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First Special Report
On 12 February 2016, the Treasury Committee published its Sixth Report of Session 
2015–16, Spending Review and Autumn Statement (HC 638).

Appendix 1: Government Response

Introduction

1. In conducting its inquiries into the Budget and Autumn Statement, it is more 
useful for the Committee to hear from the Chancellor towards the end of the evidence-
taking process. This is so that evidence heard from relevant experts can be brought to 
bear on his questioning. On this occasion, the Committee agreed to change the order 
of evidence-taking to satisfy exceptional diary commitments of the Chancellor. It does 
not expect to have to do so again. (Paragraph 3)

The government values the work of the Treasury Select Committee in providing scrutiny 
of the expenditure and administration of the Chancellor’s departments and appreciates 
the Committee altering its order of evidence-taking.

2. The Committee was surprised by the OBR’s interpretation of the Bank’s May 
2014 guidance. That guidance stated that assets purchased under quantitative easing 
would not be sold until interest rates reached a level from which they “could be cut 
materially”. Such a rate might reasonably have been thought to be higher than the 
OBR’s assumption of 0.75 per cent. The OBR should in future share its assumptions on 
the future path of monetary policy with the Bank in advance of publishing its forecast, 
and discuss formally whether these are a reasonable reflection of the guidance issued 
by the MPC. (Paragraph 8)

3. The OBR is right to review the models it uses, to seek improvements, and to be 
frank about mistakes made. Given their potential to alter materially the outlook for 
the public finances, these changes, improvements and corrections should be done well 
in advance of fiscal events, and their likely impact made clear at that point. This would 
help to avoid the mistaken impression that the OBR was fixing its forecasts to suit the 
Government. (Paragraph 12)

4. The improvements to the fiscal forecast were driven not by a fundamentally better 
economic outlook, as the Chancellor suggested, but by changes to the OBR’s modelling 
and assumptions. The OBR has altered its models and assumptions in a way that is 
favourable to the public finances on this occasion. It may subsequently alter them in an 
unfavourable way. Moreover, the focus on the £27 billion cumulative change over the 
five year forecast period distracts attention from the fact that the annual improvements 
were small, and certainly of a scale that could be revised away in the future. What was 
widely interpreted as a “windfall” may well prove illusory. (Paragraph 16)

The Chancellor adopted the independent OBR’s forecast as the UK’s official forecast for 
the Autumn Statement and Spending Review. As the OBR state in their Economic and 
Fiscal Outlook, they take full responsibility for the judgements that underpin the forecast 
and for the conclusions they have reached.
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5. The tax-burden, which was 33.0 per cent of GDP in 2014–15, will rise to 34.2 per 
cent by 2017–18. The Chancellor’s objective of moving to a “lower tax society” was 
not advanced by the measures contained in either the Summer Budget or the Autumn 
Statement. These will raise the tax burden faced by individuals and businesses, 
through new taxes, including the apprenticeship levy and the stamp duty surcharge, 
and the raising of less salient ones, including dividends and insurance premium taxes. 
(Paragraph 26)

6. The need to raise further tax revenues is understandable, given the imperative to 
reduce public borrowing. The “tax lock”, which prevents rises in national insurance, 
income tax and VAT, appears to be leading the Treasury to find additional revenues in 
less conventional ways. (Paragraph 27)

The OBR’s November 2015 forecast showed that the tax to GDP ratio was expected to rise 
by 1.0per cent of GDP between 2015–16 and 2019–20. Its analysis of the main sources of 
the rise showed this was mostly due to an increase in the effective tax rate. The largest 
contribution to the rise was expected from income tax and NICs, where the OBR said 
that most of the increase was a result of the return of fiscal drag, as productivity and real 
earnings growth are assumed to pick up, bringing more income into higher tax brackets.

The Spending Review and Autumn Statement set out the decisions needed to ensure 
Britain lives within its means. A combination of tax increases and spending restraint 
continues to be the best way to achieve the surplus in 2019–20. The apprenticeship levy 
puts funding in the hands of employers and will encourage employers to invest in their 
apprentices and take on more. Higher rates of Stamp Duty Land Tax will be charged on 
purchases of additional residential properties. The tax receipts from this measure will help 
towards the doubling of the affordable housing budget to deliver the largest affordable 
house building programme by a government since the 1970s.

The government remains committed to establishing a higher wage, lower tax, lower welfare 
society. The government has committed to raise the personal allowance to £12,500 and 
the higher rate threshold to £50,000 by the end of this Parliament. In 2016–17, a basic rate 
taxpayer will pay £905 less than they did in 2010. The government has also legislated to 
ensure that once the personal allowance has reached £12,500 it will always be set at least 
at the equivalent of 30 hours a week on the National Minimum Wage.

The tax lock delivers the government’s commitment to legislate to rule out increases in 
income tax rates, VAT and national insurance for the duration of the Parliament. It provides 
certainty for taxpayers, ensuring that working people can keep more of the money they 
earn. Alongside this, work to eliminate the deficit by 2019–20 needs to continue, and the 
government is putting in place an approach to tax which is sustainable, stable and fair.

