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Integrating risk and sustainability analysis

Public sector net debt: projections vs outturns
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Fiscal Risks and Sustainability 2022

* Rising geopolitical tensions (Chapter 2)
« Defence spending
* Cyber-attacks
* Global economic fragmentation

« Higher energy prices (Chapter 3)
* Near-term fossil fuel price shocks
* Long-term changes to the energy mix

* Long-term fiscal pressures (Chapter 4)
* Updated demographic projections
 Latest policy, economic, and environmental changes



The UK public finances in war and peace

UK government borrowing and debt
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Defence and other spending since 1700

Composition of UK government spending
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Defence spending scenarios

UK defence expenditure
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Cyberattack scenario

Cyber attacks by country
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Reversal of globalisation?

Exports of goods and services
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Global trade war scenario
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Geopolitical stress test

Annual impact on borrowing Cumulative impact on debt
16 - 30 -
Geopolitical stress test B Economic fragmentation
14
e Baseline 25 -
12 Cyber-attack
20 -
2 10 - 0o
O 9 m Defence spending
5 8 - 2 15 -
: 3
5 © £ 10
4 _
5 _
i il
0 I I I I I I I I I I I I I I I I I I I I 1 O \.\ T T \_\
2016-17 2020-21 2024-25 2028-29 2032-33 2036-37 2021-22 2024-25 2027-28 2030-31 2033-34 2036-37

Source: ONS, OBR

11



Gas and oil prices: March 2022 EFO and latest

Gas prices Oil prices
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Energy price scenarios

Gas prices Oil prices
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Percentage change on a year earlier

Energy price scenarios: economic impact

CPI inflation Real GDP
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Energy price scenario (temporary): fiscal impact
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Energy price scenario (permanent): fiscal impact
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Future energy mix: a policy trilemma

1. Affordable: Cost of building, operating, and
decommissioning energy infrastructure

2. Clean: Volume of carbon emissions generated in the
process of energy production

3. Secure: Potential for disruption of energy supply as a
result of geopolitical, meteorological, or seasonal factors
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Future energy mix: a fiscal trilemma

#“#" Carbon capture and storage required to make clean use of
N N . . .
domestic fossil fuels doubles costs of new gas-fired plants

o Construction costs of new nuclear capacity targeted in the Energy
Security Strategy could total £170 billion

{ More economy-wide storage capacity to overcome intermittency of
renewable power could cost tens of billions
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Fiscal costs of net zero: an

Electric vehicle stock and motoring taxes
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Long-term fiscal projections

Changes since our 2018 Fiscal sustainability report:

More favourable starting primary balance (+0.7 per cent of GDP)

* Updated demographic assumptions (ONS January 2022 interim projections)
* Loss of motoring taxes (-1.5 per cent of GDP)

« Other economic impacts (higher public investment (+) & net zero cost (-))

« Other policy changes (adult social care & student loan reforms)
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Latest demographic assumptions

Young-age dependency ratio
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Population and age structure

Population projections Age structure
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Primary spending and receipts
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Primary deficit over 50 years

Primary deficit

18 -
EFO FRS projection
16 -
forecast
14
FSR 2018

12
o e RS 2022
(|
O
o
€
3
S

4
2019-20 2029-30 2039-40 2049-50 2059-60 2069-70
Source: OBR

Per cent of GDP

4.0
3.5
3.0
2.5
2.0
1.5
1.0
0.5
0.0

-0.5
-1.0
-1.5

Change in deficit vs. FSR 2018

Increases deficit

Other changes

m Adult social
care reforms

® Net zero
affected taxes

Demographics

B Starting fiscal
position

- I

Reduces deficit

* Difference

Change in 2071-72

24



Public debt over 50 years

Public sector net debt
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Public debt over 50 years with shocks

Public sector net debt
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Conclusion

Public sector net debt: projections vs outturns
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