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Research Note 57 
 

2010 to 2020: the £573 billion budget crunch 
 
 
It is now widely appreciated that there will have to be substantial cuts in public spending 
and/or rises in taxes whichever party forms the next government.   That will be difficult to 
manage politically, but the challenge will be even greater when combined with the need to 
pay for other Government policies and ongoing demand for investment programmes that 
are also set to place a serious burden on living standards. 
 
This research note shows the total scale of the challenge over the next ten years, giving 
more details of the calculation provided in the new book How to Cut Public Spending and 
Win an Election.  It sets out how the estimate is conservative and the burden that 
households will have to bear might be significantly higher. 
 
The table below sets out five major sources of pressure on household finances between 
2010 and 2020: 
 
No. Item Amount, £ billion Timescale 

1 Fiscal adjustment £341 billion 2011-12 to 2017-18 
2 Water network investment £22 billion 2010-11 to 2015-16 
3 High-Speed Internet  £5 billion By 2017 
4 Energy sector: replacement and renewal £66 billion By 2020 
5 Energy sector: environmental targets £139 billion By 2020 
 Total £573 billion By 2020 

 
That £573 billion will need to be found in lower spending in other areas, higher prices or 
higher taxes, equivalent to around £23,000 per family.  To deliver the necessary fiscal 
adjustment, the next Government will have to do everything they can to minimise other 
pressures on living standards, focus cuts where they will have the least effect on the 
services people rely on most and take other measures to build support and establish a 
strong mandate for fiscal restraint. 
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1. Fiscal adjustment 
 
Since Budget 2008, the Government have announced a number of policy measures to 
reduce borrowing.   The reductions in annual borrowing from discretionary policy changes 
announced since Budget 2008 in each year are set out in the IFS Green Budget:1 
 

 
 
That is a total of £341 billion between 2011-12 and 2017-18. 
 
Many consider the Government’s planned fiscal tightening to be too slow or insufficiently 
ambitious.  For example, leading economist Ruth Lea has argued that “the PBR shows a far 
too gentle decline in public sector debt as a share of GDP.”2  In a letter to the Sunday 
Times, a number of leading economists argued that “the next government should set out a 
detailed plan to reduce the structural budget deficit more quickly than set out in the 2009 
pre-budget report.”3  A more rapid or larger fiscal adjustment would require greater 
cumulative spending cuts or tax rises by 2020. 
 

2. Water network investment 

In their final determinations for water prices, the regulator Ofwat stated that:4 
 

“Price limits allow for a capital investment programme of more than £22 billion – this is 
a significant programme and is higher than any previous five-year period.” 

 
Further investment is likely to be needed in the period 2015-2020, but the amount is not 
likely to be clear till the next Ofwat review is completed in 2014. 
 
  

                                                
1 IFS ‘Green Budget: Fiscal tightening: why and how?’, February 2010, Figure 2.5 
2 Lea, R. ‘The Pre-Budget Report: yet more irresponsible procrastination’, Economic Perspectives, Arbuthnot Banking 
Group, 14 December 2009 
3 ‘UK economy cries out for credible rescue plan’, Sunday Times, 14 February 2010 
4 Ofwat 'Future water and sewerage charges 2010-15: Final determinations', November 2009 
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3. High-Speed Internet 

The Broadband Stakeholder Group set out a number of technical options for installing high-
speed internet connections, the lowest cost option is titled “FTTC/VDSL”: 

 
That implies a cost of at least £5 billion to install High-Speed Internet, which the 
Government plans to have installed by 2017.5 
 

4. Energy sector: replacement and renewal 

Citigroup set out how substantial capital expenditure is needed across Europe to maintain 
infrastructure in the energy sector and meet environmental targets (both the 2020 
renewable energy targets and the Large Combustion Plant Directive):6 
 
Country Replacement/renewal, € Environmental Targets, € Total, € 

UK 77 161 236 

Germany 91 72 163 

France 130 56 186 

Spain 69 18 87 

Italy 102 23 124 

Totals 470 330 800 

 
That implies costs for replacement and renewal of over £66 billion (€77 billion). 
 

5. Energy sector: environmental targets 

Meeting environmental targets will be particularly expensive for the UK, requiring more 
investment than will be needed Germany, France and Italy combined, at over £139 billion 
(€161 billion). 
 
  

                                                
5 Brown, G. ‘Super-fast broadband for the whole country is vital to future prosperity’, Daily Telegraph, 8 January 2010 
6 Citigroup Investment Research ‘Pan European Utilities’, 22 October 2009 
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Investment in the energy sector will be paid for in higher prices.  Citigroup have said, in a 
commentary on an Ofgem review of the investment needed to the energy sector”, that “in 
our view, bills will need to rise by around 100% if £200bn of new assets are really to be 
built.”7 

                                                
7 Citigroup Investment Research ‘Ofgem Propose to Shift Risk to Consumers’, 3 February 2010 