7. Increased digital interaction with HMRC by taxpayers may carry benefits, 
provided it reduces the administrative burden on them without affecting the amount 
of revenue collected. (Paragraph 30)

8. However, some elements of HMRC’s Making Tax Digital plans, most notably the 
quarterly reporting requirement for all businesses, may create additional burdens 
for taxpayers. HMRC’s discussion paper implies that it could even require them to 
pay tax before it is legally due. It is premature to make the case for these plans on 
the grounds of simplicity and convenience for taxpayers. The main benefits appear to 
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arise largely from additional revenue to the Exchequer, partly at the expense of cash 
flow to businesses where they need to pay their tax earlier, and partly as a result of a 
reduction in errors. Much more consultation over the detail is required before this 
policy is implemented. Legitimate concerns of businesses about the burden that may 
be caused by this policy need to be addressed by HMRC and the Treasury.

The Government believes that the proposed reforms will make the administration of tax 
more effective, more efficient and easier for taxpayers. The Government fully recognises 
the importance of engaging with stakeholders in the development of these reforms, so will 
be launching a wide-ranging consultation exercise starting in the spring. The Government 
will also be introducing these reforms gradually, not phasing them in fully until 2020.

In his response to the Chairman’s letters of 8 and 25 January, the Financial Secretary 
clarified that quarterly updates will be a light-touch process, not the equivalent of making 
four tax returns a year. The move to digital presents a number of opportunities to 
simplify tax rules, and at Budget the government has announced it will be exploring these 
opportunities through consultation. The proposed reforms will contribute to HMRC’s 
wider target to reduce business burdens by £400 million.

As set out at Autumn Statement, the benefits to the Exchequer from the move to digital 
are a result of reductions in error. They do not arise from any changes in the timing of 
payments. These changes are expected to save £920 million by 2020–21 and around £600 
million p.a. in steady state. At Budget the government also announced that businesses, 
self-employed people and landlords who have adopted the new digital requirements for 
record keeping and regular updates will be able to adopt ‘pay-as-you-go’ tax payments, 
helping them manage their cash flow. This will be entirely voluntary and the exchequer is 
not seeking to benefit from any effects on business cash flows.

9. The decision to reverse planned changes to tax credits has caused the Government 
to breach its welfare cap in each of the first three years of the forecast period. The 
Government are meeting the cap in the final two years of the forecast because the OBR 
agreed to certify the change to the funding of local authority temporary accommodation 
as an expenditure-cutting policy decision, rather than a fiscally neutral classification 
change. It is not clear that this measure will materially reduce welfare expenditure. 
The OBR should explain, in full, why it has certified this as a policy change. The OBR 
should also explain whether it believes the welfare cap to be vulnerable to ‘gaming’ 
by the Treasury, given the lack of clarity about what constitutes a policy measure, as 
opposed to a classification change. (Paragraph 41)

At Spending Review and Autumn Statement 2015 the government announced that from 
2017/18 the temporary accommodation administration fee would be abolished and the 
government would devolve an increased level of upfront DEL funding to Local Authorities.

This policy allows LAs an up-front pot of money which they can use more efficiently, such 
as in procuring cheaper longer term accommodation from landlords rather than nightly 
bed and breakfast stays. It also provides greater policy flexibility, as upfront funding can be 
pooled and used on innovative approaches to manage the stock of households in temporary 
accommodation, including increases in homelessness prevention initiatives which can 
prevent demand for temporary accommodation from building up in the first place. 
Finally, this new policy is better targeted as funding will be distributed by the Department 
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for Communities and Local Government rather than on a per household basis, taking 
account of the fact that homelessness pressures and approaches to tackle homelessness 
differ across the country. The OBR’s judgement was based on the Government having 
made this case.

10. The press release accompanying the Spending Review stated that it “sets out how 
£4 trillion of government money will be allocated over the next five years”. In fact, 
three-quarters of departmental expenditure and three-fifths of welfare spending was 
already locked in before the Spending Review process had even begun, by political 
commitments to protect certain areas of spending, and by block grants to devolved 
administrations, which are governed by the Barnett formula. (Paragraph 55)

11. The proportion of spending that is ringfenced by commitments on the NHS, 
defence, international development, schools and pensioner benefits will continue to 
increase over the course of the Parliament, dramatically altering the shape of spending, 
and with it, the role of the state. The Committee agrees with the Chancellor that this 
ringfence is an “expression of… political priorities”. But these priorities should at 
least have been subject to discussion and fuller explanation in the Spending Review. 
Even if the Government’s spending priorities were left unaltered, the implications 
of maintaining protections for certain areas of spending could have been brought 
into clearer focus and the scrutiny of spending decisions in these areas improved. 
(Paragraph 56)

As the Committee notes, the Government has allocated spending in line with its priorities. 
The Government has repeatedly explained its priorities, including at fiscal events. The 
Government has always been clear that spending in these priority areas is subject to the 
same rigorous scrutiny as all other public spending. For example, the Spending Review 
required at least £22 billion of efficiencies to be made within the NHS by 2020–21, with 
savings reinvested into frontline health services, as set out in the NHS’ own plan, the Five 
Year Forward View; and action to tackle deficits and ensure good financial management 
across the NHS.

