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he new Labour government came into power following a long period since

the global financial crisis that has been characterised by a collapse in
productivity growth, slow economic growth, and stagnating living standards. This
period was also marked by attempts to contain public spending and tighten
spending settlements, exacerbated by the lack of buoyancy of tax receipts, also
associated with low levels of growth. The public finances took another hit with the
Covid-19 pandemic, which drove government debt to almost 100 per cent of GDP.
In turn this was followed by the resurgence in inflation that necessitated increases
in interest rates, further hindering growth.

Add to this the geopolitical instability arising from the conflicts in Ukraine and the
Middle East, the return of Donald Trump to the US presidency with an agenda of
increasing tariffs, as well as political instability in the largest EU countries, and it is
self-evident that 2024 was an inauspicious year to enter government.

The economy in 2024
After peaking at 11.1 per cent in October 2022 and exceeding ten per cent for
eight of the nine months from June 2022 to March 2023, inflation continued to
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fall in 2024. It began the year at four per cent and fell back to the two per cent
target in May and June. The Monetary Policy Committee (MPC) made two cuts to
Base Rates: a 0.25 per cent reduction to five per cent in August and another 0.25
per cent cut in November, taking them to 4.75 per cent. However, inflation picked
up and reached 2.6 per cent in November, and the MPC kept Base Rates
unchanged in December.

The split vote in the December MPC meeting — between holding the Base Rate or
reducing it - reflected the central tension between containing inflation and
encouraging growth, which remained weak. Even single-digit growth was not
achieved in any month of the year to October. The highest growth rate in 2024 was
0.5 per cent in March, and in the last two months for which data are available -
September and October - the economy was shrinking. However, with the uptick in
inflation and with wage growth above CPI in every month since June 2023, the
MPC opted for caution.

Economic forecasts
A summary of economic forecasts was published by the Office for Budgetary
Responsibility (OBR) in October 2024 (Table 2.1.1).

These forecasts suggest a somewhat higher rate of economic growth after 2024,
although the predicted outturn figures for 2024 already look optimistic. OBR and
other ‘external’ forecasters expect CPI inflation to remain above target throughout
the period to 2028. Perhaps unsurprisingly - given its remit - the Bank of England
expects inflation to fall below target in 2026, although remain above it in 2025.
All forecasters anticipate stable levels of unemployment, as has been the case for
some time (see Table 2.1.1).

Overall, the patterns that the UK has become used to are expected to continue

over the next four years, and of course the very nature of the structural reforms that
are central to the government’s economic strategy means they can be expected to
take time to influence the fundamental strength of the economy. Whilst wage
growth and lower interest rates should boost consumption, geopolitical
uncertainties mean that there are risks even to the modest economic performance
currently predicted.



Table 2.1.1 GDP growth, CPI inflation and unemployment rate -
comparison of forecasts
Per cent

2024 2025 2026 2027 2028
GDP growth
OBR 1.1 2.0 1.8 1.5 1.5
Bank of England 1.2 1.0 1.3
External average 11 1.4 1.5 1.6 1.5
CPl inflation
OBR 255 2.6 2.3 2.1 2.1
Bank of England 2.7 25 1.8
External average 2.5 2.2 2.2 24 23
Unemployment rate
OBR 4.3 4.1 4.0 4.1 4.1
Bank of England 4.4 4.6 4.8
External average 4.4 4.5 4.5 4.4 4.4
Source: OBR (2024) Economic and Fiscal Outlook, Table 2.2.
Note: ‘Bank of England’ uses the modal forecast based on market interest rates published in August. ‘External
average’ uses the latest medium-term forecasts published by HM Treasury in August.

Employment emerges as new concern

Employment has emerged as a new problem adding to the challenges faced by the
new government. Whilst unemployment remained fairly stable at just over four per
cent, the UK is the only major economy in which employment remains below pre-
pandemic levels. Moreover, the numbers of economically inactive working-age
adults rose during the pandemic by nearly a million - from 8.4 million in January
2020 to 9.3 million in June 2022 (see Figure 2.1.2). The numbers fell until March
2023, but then began to rise again, reaching 9.5 million in March 2024. They seem
to have fallen back since then, but remain almost a million above pre-pandemic
levels, an increase of ten per cent.

There has also been a long-term rise in claimants receiving disability-related
benefits: from 3.9 million in 2002 to 6.9 million in 2024.! The rate of increase
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Figure 2.1.2 Numbers of economically inactive working-age adults,
2020-24
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Note: Inactive working-age adults are those aged 16-64 and not seeking work in the past four weeks and/or
are unable to start work within the next two weeks.

accelerated at the start of the Covid-19 pandemic, rising by 1.4 million between
February 2020 and February 2024. People with a disability experience much lower
employment rates (53 per cent) compared with non-disabled people (81.6 per
cent), and commensurately higher rates of economic inactivity (43.1 per cent,
compared to 15.4 per cent). Among the working-age population, the most
common forms of disability cited are mental health (47 per cent) and mobility
(41 per cent). A survey in England and Scotland conducted between November
2023 and March 2024 identified two million people as suffering from long-Covid
(3.3 per cent of the population). Numbers of those who are economically inactive
due to long-term sickness reached a record high of 2.8 million in the three
months to July 2024 and represent the largest segment of the economically
inactive population.

