
 

 
 
 
 
Numbers Game. Sunak confronts a wide range of COVID-19 scenarios. 

There is not much left of George Osborne’s legacy as Chancellor of the Exchequer. His 

austerity agenda has not only been abandoned but arguably intellectually discredited. 

His signature policy of driving down Corporation Taxation to one of the lowest rates in 

the developed world now seems set to be reversed as well. In one key respect, though, 

Mr Osborne is still a highly influential individual in British economic matters. Before he 

became Chancellor, the long-established custom had been that the Treasury engaged in 

its own process of forecasting the future economic outlook. This led to the accusation 

that this was not a neutral process but one which was open to, at best, political wishful 

thinking, and at worst, raw political distortion. When in Opposition, Mr Osborne made it 

clear that he deemed Gordon Brown, Chancellor from 1997-2007, guilty of that charge. 

The consequence was the creation of the Office for Budget Responsibility (OBR) in 2010. 

Economic projections, including the assumptions for revenue, spending and borrowing, 

were effectively outsourced from the Treasury to a new body which was legally obliged 

to make such forecasts twice a year. The process was not completely devolved in that 

civil servants in the Treasury still maintained the capacity to make their own calculations 

about the economy. They were, nonetheless, constrained by the core projections which 

the OBR makes on the fundamental numbers for macroeconomic activity. It is simply not 

politically practical to disregard the OBR’s analysis. Yet this week, the OBR, which in any 
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case has an exceptionally difficult task in anticipating what the economy will look like up 

to five years hence, had to execute its duties in the immense uncertainty of COVID-19. 

EXECUTIVE SUMMARY  

• Making short-term, let alone medium-term, projections for the public finances at 

this stage of the COVID-19 crisis is all but impossible. It has to be attempted but 

the Chancellor needs to keep all his options open, which is what he has done. 

• His immediate challenge is to estimate the costs of continuing to support the 

economy this year in circumstances in which the lockdown could be lifted quite 

smoothly but it is also possible that this will prove a more complex operation. 

• He then has to factor in the possibility, arguably probability, that there will be a 

spike in COVID-19 cases next Winter, albeit on a limited scale due to widespread 

vaccination, and that this will involve an element of economic disruption. 

• The Treasury also has to attempt to contemplate what the medium-term change 

in social attitudes will be after the crisis and the impact this has on the economy. 

• The actual performance of the UK economy and hence the public finances will be 

strongly influenced by the recovery or not of the international economy and that 

will be heavily shaped by the success or not of vaccination programmes abroad 

over which the United Kingdom has essentially no control whatsoever. 

• There is, furthermore, the risk of a mutated version of the virus emerging which 

is highly resistant to existing vaccines and which would oblige the UK and others 

to adopt extremely restrictive regulations concerning internal and external travel 

which would have an inevitably negative impact on economic activity. 

Politics and Planning 

“Plans”, Dwight. D. Eisenhower asserted, “are worthless but planning is everything”. His 

contention was that any precise blueprint was almost bound not to anticipate the actual 

situation that would be encountered with absolute accuracy and hence would need to be 

adapted substantially. The process of planning itself would, however, enable that rapid 

and perhaps wholesale revision of responding to the real facts on the ground to be 

rather better than if no attempt at constructing a plan had been undertaken. 



The coronavirus crisis in the UK largely reinforces his argument. There was a detailed 

plan for what to do in a pandemic but it was based, not unreasonably, on a very severe 

influenza outbreak as that seemed the most likely scenario that would be encountered. If 

a visionary figure had disputed this, then they might have made the SARS outbreak of 

2002-2003 their model and not influenza. The plan would, however, have been only just 

modestly more valuable because SARS, like all previous coronaviruses that have been a 

threat to human public health, did not involve cases which were asymptomatic. It is that 

asymptomatic quality that has demanded the constrains on liberty we have been facing. 