12. Compared to plans made in March, the Chancellor has used the July Budget 
and the Autumn Statement to rebalance the planned fiscal consolidation away from 
spending cuts and towards tax rises. In responding to this report, the Treasury should 
explain whether, in pursuing further fiscal consolidation, it is continuing with the 
policy of an 80:20 split between spending cuts and tax rises. (Paragraph 58)

13. The Chancellor has decided to use the revenue raised from tax increases, and 
the uncertain gains from the OBR’s modelling and forecasting changes, to alleviate 
reductions in departmental spending, and to reverse planned cuts to tax credits. The 
OBR forecasts that this can be done while still achieving the target of running an 
overall budget surplus by 2019/20. (Paragraph 67)

14. This target, however, is highly inflexible, making the Chancellor’s plans to spend 
two-thirds of the “windfall” arising from the forecasting and modelling changes all 
the more uncertain. As Robert Chote said, “sometimes forecasts go in your favour; 
sometimes they go against”. The OBR currently ascribes a 45 per cent probability to 
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the forecasts moving in a way that eliminates the surplus in 2019/20. Were this to 
occur, the Chancellor would have to raise taxes, cut spending or abandon the rule. 
(Paragraph 68)

15. If the forecasts were to change in a way that led to an expected deficit in 2019–20, 
the Treasury may, therefore, need to revisit the departmental settlements agreed as 
part of the Spending Review. Departments will need to plan for this. (Paragraph 69)

16. More generally, the surplus rule provides no flexibility to respond to changing 
economic circumstances. In his speech in Cardiff on 7 January 2016, the Chancellor 
highlighted the “dangerous cocktail” of risks emanating from abroad, including 
“stock market falls around the world, the slowdown in China, deep problems in Brazil 
and Russia” and a dramatic fall in commodity prices. The rule leaves the Government 
unable to use fiscal policy to respond either to such shocks abroad, or to a turn in 
the economic cycle at home, unless they happen to depress GDP growth below the 
arbitrary rate of one per cent. The Committee agrees with the economists from whom 
it has heard and it is not convinced that the surplus rule is credible in its current form. 
(Paragraph 70)

The government set out in aggregate where the discretionary consolidation measures will 
fall in this Parliament in paragraphs 1.32 and 1.33 of the Spending Review and Autumn 
Statement 2015 document. The government continues to focus on targeting savings from 
public expenditure in order to repair the public finances.

The Budget 2016 document sets out the latest forecast and policy action to ensure that 
the government meets its fiscal mandate. The government remains on course to secure a 
surplus in 2019–20.

The fiscal rules set out in the updated Charter for Budget Responsibility are appropriate. 
They focus clearly on repairing the public finances with a fiscal mandate which targets 
a headline surplus from 2019–20 and in normal times thereafter. A surplus is the most 
reliable way to achieve a sustained reduction in public debt in a low inflation environment 
and taking into account periodic economic shocks. The surplus rule is a clear and 
understandable commitment to repair the public finances. It contains flexibility in the 
event of a negative economic shock of below 1 per cent GDP growth on a 4-quarter on 
4-quarter basis. However, in order to ensure a continuing commitment to long-term debt 
reduction, the government of the day is obliged to bring forward plans to return to surplus 
and set appropriate fiscal targets. Those targets will be subject to approval by a vote of the 
House of Commons.

17. Given their requirement to run balanced budgets, local authorities maintain 
reserves partly because they need a contingency to deal with unforeseen developments. 
The details of plans to localise business rates, and the additional responsibilities that 
councils may have to assume in return for the associated revenues, are uncertain. In 
this context, it is to be expected that councils would want to sustain their reserves. The 
Committee agrees with the Chancellor that it is for local authorities to decide whether 
to draw down their reserves. (Paragraph 75)

18. The devolution of business rates is clearly intended to form part of a package of 
measures that collectively comprise the Chancellor’s “devolution revolution”. However, 
the OBR only assessed the effects of part of this package because they were told by 
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the Treasury that plans to devolve business rates were not “firm policy”. Anybody 
hearing the Chancellor’s speech, or reading the Autumn Statement document, would 
be surprised to hear this. (Paragraph 81)

The Government committed to move to 100% local business rates retention by the end 
of the Parliament in Spending Review 2015. The Government has been clear that this 
reform will be fiscally neutral. Along with business rates retention Local Government will 
therefore be given some responsibilities currently funded by central government.

In the Spending Review, the government set out a number of areas that it might consider 
devolving to Local Government under the retention reform. These do not represent the 
final choices, however, and the Government is launching a period of engagement with the 
sector to take the views of stakeholders and finalise the details of how the reforms will be 
implemented. The OBR will score the reform when the precise details of how the scheme 
will work in practice are confirmed.

19. The additional money made available for social care in the Spending Review will 
compensate for additional costs arising from the introduction of the national living 
wage, although this will come partly at the cost of higher council tax bills. Certain 
local authorities with low council tax bases and high needs may face particular funding 
pressures. The Committee expects the Government to explain how it intends to ensure 
that all English local authorities have the resources and flexibility to respond to their 
statutory obligations in social care. (Paragraph 85)

20. The Committee notes that the social care precept, which is expected to be used 
in full by the vast majority of councils, is effectively a hypothecated tax. In previous 
Parliaments, the Treasury Committee, and the Treasury, have criticised hypothecation 
of central government taxation, on the grounds that the revenue raised by such taxes 
rarely reflects the required amount of spending. The same arguments apply at local 
government level. Unless there is a compelling reason why funding needs should grow 
in line with the council tax base in each local authority, the social care precept is not 
a sustainable or equitable way of financing social care in the long term. Moreover, the 
“referendum lock”, which requires council tax increases of two per cent or more to be 
put to a public vote, may tempt central government to address other funding gaps by 
giving councils ever more hypothecated precepts. (Paragraph 86)

The Spending Review gave English local authorities the flexibility to respond to rising 
demand in adult social care services by raising additional funds through a social care 
precept of 2% above existing council tax flexibilities. The precept is only one part of the 
overall social care funding position. For example, an additional £1.5bn per annum by 
2019/20 was announced at the Spending Review to increase the size of the Better Care 
Fund to help meet adult social care needs. The government has recognised that local 
authorities will benefit to differing extents from the new council tax flexibility which is 
why the additional £1.5 billion Better Care Fund money will be distributed in a way that 
takes this into account. In addition, the department of health will continue to work with 
social care stakeholders and local authorities to help unlock further efficiencies in this 
sector.

