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Executive summary 

On 23 June 2016 the UK voted to leave the European Union. 

This is a Budget aimed at addressing the economic fallout of that decision. In the month since 
the referendum it has become increasingly clear that the vote to ‘Leave’ is set to have a 
significant impact on our economy. 

The immediate outlook suggests that the Treasury’s forecasts, published in May, were a 
broadly accurate reflection of what is likely to happen in our economy. We now expect the UK 
economy to enter into recession and for unemployment to rise by hundreds of thousands.  

Despite this weak outlook we remain committed to eradicating the deficit and achieving a 
surplus on the overall budget by 2019-20. We are a Conservative Government – our choice is 
that austerity is a price worth paying. 

Of course, the weaker economic forecasts mean a weaker fiscal outlook as well. While we no 
longer need to pay a contribution to the European Union we cannot escape the fact that a 
weaker economy means weaker public services, eradicating any positive effect leaving has on 
the UK’s public finances.  

The latest forecasts suggest that the deficit in 2019-20 will now be around £28 billion, 
compared to the £10.4 billion surplus forecast in the March Budget. This is in line with the 
analysis set out by the Institute for Fiscal Studies in May. This Budget sets out a plan to get the 
budget into balance by the end of the Parliament, and achieve a surplus as well.  

The plan set out today will have significant implications for our public services, including the 
NHS. Further reductions in day-to-day spending will accompany tax rises and reductions in 
welfare expenditure. 

Recession, higher unemployment and further austerity – we believe these are a price worth 
paying for leaving the European Union. 

Boris Johnson & Michael Gove 
Prime Minister & Chancellor of the Exchequer 
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Budget report 
 
The UK economy and public finances 

 
1.1 The last month, since the EU referendum, has been challenging for the British 

economy. Financial market volatility, the sharp depreciation in sterling and the news of 
major international companies pulling out of the United Kingdom has created 
uncertainty and unease. 

 
Economic outlook 

 
1.2 It is becoming clear that the UK’s decision to leave the European Union will have major 

economic consequences. Our initial forecasts show that the analysis produced by HM 
Treasury in May 2016 – as well as the independent forecasts produced by the National 
Institute of Economic and Social Research – are broadly accurate. 

 
1.3 Following the result of the referendum the UK Government notified the European 

Council of its intention to withdraw from the European Union. The process for 
withdrawal is governed by Article 50 of the Lisbon Treaty. The UK now has a two year 
timeframe to negotiate an agreement for withdrawal. Our intention is that this will 
include the terms of our future relationship with the European Union but it is not clear 
when a deal will be reached. Our current expectation is that the UK will fall back on 
WTO rules and face tariffs on exports to the European Union at Most Favoured Nation 
(MFN) rates.1  

 
1.4 Brexit is set to have a significant impact on trade and foreign direct investment. In 

addition, the uncertainty of the next few years, as we negotiate our departure, will lead 
to businesses and households delaying their investment or spending decisions. 

 
1.5 Our forecasts imply that leaving the European Union will result in a marked 

deterioration in economic prosperity and security – including a recession. Our 
forecasts reflect the analysis of the Institute for Fiscal Studies which found that “the 
increase in uncertainty in particular would be likely to drive a reduction in both 
consumption and investment, particularly foreign direct investment, with a direct 
effect on GDP as well as, in the case of the latter, a potential longer-term negative 
effect on productivity.”2 

 
1.6 As Table 1.1 shows we now expect GDP to 3.3 per cent lower in 2020. Investment is 

set to be 15.1 per cent lower next year. Productivity, as measured by output per 
hour worked, will be 2.2 per cent lower by the end of the Parliament. Real 
consumer wages will be 4.9 per cent lower over the same period.  

 

                                                        
1 NIESR, The Short-term Economic Impact of Leaving the EU, May 2016 
2 Institute for Fiscal Studies, Brexit and the public finances, May 2016, p.3 
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Fiscal outlook 
 
1.7 During the referendum campaign it was argued that leaving the European Union 

would free up £8 billion a year to spend on the NHS. This is not correct, as the Institute 
for Fiscal Studies pointed out at the time.3 Any positive impact to the UK‘s public 
finances received as a result of no longer having to pay contributions to the European 
Union will be eradicated by damage done to our economy from leaving the EU and the 
knock-on impact this will have on the public finances. 
 

1.8 The public finance forecasts we are setting out today are in line with the economic 
outlook prepared by the National Institute of Economic and Social Research and 
analysed by the Institute for Fiscal Studies before the referendum.  

 
1.9 It is clear that the significantly weaker economic situation will lead to a huge 

deterioration in our public finances. The deficit (public sector net borrowing) is now 
forecast to be £28 billion in 2019-20.4 This compares to a surplus of £10.4 billion as 
forecast in the March 2016 Budget. 

 
 

 
 
 
 
 
 
 
 
 
 
 

                                                        
3 Institute for Fiscal Studies, 6 June 2016, http://www.ifs.org.uk/about/blog/346  
4 Institute for Fiscal Studies, Brexit and the public finances, May 2016, Table 4.3 

http://www.ifs.org.uk/about/blog/346
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Government’s fiscal plan 
 
2.1 The new Conservative Government remains committed to eradicating the deficit by the 

end of the Parliament whatever the cost to working people. That remains our priority, 
irrespective of the wider economic situation. 
 