The OBR has sought to fuse what are tentative conclusions from scientists from the likes 

of SAGE with its own economic modelling, which at the best of times involves an element 

of educated estimation (a polite means of saying “guesswork”). The Chancellor then has 

to make a set of political decisions based on what he knows is imperfect information. In 

this case it has led him to a position, crudely stated, of “spend now, tax later”, which was 

all but unavoidable and, furthermore, to indicate now, which he felt compelled to do to 

add credibility to his position, as to what taxation increases would be adopted in the first 

instance in order to restore the public finances. He set this out in a range of freezes on 

tax allowances from 2022/23 to 2025/26 that would be imposed and that a substantial 

rise in Corporation Tax from 19% to 25% (albeit aimed at the most profitable firms) that 

would be introduced in April 2023. In reality, depending on how the COVID-19 crisis 

evolves in the UK and elsewhere, he could find that he has the capacity to soften those 

tax measures when the time comes by a considerable margin, or that they will not be 

enough to have the impact on improving the state of the public finances he desires. The 

brutal reality, and it is hardly the fault of the Budget Responsibility Committee of the 

OBR, is that the most accurate figures in the very lengthy Economic and fiscal outlook 

document that they published on Wednesday may turn out to be the page numbers. 

The short-term challenge for the Chancellor 

The Government is operating on the basis of a “roadmap” with dates which represent 

the earliest moments when social and economic activities can be restored. It hopes that 

the lockdown will be very largely lifted by June 21st, a point at which almost all of those 

in the nine priority groups will have received not merely the first but second vaccination. 



If ministers and officials could have absolute confidence in this timetable then Rishi 

Sunak would have declared in his Budget that the various support measures that he has 

adopted would expire at the end of June, or perhaps the end of July at the latest. He did 

not do that. Most of the key measures both for individuals and business will remain in 

place until the end of September. It is unlikely even in the event that matters proceed 

extremely smoothly that he would decide that he could shut down this support earlier. It 

is an expensive form of insurance. The date of September 30th is also significant because 

it will allow the Government to determine whether or not, despite the mass vaccination, 

there is any kind of post-summer increase in hospital admissions and deaths this Autumn 

that is remotely akin to that which occurred last year. Vaccination makes this unlikely but 

data both on the extent of personal protection and on the transmission impact will take 

some time to come through and public policy will be revisited and revised as it does. 

The Chancellor also needs to look ahead to the “known unknown” of next Winter. It is all 

but certain that there will be some increase in coronavirus cases then because there will 

not be universal vaccination either because of a personal preference not to accept a jab 

and/or because younger adults are more mobile in where they live and are harder for 

the NHS to make contact with, and because a currently uncalculable proportion of the 

population will be vaccinated but for various reasons not benefit from this. At this time, 

it is not possible to estimate what the scale of that rise in cases will be and what kind of 

effect on the economy might occur as a consequence. Insisting that people have to wear 

a facemask at Christmas parties later this year would not have an impact on the public 

finances. Limiting the size of those occassions to a certain number would have an effect. 

The Treasury will be in a much better position to assess whether the OBR’s forecast of a 

growth rate of 4% for 2021-22 is right at the time when the Chancellor is due to make his 

next major economic statement in November or December. If lifting the lockdown turns 

out to be challenging either in the very near term or because it is obvious that the Winter 

will be at the more difficult end of the spectrum, some support may be extended again. 

It is also by that point that the Chancellor will have to revisit the issue of his spending. It 

is hard not to believe that one result of this crisis is that there will have to be a rise in 

NHS expenditure if only to cover the cost of potentially frequent vaccination campaigns. 

Estimate of how large this might be vary enormously due to current uncertainties but at 



a minimum they will demand a reshaping of state expenditure toward health from other 

departments (although the Institute for Fiscal Studies yesterday doubted how practical 

this would be) and at the more radical end of the range it might be of a magnitude that 

demands a bespoke response in terms of additional taxation such as a (post-election) 

increase in the rates of national insurance or VAT specifically to cover NHS costs. This 

might well be acceptable to the public as a whole but will be much more difficult to sell 

to Conservative MPs who already fear that the legacy of this crisis will be a larger state. 

The medium and longer-term challenge for the 
Chancellor 

Assuming that the next nine to twelve months largely follow the path set out by the OBR, 

then the Treasury has some very substantial and complicated medium term challenges. 