The precept is a flexibility and there is no requirement for LAs to take up this flexibility – 
it exists only to support LAs who are facing particular pressures in providing adult social 
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care in their local area and it is for them to decide whether it is necessary to do so. The 
existing 2% council tax referendum threshold remains in place because this Government 
remains committed to keeping council tax low. Even if all councils make full use of the 
new precept, the average council tax bill in 2019/20 will still be lower in real terms than 
it was in 2009/10. Council tax has fallen by 11% in real terms since 2010—and the last 
five years of council tax increases are the lowest since council tax was introduced. The 
challenges and pressures facing adult social care are of a significantly different scale to 
others faced by local authorities, which is why Ministers have agreed this exceptional 
approach to give local authorities greater funding flexibility specifically for this purpose.

21. Although the Chancellor promised “real terms protection for police funding”, 
grant funding in 2016–17 is set to be cut by 2.1 per cent in real terms. Overall, police 
funding will be protected in cash terms that year only if all police forces decide to 
increase their precept to the maximum extent possible. The Chancellor did not make 
it clear in his statement that protection for police funding was contingent on the use 
of the precept. The Chancellor now needs to explain how much of the £900 million 
necessary to protect police funding in real terms is expected to come from higher 
council tax bills. (Paragraph 90)

Police spending will increase from nearly £11.4 billion this year to £12.3 billion at the 
end of the Spending Review period. This is an increase of just under 8 per cent, or £900m 
in cash terms and a protection in real terms over the course of this Parliament, if Police 
and Crime Commissioners (PCCs) maximise their precept up to the referendum limit. 
In addition to the direct resource funding PCCs receive (which is made up of formula 
grant funding, the National, International and Capital City grants, Legacy Council Tax 
Grants and precept), overall police spending includes Police Transformation Funding, 
the Innovation Fund and funding for the Emergency Services Mobile Communications 
Programme (ESMCP). If PCCs maximise their precept, this could generate an additional 
£369m income by 2019/20 compared to 2015/16. These figures were confirmed in the 
Policing Minister’s Written Ministerial Statement that accompanied the Provisional 
Police Grant Report on 17 December.

The Government has also confirmed (through the Policing Minister’s Written Ministerial 
Statement of 4 February) that PCCs should plan on the basis that their direct resource 
funding will be protected at flat cash levels over the SR period, assuming that precept is 
maximised.

22. The Committee agrees with the FPC that it should have powers of direction in 
relation to buy-to-let mortgage lending. Given the developing risks in this sector, the 
delays in granting these powers are inexplicable. (Paragraph 95)

The Government has stated its intention—both in the consultation document and at a TSC 
hearing in October 2015—to grant the FPC powers of direction relating to macroprudential 
tools in the buy-to-let market. In December 2015, the Government met its earlier 
commitment to launch a detailed public consultation on the FPC’s recommendation. The 
consultation period is vital to ensure that views of the institutions, individuals, associated 
bodies and other parties interested in housing market policies can have their views heard 
and help to define the instrument that will place the tools in legislation. Following the 
end of the consultation period on March 11, the Government will set out how it intends 
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to proceed in a consultation response document. In the meantime, the FPC has at its 
disposition various macroprudential tools, including broad powers of recommendation, 
to head off any emerging threats to stability of the UK financial system.

23. However, wider powers must also be accompanied by higher standards of 
accountability and transparency. In the FPC’s Policy Statement on any new Power 
of Direction over buy-to-let lending, the Committee would expect to see a detailed 
explanation the circumstances in which the power might be exercised. It would also 
expect to see an analysis of the tools available to the FPC to influence buy-to-let lending 
and their costs, benefits and distributional impact. (Paragraph 96)

As set out in section 9M of the Bank of England Act 1998 (as amended), the FPC is 
statutorily required to prepare and maintain a written statement of the general policy that 
it proposes to follow in relation to the exercise of its powers of direction. The FPC will 
therefore be required to produce such a policy statement in the event that it is granted new 
powers of direction relating to buy-to-let lending.