2.2 In order to achieve this goal we therefore need to set out a plan for further fiscal 
consolidation (of £28 billion) in order to bring the budget back into balance by 
2019-20.5 As the Institute for Fiscal Studies has itself said, “leaving the EU would not … 
leave more money to spend on the NHS. Rather it would leave us spending less on 
public services, or taxing more, or borrowing more.”6 

 
2.3 No area of public expenditure will be protected; government spending on the NHS 

and overseas aid will be affected as well. As the Health Secretary has argued on 
numerous occasions, the NHS must be subject to cuts.7 Further reductions in welfare 
spending and tax rises will also play a part in this plan.  

 
Departmental spending 
 
2.4 We have considered the option of ensuring that the entirety of the additional fiscal 

consolidation is borne by day-to-day public spending. If the £28 billion was spread 
evenly across all government departments this would entail significant cuts to 
government departments (8.5 per cent on top of existing plans), including a £10.5 
billion reduction in the budget of the Department of Health. 
 

2.5 We have instead decided to divide the £28 billion consolidation equally between 
reductions to day-to-day spending, reductions to welfare spending and tax increases. 
As a result resource budgets for government departments are now set to fall by 
an additional 2.8 per cent. The implications for individual departments are set out in 
Table 2.2. 

 
Welfare spending 
 
2.6 Government firmly believes that there is still more scope for reductions in welfare 

spending by asking people to work longer and further reforming support for disabled 
people. Our plans set out today entail cuts totalling £9.1billion, including reviving 
reforms to Personal Independence Payments, changing the Universal Credit taper rate, 
and incorporating child benefit into Universal Credit so to remove child benefit from all 
but the poorest families. We will also accelerate the increase in the state pension age. 
 

2.7 Costed proposals to reduce Personal Independence Payments for 370,000 disabled 
people who need support for ‘managing toilet needs’ and ‘dressing and undressing’ 
were presented to Parliament in March 2016 by the Department for Work and 

                                                        
5 Institute for Fiscal Studies, Brexit and the public finances, May 2016, Table 4.3 
6 Institute for Fiscal Studies, 6 June 2016, http://www.ifs.org.uk/about/blog/346 
7 BBC News, ‘Liam Fox calls for end to protection of NHS spending’, 2 January 2014, http://www.bbc.co.uk/news/uk-
politics-25574096  

http://www.ifs.org.uk/about/blog/346
http://www.bbc.co.uk/news/uk-politics-25574096
http://www.bbc.co.uk/news/uk-politics-25574096
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Pensions.  While the plans were halted, the OBR has identified that they would deliver 
savings of £1.3 billion a year, which is an appropriate contribution for disabled people 
to make towards the cost of Brexit. 

 
2.8 In a bid to further reform Universal Credit and encourage working people to earn 

higher wages, we will increase the rate at which support is removed from 
claimants from 65 per cent to 75 per cent. This will both act as an incentive for 
people to increase their earnings and deliver savings of £2.6 billion by 2020. 

 
2.9 The Prime Minister has himself argued against middle-class families receiving child 

benefit, describing it as an “absurd system whereby low-income people paid in their 
taxes for richer families to receive this Mussolini-like reward for procreation.”8 We will 
therefore abolish child benefit and roll the payments into Universal Credit, saving 
£5.2 billion by the end of the Parliament. 

 
2.10 In the longer term, asking people to delay their retirement by an extra year is a small 

price to pay for removing Britain from the European Union.  As a result, we have 
concluded the ongoing review in to the state pension age early and will look to 
accelerate the increase in qualifying age to 67 to between 2024 and 2026, rather 
than 2026 and 2028 to deliver long term savings that ensure Britain can live within our 
new means. 

 
 

Tax 
 
2.11 Given the scale of the fiscal consolidation necessary the Government has decided to 

end the commitment to a ‘Five Year Tax Lock’. This will allow us to complete the 
final section of our additional austerity programme – a 2 percentage point increase 
in the standard rate of VAT.  
 

2.12 Such a move will cost: a couple with children £360 a year; pensioner couples £220 a 
year; and single parent families £180 a year.9 

 
2.13 We strongly believe that this can be absorbed by the British public. Successive 

Conservative Governments have increased VAT, so we see this as the logical next step. 
As John Redwood – leading Brexit campaigner – has previously argued, the current VAT 
rate of 20 per cent is “below the optimising point” in terms of raising revenue.10 
Furthermore in 2013 the Conservative Party’s ‘Free Enterprise Group’ which included 
Ministers Andrea Leadsom and Priti Patel called for exemptions for VAT to be 
abolished and for the introduction of a 15 per cent uniform rate of VAT.11 We 
considered this as a separate proposal but have instead decided to proceed with 