The first of these involves the extent to which society in the UK will change permanantly 

as a result of the coronavirus crisis and what the economic effect of that would be. This 

ranges from the outright level of unemployment as a consequence of some sectors never 

recovering from the damage that they have endured (the OBR has cut its peak forecast 

for this from 7.5% to 6.5%) to the extent to which parts of the economy become “hybrid” 

with a mixture between those coming back to work full-time in an office alongside others 

for whom working from home becomes the norm. Fewer people travelling into cities will 

plainly have a serious impact on businesses which derive their custom from commuters. 

It is also likely to be the case that the crisis has accelerated the shift towards online retail 

in a matter that it is hard to imagine will be reversed and this has huge implications for 

the nature of future tax revenues that have not yet been addressed, but will have to be. 

This socio-economic uncertainty has the risk that it will constrain investment. This has 

been a particular problem in the UK over the past decade as an array of political and 

economic events ranging from the aftermath of the global financial crisis to Brexit have 

been legitimate alibis to defer capital investment with an adverse impact on productivity. 

The sharp bounce-back which the OBR is expecting for 2022 depends a lot on confidence. 

 

 



Which largely explains the most extraordinary measure in Mr Sunak’s Budget this week, 

namely the notion of a temporary two-year “super deduction” on investment. It is an 

extremely novel proposition which constitutes a de facto state subsidy via tax revenue 

foregone for private sector investment and at a time when the Government is to stick by 

its commitment made before the virus crisis struck to raise its own capital spending by a 

substantial margin (the intended rise is from 1.9% of GDP to 2.7% by 2025/26). If the 

super deduction works as a stimulant to private sector investment it may be here to stay. 

The second medium-term element is the international economy. A successful vaccination 

drive in the UK which enables a considerable degree of normality to occur in a largely 

COVID-secure environment will not have the full economic impact that it should if there 

are trading partners where vaccination take-up is lower or much slower to administer or 

where flare-ups of the virus occur regularly despite a vaccination campaign. Probably the 

biggest area of concern is the United States where Republican and Democrat led states 

have taken very different approaches to the virus, there have been few restrictions on 

internal mobility and where the vaccination drive is far more decentralised than Europe. 

As the United States is the UK’s largest single trading partner we have a vested economic 

incentive in the US coming out of the COVID-19 crisis in the most coherent way possible. 

The UK also has a strong interest in seeing international travel return to 2019 levels as 

swiftly as is remotely feasible. This is not simply to restore what seems to be the quasi-

constitutional right of British citizens to enjoy time in the sun in southern Europe. It is to 

ensure that there is effective mobility of workforces, as well as goods bought and sold. 

This is illustrated by one striking conclusion of the OBR assessment this week on the 

potential impact of the COVID-19 crisis. It asserts that recent events may “lower the 

supply capacity of the economy in the medium term by around 3%.” Medium term in this 

context is 2026. This lost output is not the result of many of us opting to work from 

home and not assisting the revenues of sandwich shops at lunchtimes. It is instead 

because the OBR expects the overall UK population to be “substantially smaller” as a 

result of a relatively sharp fall in net migration. This is also the largest factor in explaining 

why it believes that after the impact of lockdown and the rebound has worked its way 

through the system, the economy will return to a growth rate of just above 1.5% which is 

notably lower than the 2% or slightly higher which was once thought of as the trend rate. 



 

If true, then the one means of compensating for a lower population is higher productivity 

(another reason to put a wager on the “super deduction” living on beyond April 2023). 

Matters would be worsened if restrictions on travel made migration to the UK harder. 

Immigration may not be politically popular but our economy has come to rely upon it. 

The final longer-term aspect, in truth a factor that will be there long after 2026 when the 

OBR forecasts cease, is the evolution of the virus itself even after mass vaccination. It will 

not be eliminated completely. It will mutate. It is conceivable that it will do so in a way 

which requires regular updates to vaccination and an annual revaccination either as a 

sensible precaution or as an emergency response to a situation where there could be a 

form of repeat of the crisis that we have endured. In the absolute worst case scenario 

(which seems improbable), the domestic and global economy could endure a cycle of 

periodic local or even national lockdowns with borders between countries closing. If that 

were to occur then, despite the most impressive efforts of the experts concerned, the 

OBR’s Economic and fiscal outlook might as well be reclassified as accidental fiction.  
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