24. The Chancellor’s characterisation of problems in the housing market as a “home 
ownership crisis” is reflected in the policies of the Summer Budget and Autumn 
Statement, which are likely to reduce the supply of properties to let at both social and 
market rates, while continuing to subsidise demand for owner-occupation, including 
through outright discounts on the market value of homes. (Paragraph 117)

25. While they clearly stimulate demand for owner-occupied housing, it is far less 
clear, despite the promises to the contrary, that the measures contained in the Summer 
Budget and Autumn Statement will materially increase the supply of homes. This 
is likely to lead to a rise in house prices, sharply curtailing any overall increase in 
owner-occupation. Changes to housing association grants to meet a commitment to 
provide 135,000 shared ownership homes will alter the tenure of dwellings being built 
by housing associations, but not the overall number. In any case, the Government has 
allocated money to subsidise the purchase of only 60,000 of a planned 200,000 Starter 
Homes. (Paragraph 118)

26. Attempts to stimulate housing supply through planning reforms and the release of 
public sector land have been a recurrent feature of past fiscal events, including the 2011 
and 2012 Budget, the 2011, 2012, 2013 and 2014 Autumn Statements, and the Summer 
Budget: none has yet convincingly redressed the failure of successive Governments 
to create the conditions necessary for housing supply to meet demand. Even in the 
absence of planning and land constraints, severe skills shortages in the construction 
sector, reinforced by attempts to limit migration, are likely to impede housing supply 
growth in the medium-term. (Paragraph 119)

27. Stamp duty on residential property transactions is an inefficient tax. As the 
Mirrlees Review and most experts agree, it causes distortions in both the housing and 
labour markets. The Government has increased its dependence on stamp duty as a 
source of revenue and will continue to do so over the next five years. This is inconsistent 
with the Mirrlees Review and evidence that the Committee has taken in recent years. 
The case for a reconsideration of the system of property taxation in the UK is therefore 
all the stronger. (Paragraph 120)
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28. There is evidence from the Royal Institute of Chartered Surveyors that the 
announcement of the stamp duty surcharge has led to short-term distortions in the 
housing market, as prospective buy-to-letters rush into the market before it takes 
effect. Once in force, the surcharge is likely to give rise to further perverse incentives, 
including for landlords to place residential properties under a corporate umbrella. 
(Paragraph 121)

29. The stamp duty surcharge is likely to reduce the supply of privately rented 
properties, and hence result in higher rents. Were it not to do so, it could not be claimed 
to support home ownership. Combined with other measures in the Summer Budget 
and Autumn Statement, particularly the reduction in tax reliefs available on mortgage 
interest payments, the profitability of buy-to-let investments will be sharply reduced. 
The uncertainty about how far the Government is prepared to go to discourage buy-
to-let may act as a further deterrent to investment in this sector, and with it, act as an 
enduring constraint on the supply of privately rented properties. (Paragraph 122)

30. Were the measures taken to curb buy-to-let to have a substantial effect, they would 
come at a cost to the wider economy. Access to a well functioning, affordable housing 
market, including for private rented properties, has been widely recognised to be 
crucial to labour mobility, and hence the overall efficiency of the labour market. Labour, 
Conservative and Coalition governments have for decades recognised the crucial 
importance of maintaining confidence in the buy-to-let sector, perhaps aware of the 
damaging, unintended consequences of the heavy-handed regulatory interventions by 
both Labour and Conservative governments of the 1950s and 60s. Any impediment to 
labour mobility will reduce employment, economic activity, and the economy’s long-
run productive potential. (Paragraph 123)

31. The Committee is concerned about the focus of the Government’s housing policy. 
Addressing the “home ownership crisis” must not come at the expense of a shortage of 
homes to rent. The Chancellor should make clear what he intends to do to help those 
who want or need to rent, and to ensure a healthy supply of properties in the private 
rented sector. (Paragraph 124)

The Government has taken steps to attract billions of pounds of investment to build homes 
specifically for private rent. This includes a £3.5 billion debt guarantee scheme to support 
the delivery of new homes purpose built for private rent, and the Build to Rent fund. 
The Spending Review announced funding to deliver 400,000 affordable housing starts 
by 2021, including 50,000 affordable homes for rent and 10,000 Rent to Buy properties. 
Planning permission for over 250,000 homes was granted last year alone.

However, given a free choice, almost 90% of people say they want to own their home 
rather than rent.1 Despite this, only 63%2 of people in England owned their own home 
in 2013–14, and this figure has been falling since 2003. The government reforms of SDLT 
on additional properties, together with policies such as Starter Homes and Help to Buy 
Shared Ownership, are intended to support home ownership and first time buyers. The 
new higher rates of SDLT are expected to apply to less than 15% of property transactions 
per year, and are not expected to have an effect on rent levels

1  British Social Attitudes 2014
2  English Housing Survey, 2013–14
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32. The tax measures in the Autumn Statement are relatively few in number, but 
based upon the assessments of the three expert groups from which the Committee 
received written evidence—ICAEW, CIOT and ACCA—they largely fail to comply 
with the principles of tax policy established by the Committee in the last Parliament: 
namely, that tax policy should be fair, certain (legally clear, targeted and simple), 
stable, practical and coherent, and that it should support growth and competitiveness. 
The Committee will return to this issue in more detail as part of its inquiry into tax 
policy and the tax base. (Paragraph 128)

As set out above, the Government believes its approach to tax is stable, clear and fair and 
provides an environment for long-term, sustainable economic growth.
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Appendix 2: Letter from Robert Chote to 
Andrew Tyrie

Reports on the 2015 spending review and autumn statement and 
on reviewing the office for budget responsibility, and additional 
information following budget 2016 hearing

In this letter, I will provide responses to your reports of 11 and 22 February, which 
made a number of recommendations in relation to the OBR. Our responses to your 
recommendations—and some further information for clarification—are set out below. 
We have also responded to issues arising at our Budget 2016 appearance before your 
Committee on 22 March.

