending while
increasing the debt-interest bill. Hence, any resulting pressure on households,
firms and public finances could undermine the relief being offered. The
experience of the Liz Truss episode in 2022 underlines the importance of
avoiding that outcome.

The government has provided some slight relief now, but the difficult fiscal
decisions still lie ahead. Based on spending plans and assumptions for the NHS,
defence and schools, the OBR estimates that an extra £11bn would be needed
in 2031-32 to avoid real cuts to other day-to-day public services from 2028-29.
If the government chooses to avoid those cuts, it will need savings elsewhere,
or indulge in higher borrowing. The 2027 Spending Review will be a key test of
these choices

The longer-term reforms also deserve attention. The OBR expects changes to
pension uprating to reduce future costs, while social-care reform could add to
longer-term spending pressures. Although the budget offers only modest near-
term support, some measures will have effects well beyond the forecast period.
The calm initial market response is encouraging, but lasting confidence will
depend on whether the government can set out and deliver realistic spending
and savings plans.
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