Faced with the rising costs of health-related benefits — the Institute for Fiscal
Studies (IFS) suggests that their cost had risen from £36 billion in 2019/20 to
£48 billion in 2023/24, and might rise to £63 billion by 2028/292 - the new
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government has decided to retain the stricter work-capability assessments
introduced by the Conservatives which may lead to 500,000 people losing
entitlement, eventually saving £1.3 billion per year, although the impact
assessment suggested only modest improvements to employment.?

A longer-term strategy to raise the employment rate from its current 75 per cent to
80 per cent was outlined in a cross-departmental white paper, Get Britain Working,
published in November 2024. In many ways this reflects a return to the
employment agenda pursued by the Blair and Brown governments, in both style
and substance. The white paper promises a ‘joined up’ approach that aims to
tackle the root causes of worklessness.* NHS ‘accelerators’ in ‘trailblazing’ regions
aim to integrate employment and health support to help people who are sick or
disabled into work. It further proposes to merge the National Careers Service with
job centres so that support extends beyond benefits to facilitating employment. A
‘youth guarantee’ is intended to provide training, apprenticeships or jobs to young
people aged 18-21 - backed with the threat of sanctions.

Labour’s economic strategy

The importance attached to raising employment rates reflects the high priority
attached to economic growth by the new Labour government, which is committed
to five ‘missions’, the first of which is its Economic Mission. This aims ‘to secure
the highest sustained growth in the G7 - with good jobs and productivity growth
in every part of the country making everyone, not just a few, better off.”

The early months of the new government had focussed on supply-side reforms, in
particular the deregulation of the planning system to boost housing and
infrastructure; efforts to increase economic activity and boost skills such as those
outlined above; and placed-based measures to spread growth across the country.

In November 2024 the chancellor, Rachel Reeves outlined other parts of the
government’s economic strategy in her Mansion House speech.® She went on to
defend her Budget (see below) for prioritising stability in the public finances that
is necessary to create the climate required for businesses to invest and boost
growth. However, she increased public investment by £100 billion over the next

five years. Reeves referred to several initiatives intended to boost growth and
investment, including the Financial Services Growth and Competitiveness Strategy,
the National Wealth Fund and a Transition Finance Council.

A centrepiece of the speech was an announcement to legislate to bring about the
consolidation of pension funds, arguing that the current structure is too
fragmented. The legislation will be aimed at defined-contribution funds and the
local government pension funds, the latter being reduced from 86 schemes to just
eight. The resultant ‘mega-funds’ would be capable of investing in infrastructure
projects on a large scale and could unlock £80 billion of investment.

She also signalled some rowing back on the degree of prudential regulation
introduced in the aftermath of the global financial crisis (GFC). She argued that
the post-GFC regime had sought to ‘eliminate risk taking’, but this had ‘gone too
far’ She sent growth-focussed remit letters to the Monetary Policy Committee, the
Financial Policy Committee and Prudential Regulation Committee.

Fiscal framework and borrowing rules’

Rachel Reeves also announced some changes to the government'’s fiscal rules —
reputedly the nineth such change in 16 years. These sit within a wider fiscal
framework that has been modified in response to recent experiences, notably the
failure of the Truss government to submit the 2022 minibudget to OBR scrutiny
and this year’s Treasury audit that identified a ‘black hole’ in the government’s
finances.

The new fiscal framework makes commitments to limiting the government to a
single ‘fiscal event’ each year; spending reviews every two calendar years setting
DEL for three years of the five-year forecast period; submitting all ‘fiscally
significant’ decisions to scrutiny by the OBR, and to greater sharing of data on
spending pressures by the Treasury and allowing the OBR to forecast overspends
against Departmental Expenditure Limits.

Reeves’ new ‘stability rule’ commits the government to a current budget that is
balanced or in surplus by 2029/30. By shifting from an overall borrowing target to



one based on current borrowing, Reeves has removed the previous incentive for
governments to meet the target by cutting investment. Moreover, a balanced
budget is now permitted to be within a range of +/-0.5 per cent of zero. The target
year will be reduced from five to three years, which will limit, but not entirely
remove, the temptation for governments to pencil in future ‘fictional’ tax rises or
expenditure cuts that it has no intention of implementing, so as to meet the target.
The OBR forecasts that a surplus will be achieved by 2027/28, although the
surplus in 2029/30 (£9.9 billion) is relatively small.