Report on the 2015 spending review and autumn statement

The Committee was surprised by the OBR’s interpretation of the Bank’s May 2014 
guidance. That guidance stated that assets purchased under quantitative easing 
would not be sold until interest rates reached a level from which they “could be cut 
materially”. Such a rate might reasonably have been thought to be higher than the 
OBR’s assumption of 0.75 per cent. The OBR should in future share its assumptions on 
the future path of monetary policy with the Bank in advance of publishing its forecast, 
and discuss formally whether these are a reasonable reflection of the guidance issued 
by the MPC. (Paragraph 8)

The assumptions we have made about gilt sales from the Asset Purchase Facility (APF) 
have been revised a number of times, reflecting the Bank’s evolving guidance. Importantly, 
we need to make assumptions about two distinct issues: first, what will happen to the 
proceeds the APF receives from gilts that are redeemed and; second, the size and timing 
of any active sales.

Our assumptions have evolved as follows:

• in December 2012 - the first of our forecasts affected by APF flows - we assumed 
that proceeds from redemptions would stop being reinvested in gilts and 
active sales of £10 billion a quarter would commence once Bank Rate reached 
1 per cent. We said at the time that that seemed “broadly consistent with the 
Governor’s statement in his Mansion House speech in June 2010 that monetary 
policy tightening: “When it comes...is most likely to be through a rise in Bank Rate 
with asset sales being conducted later in an orderly programme over a period of 
time, leaving Bank Rate as the active instrument”;

• in March 2014, we adjusted our forecast to assume redemptions would stop being 
reinvested when Bank Rate moved above ¾ per cent. This was consistent with 
the February 2014 Inflation Report statement that “Updating this guidance [i.e. 
that the stock of gilts in the APF would be kept at £375 billion until unemployment 
fell below 7 per cent], the MPC intends to maintain the stock of purchased assets, 
including reinvesting the cashflows associated with all maturing gilts held in the 
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APF, at least until Bank Rate has been raised from its current level of 0.5%.” In the 
absence of specific guidance on active sales, we retained our assumption about 
the timing and pace of active sales once monetary tightening was underway;

• in December 2014, we changed our assumption on active sales following the 
May 2014 Inflation Report statement that “the MPC is likely to defer sales of assets 
at least until Bank Rate has reached a level from which it could be cut materially, 
were more stimulus to be required.” This was interpreted as Bank Rate reaching 
2 per cent. We retained our assumption that the proceeds of redemptions would 
stop being reinvested once Bank Rate reached ¾%, since the May 2014 Inflation 
Report also stated that “Some reduction in the stock of assets could be achieved 
without active sales, as the gilts in the portfolio mature”. The first element of this 
guidance appears to be the statement that you cite in your report; and

• finally, in November 2015, based on the latest Bank guidance, we changed our 
assumption about the level that Bank Rate would need to reach before the proceeds 
of redemptions stopped being reinvested to 2 per cent. The November 2015 
Inflation Report stated that “the MPC expects to maintain the stock of purchased 
assets at £375 billion until Bank Rate has reached a level from which it can be cut 
materially. The MPC views sales and reinvestment decisions as equivalent from 
a monetary policy perspective. The Committee therefore expects to continue to 
reinvest maturing assets until Bank Rate has reached such a level.” It also stated 
that “Based on historical experiences, the MPC currently judges that such a level 
of Bank Rate is around 2%. It follows that the MPC’s current expectation is that 
it is unlikely to reduce the stock of purchased assets from its current level of £375 
billion until Bank Rate is around 2%.”

As you can see, changes to our assumptions about how the APF’s gilt holdings will 
eventually be wound down has followed the Bank’s public statements and other guidance. 
The Committee’s surprise may reflect the distinction between active sales and ‘passive’ 
rundown via redemptions: the Bank’s May 2014 guidance (to which you refer) related 
to the threshold for active sales, rather than to the re-investment of the proceeds from 
redemption. It is the latter on which new guidance was provided ahead of our November 
forecast.

As we note in the Foreword to each Economic and fiscal outlook, we meet with officials 
from the Bank of England prior to each forecast. Ahead of our November 2015 EFO, 
that allowed us to discuss how we planned to update our assumption about the APF’s 
treatment of proceeds from redemptions.

Prior to our most recent EFG, we discussed our interpretation of more recent guidance on 
Bank Rate decisions before settling on our assumption to use market expectations of Bank 
Rate to underpin our forecast when those expectations fall below 0.5 per cent.

The OBR is right to review the models it uses, to seek improvements, and to be frank 
about mistakes made. Given their potential to alter materially the outlook for the 
public finances, these changes, improvements and corrections should be done well in 
advance of fiscal events, and their likely impact made clear at that point. This would 
help to avoid the mistaken impression that the OBR was fixing its forecasts to suit the 
Government. (Paragraph 12)
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As I said in my letter to you on 5 February, we keep the modelling approaches that we 
use to forecast particular streams of revenue or spending under constant review as we use 
them at each fiscal event.

Errors and potential improvements in existing approaches typically come to light only as we 
go through the forecasting process, which means it will not always be possible to estimate 
possible effects of changes well in advance of fiscal events. For example, sometimes the 
profile of the particular revenue or spending stream in question looks puzzling over the 
forecast period, sometimes the change since the previous forecast seems hard to explain 
and sometimes the forecast looks hard to square with those for other spending or revenue 
streams that should be behaving in a broadly similar way. We may also have broader 
concerns about particular approaches, for example that they lack the transparency we 
need to present adequate diagnostics to explain changes between forecasts.