                                                        
8 Boris Johnson, 7 January 2013, http://www.telegraph.co.uk/comment/columnists/borisjohnson/9784103/What-a-
relief-The-madness-of-child-benefit-for-all-ends-today.html  
9 Hansard, written answer, 5 July 2010, Column 99W 
10 John Redwood, Hansard, 8 April 2014, Column 156 
11 The Mirror, 19 November 2013, http://www.mirror.co.uk/news/uk-news/vat-food-childrens-clothes-conservative-
2806605 
 

http://www.telegraph.co.uk/comment/columnists/borisjohnson/9784103/What-a-relief-The-madness-of-child-benefit-for-all-ends-today.html
http://www.telegraph.co.uk/comment/columnists/borisjohnson/9784103/What-a-relief-The-madness-of-child-benefit-for-all-ends-today.html
http://www.mirror.co.uk/news/uk-news/vat-food-childrens-clothes-conservative-2806605
http://www.mirror.co.uk/news/uk-news/vat-food-childrens-clothes-conservative-2806605
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another increase in the standard rate. 
 

2.14 As Table 2.1 shows these measures taken today will raise £30.4 billion by 2019-20, 
ensuring a budget surplus of £2.4 billion is reached. 

 

 
 
Departmental expenditure limits 
 
2.15 Table 2.2 sets out the impact that our new spending totals will have on the resource 

budget of each government department.  
 
2.16 Under these plans the resource budget for the Department of Health will fall by 

£3.5 billion in 2019-20, the Home Office Budget by a further £300 million and the 
Department for Education’s budget by £1.6 billion.  
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Reform agenda 
 
Employment rights 
 
3.1 Leaving the European Union provides the British Government with a chance to 

liberalise our labour market even further and re-examine the social rights and 
protections which were previously underpinned by European law.  
 

3.2 As the Prime Minister has previously argued the weight of employment legislation the 
UK was subject to through the European Union was “back-breaking”.12 And as Minister 
Priti Patel said during the referendum campaign “if we could just halve the burdens of 
the EU social and employment legislation we could deliver a £4.3 billion boost to our 
economy and 60,000 new jobs.”13  

 
3.3 Our views on the employment rights underpinned by EU legislation have been clear for 

many years now, with Minister Dominic Raab also calling for the UK to “scrap the 
agency worker regulations”14 and Priti Patel referring to these protections as “Europe's 
bureaucratic requirements”.15 

 
3.4 For this reason we will launch a wide-ranging review of social and employment 

legislation with a view to reducing significantly the burdens we believe are 
placed on business under the current system.  

 
3.5 The rights and protections we will look at initially are16: 
 

• Collective consultation, including the right for workers’ representatives to be 
consulted if major changes are planned that will change people’s jobs or result in 
redundancies (as have been used in recent major announcements in the steel 
industry). 

• Working time rules, including limits on working hours and rules on the amount of 
holiday pay a worker is entitled to. 

• EU-derived health and safety regulations. 
• Transfer of Undertakings (TUPE), i.e. the EU-derived protections to the terms and 

conditions of workers at an organisation or service that is transferred or 
outsourced to a new employer. 

• Protections for agency workers and other ‘atypical’ workers, such as part-time 
workers. 

• Current levels of compensation for discrimination of all kinds, including equal 
pay awards and age discrimination. 

 

                                                        
12 Boris Johnson, Daily Express, 6 June 2014 
13 Priti Patel, speech to IoD, 18 May 2015 
14 Dominic Raab, Conservative Home, 16 November 2011 
15 Priti Patel, Tiptee Tribune, January 2013 
16 As set out in the independent legal opinion from Michael Ford QC, on the consequences of Brexit for UK 
employment law and workers’ rights. These are the rights which he argues are most vulnerable to repeal. (TUC, 3 
May 2016) 
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However all rights underpinned by the European Union will be considered as part of 
the review. 
 

Healthcare 
 
3.6 We also believe that our National Health Service is due major reform. As the Prime 

Minister has himself argued in the past: “if NHS services continue to be free in this way, 
they will continue to be abused like any free service. If people have to pay for them, 
they will value them more.”17 Similarly, the Chancellor has co-authored a book arguing 
that the NHS is “no longer relevant in the 21st century.”18 
 

3.7 We will therefore consult on whether the National Health Service should become 
the insurance-based system of healthcare Nigel Farage has called for19 and/or 
whether a system of charging for certain services should be introduced. 

 
 

 
 

                                                        
17 Boris Johnson, The Essential Boris Johnson, 2003 
18 The Observer, 16 August 2009 
19 The Guardian, 12 November 2014, http://www.theguardian.com/politics/2014/nov/12/film-nigel-farage-
insurance-based-nhs-private-companies  

http://www.theguardian.com/politics/2014/nov/12/film-nigel-farage-insurance-based-nhs-private-companies
http://www.theguardian.com/politics/2014/nov/12/film-nigel-farage-insurance-based-nhs-private-companies


8303_16 Reproduced from electronic media, promoted by Iain McNicol, General Secretary, 
the Labour Party, on behalf of the Labour Party, both at Southside, 105 Victoria Street, 
London, SW1E 6QT.
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