Where possible, forthcoming modelling changes have been described in the ‘Lessons to 
learn’ chapters of our Forecast evaluation reports (FER). On the spending side, these have 
included allowing for short falls in DEL spending and government lending schemes and 
changing judgements on local authority reserves in light of the continued build-up in 
reserves. On the receipts side, the correction to our VAT forecast was identified during the 
FER process and we were able to quantify the effect it was likely to have when incorporated 
in our next forecast. We also presented analysis of the upside risks to our incapacity and 
disability benefits forecasts in our 2014 Welfare trends report.

The improvements to the fiscal forecast were driven not by a fundamentally better 
economic outlook, as the Chancellor suggested, but by changes to the OBR’s modelling 
and assumptions. The OBR has altered its models and assumptions in a way that is 
favourable to the public finances on this occasion. It may subsequently alter them in an 
unfavourable way. Moreover, the focus on the £27 billion cumulative change over the 
five year forecast period distracts attention from the fact that the annual improvements 
were small, and certainly of a scale that could be revised away in the future. What was 
widely interpreted as a “windfall” may well prove illusory. (Paragraph 16)

In Annex B of our latest EFO we have presented analysis of all our previous underlying 
forecast revisions in order to put these figures in context, both in cumulative cash terms 
and as shares of GDP (which are more helpful in understanding their size). The conclusions 
we draw from it are probably not that surprising: for example, there is a close negative 
correlation between revisions to our borrowing forecasts and those to our nominal GDP 
forecasts.

The analysis confirms that November’s revisions relatively small: the ninth smallest of 
the 13 we have made. So perhaps the main conclusion is simply that even in the absence 
of policy changes, our five-year forecasts will be subject to substantial revision. It is then 
for the Government to choose whether to offset that ‘noise’ in our pre-measures forecasts 
with policy changes or to allow it to feed through to noise in the final post-measures 
forecast. Our 13 previous forecasts provide examples of each approach.

The decision to reverse planned changes to tax credits has caused the Government 
to breach its welfare cap in each of the first three years of the forecast period. The 
Government are meeting the cap in the final two years of the forecast because the OBR 
agreed to certify the change to the funding of local authority temporary accommodation 
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as an expenditure- cutting policy decision, rather than a fiscally neutral classification 
change. It is not clear that this measure will materially reduce welfare expenditure. 
The OBR should explain, in full, why it has certified this as a policy change. The OBR 
should also explain whether it believes the welfare cap to be vulnerable to ‘gaming’ 
by the Treasury, given the lack of clarity about what constitutes a policy measure, as 
opposed to a classification change. (Paragraph 41)

Of the assessments that Parliament has tasked us to make via the Charter for Budget 
Responsibility, the welfare cap assessment is by some margin the most complex. We 
need to make judgements in two grey areas: the distinction between policy changes and 
forecast changes (where operational changes that might or might not be considered part 
of the business-as-usual delivery of policy come up quite frequently); and identifying 
classification changes (where the temporary accommodation measure was the first 
contentious example we had considered). We make these judgements after carrying out a 
process that is similar to the policy costings process, coordinated by the Treasury on the 
Government’s side and drawing on evidence from DWP and HMRC.

Our judgement that the temporary accommodation measure met the definition of a policy 
change rather than a classification change was based on our judgement that the measure 
would probably result in a change in behaviour, namely local authorities’ freedom to 
manage or prevent homelessness instead of receiving a fee related to use of temporary 
accommodation, rather than simply rebadging existing spending patterns. We highlighted 
it in the EFO because we recognised that reasonable people might disagree with that 
judgement. That said, it had no bearing on our assessment of whether the Government 
had breached the terms of its welfare cap—the Government would have breached it in any 
event.

Since November, a fresh upward revision to the cost of disability benefits (only partly 
offset by tighter eligibility criteria announced shortly prior to the Budget) means that our 
forecast of spending subject to the welfare cap continues to exceed the permitted amount 
in every year, and by a larger margin than in November. So our Autumn Statement 
assessment that the welfare cap has been breached still stands.

The devolution of business rates is clearly intended to form part of a package of measures 
that collectively comprise the Chancellor’s “devolution revolution”. However, the OBR 
only assessed the effects of part of this package because they were told by the Treasury 
that plans to devolve business rates were not “firm policy”. Anybody hearing the 
Chancellor’s speech, or reading the Autumn Statement document, would be surprised 
to hear this. (Paragraph 81)

The Government’s intention to localise all business rates represents part of a package 
that will also provide some additional discretion to local authorities in setting business 
rates, while also shifting some new spending responsibilities to local authorities. There 
are elements of this prospective package of measures that could be quantified now, but it 
would be misleading to include only part it in our central forecast when the Government 
has stated that when fully specified it will be fiscally neutral as a whole. When the package 
is fully specified, we will include it in the forecast - and judge whether it is in fact likely to 
be fiscally neutral. We have provided further background to this judgement in Box 4.3 of 
our latest EFO.
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Report on reviewing the office for budget responsibility

Reviewing the Memorandum of Understanding

The report recommends that the Memorandum of Understanding between the Office 
for Budget Responsibility, HM Treasury, Department for Work and Pensions and HM 
Revenue & Customs is revised to clarify:

• the scope and limit of requests for factual changes during the exceptional pre-
release access period;

• the purpose of allowing Ministers and officials to receive exceptional pre-release 
versions of OBR documents; and

• which Ministers and officials are granted access to exceptional pre  release 
versions of OBR documents.

As you point out in paragraph 15 of the report, the recent Treasury review of the OBR 
recommended that the MoU should be reviewed by September 2016. We already have 
plans in place to undertake that review over the next few months and will take your 
recommendations into account when doing so. There is clearly merit in setting out more 
fully how the fact-checking and exceptional pre-release processes should work.

The exercise of sharing exceptional pre-release drafts with other departments is, in 
practice, only applicable to the EFO. As the MoU states, the purpose of this process is 
ensure the accuracy and usefulness of documents published at the same time as the EFO, 
such as the Budget (or Autumn Statement) document, and the accompanying speech.

Ahead of sharing the exceptional pre-release drafts of the EFO, we request a list of named 
officials, special advisers and ministers who will see the draft. We have published this 
list alongside our log of substantive contact for our latest EFO and will continue to do 
so alongside each forecast, subject to the usual practice of redacting the names of junior 
officials.

In practice, we have never come under what I would regard as pressure to change any of 
our text and certainly never any of the forecast numbers. On the occasions that we have 
received unsolicited drafting suggestions, we have treated them on their merits rather than 
pre-judging them according to their provenance. No changes have been made that would 
not also have been made had the same suggestion been made by an internal reviewer.

It is worth stressing that the draft EFO text that the Treasury receives in the week before 
publication is by no means final. I personally devote considerable time over the final 
weekend to restructuring and redrafting it, while OBR staff undertake a final round of 
fact-checking to ensure consistency with the fiscal forecast that is finalised on the Friday. 
So the final version can look very different to that which the Treasury received for fact-
checking, for reasons that have nothing to do with any input that they may have provided.

Further evidence following 22 March hearing on budget 2016

We offered to provide further information on a number of areas. Taking each in turn:
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• The fan chart methodology that underpins our assessment of the probability 
of the Government meeting its surplus t:irget was set out in Briefing Paper 
No.4 - How we present uncertainty published in June 2012. We used the same 
methodology to assess the probability of the Coalition meeting its cyclically 
adjusted current balance target during the last Parliament. While we have not 
made any material changes to the methodology used, the forecast errors dataset 
underpinning it is updated each year as a new year of outturn data become 
available. As I said at the hearing, we are happy to review this methodology and 
will do so ahead of our next forecast.

• The policy measure ‘Business Rates: permanently double the Small Business 
Rate Relief and extend thresholds’ is shown on the Treasury’s scorecard 
of policy measures as a ‘tax’ measure, but its effect on our forecast is more 
complicated. We publish a supplementary fiscal table (Table 2.43) on our website 
showing all the receipts and spending lines affected by each policy measure on 
the scorecard. The table below sets out the effect of this business rates reduction. 
As well as reducing business rates receipts, it boosts corporation tax receipts 
(because business rates are deductible for tax purposes), reduces our forecast 
for annually managed expenditure (because 50 per cent of business rates are 
currently retained locally and we assume that the reduced income would feed 
through to lower locally financed spending) but that effect is offset by higher DEL 
spending (because the Government will compensate local authorities for the loss 
of business rates income). With business rates fully devolved in Scotland, Wales 
and Northern Ireland, there is additional DEL spending to reflect the Barnett 
consequentials of the measure.

Table: Breakdown of scorecard costing for ‘Business Rates: permanently double the Small Business 
Rate Relief and extend thresholds’ policy measure

• The Treasury has confirmed that the cost of the policy measure ‘Lifetime ISA 
and raise ISA limit to £20,000’ is almost entirely made up of the lifetime ISA—
even more so than we discussed at the hearing. The cost of raising the main ISA 
limit to £20,000—for which the only cost is lower income tax on savings income 
among people saving amounts between the existing and new ISA limits—reaches 
£15 million in 2020–21, around 1 per cent of the scorecard cost of the combined 
measure in that year.

• Our assumptions about the appeals process in PIP reassessments was set out in 
paragraph 4.115 of the EFO: “the probability of a DLA claim going through the 
managed reassessment process being successful for the claimant has been revised 
up from 74 to 83 per cent,’ raising the PIP caseload. DWP now has evidence from 
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7,300 actual reassessment cases that are currently being processed through the 
‘controlled start’ programme. It shows an initial claim success rate of 76 per cent, 
which we assume will rise to a final success rate of 83 per cent after mandatory 
reconsiderations and appeals.” The adjustment from 76 per cent initial success 
rate to 83 per cent final success rate was informed by evidence from mandatory 
reconsiderations and appeals taking place during the ‘natural’ reassessment 
process that is more advanced than the managed reassessments getting underway 
through the ‘controlled start’ programme.

• Flows off employment and support allowance (ESA) and onto other DWP benefits 
are modelled for us by DWP using evidence from historical administrative data, 
adjusted for our assumptions about the number of work capability assessments 
being carried out each year. These flows are an important determinant of our 
welfare spending forecast. We do not make explicit assumptions about the 
labour market status of individuals that are assumed to flow off ESA and out of 
the DWP benefit system.

• Our labour market forecast is not constructed in a bottom-up manner that 
would allow us to comment on what it implies for the Government’s promise to 
halve the disability employment gap.

Robert Chote

Chairman