The new ‘investment rule’ states that net financial debt will be lower in 2029/30
than in the previous year. Note that Reeves has changed the measure of
government debt from Public Sector Net Debt (PSND) to Public Sector Net
Financial Liabilities (PSNFL, or ‘net financial debt’) to widen the range of
liabilities and assets counted, now to include pension liabilities and illiquid assets
such as equity stakes in private companies and loans (including student loans).
The overall effect is to reduce the measured level of government debt and create
more headroom. However, the measure does not include physical capital, such as
roads and public housing, so is of limited direct benefit to housing investment. As
with the stability rule, the target date is 2029/30, but this will become a rolling
three-year target in two years’ time. OBR forecast that PSNFL will peak at 84.2 per
cent of GDP in 2026/27.

The ‘welfare cap’ is retained as a third fiscal rule, but Reeves has increased it by
one-fifth and increased the margin by which it can be exceeded from two to five
per cent.

The Autumn Budget and public expenditure

Rachel Reeves presented the new government's first Budget on 30 October, almost
four months after the election. This gap between the election and Budget was
longer than has been customary, and the period was marked by the (disputed)
discovery of a £22 billion ‘black hole’® in the government’s finances. Blaming the
previous government for the ‘black hole’ was intended to pave the way for tax
increases, which was problematic because during the election the Labour Party had
promised not to increase income tax, national insurance or VAT - the three highest
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yielding taxes. The lengthy pre-Budget period allowed various tax-raising kites to be
flown alongside much media speculation, which seems to have created unnecessary
economic uncertainty. The Budget was accompanied by the usual OBR forecasts
(see Table 2.1.1). A Spring Statement will follow on 26 March 2025 when the OBR
will issue new forecasts.

Overall, the Budget introduced ‘a large, sustained increase in spending, taxation,
and borrowing® Although it raised taxes (compared with the previous
government's plans), it raised public spending by more, with the result that
government borrowing also increased. Over the period 2024/25 to 2029/30,
borrowing is set to be some £142 billion higher cumulatively than previously
planned - starting at £24 billion in 2024/25 and rising to £41.2 billion in 2029/30.

The Budget increased departmental current expenditure (resource DEL) by

£22.9 billion this year, rising to £48.8 billion by 2029/30; departmental capital
expenditure (capital DEL) is set to rise by £21.6 billion by 2029/30. Tax revenues
are expected to rise by £41.5 billion a year by 2029/30. The largest tax increase
(£25 billion) is the higher rate of employers’ national insurance contributions
(NICs), from 13.8 to 15 per cent from April 2025, accompanied by reducing the
threshold at which liability begins from £175 to £96 per week - bringing in many
low-paid and part-time workers. The government insists that this does not breach
its manifesto commitment as it applies to employers’ NICs so is technically not an
increase in taxation on ‘working people’!® The government will continue with its
predecessor’s freeze on income-tax thresholds until 2028, representing a form of
‘stealth’ taxation known as ‘fiscal drag’ as rising wages take more people into tax
and into higher tax bands. Other tax changes apply to capital gains tax arising from
the sale of shares and inheritance tax thresholds.

In housing, previous cuts to stamp duty land tax (SDLI, applying to England and
Northern Ireland) were reversed: the threshold at which the tax kicks in will be
lowered from £250,000 to £125,000 in April 2025, whilst the first-time buyers’
threshold will also fall - from £425,000 to £300,000." Meanwhile the SDLT
surcharge for non-primary residences (including buy to let, short-term let and
second homes) was increased immediately from three to five per cent.
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To a large extent, stamp duty changes are capitalised into house prices (e.g.
concessions tend to result in higher prices). Whilst the tilting of the playing field
away from investors may aid some first-time buyers, it can also be expected to deter
entrants into the rental market, and may contribute to an upward pressure on rents.
More concerning is the greater dependency on this tax which, as economists have
long argued, reduces transactions, mobility and - in the case of landlords - portfolio
adjustment. With reform to council tax being off the new government’s agenda, the
system of land and property taxation remains both regressive and inefficient.

More positively, the Budget introduced some measures that will boost investment in
affordable housing in England (see Commentary Chapter 4). The 2021-26
Affordable Homes Programme budget was increased by £500 million, which the
government claims will contribute ‘up to” an additional 5,000 social and affordable
homes (a further, £300 million, increase occurred in February). Councils will be
able to retain all their receipts from right to buy sales, although these can be
expected to diminish as discounts are reduced. A five-year rental settlement will
allow social rents to rise by CPI + 1 per cent which will enhance social landlords’
borrowing capacity, and further reforms to rent policy are in prospect.

Scotland

The block grant adjustment arising from the UK Budget relieved some of the
immediate financial pressures faced by the Scottish Government, without relieving
the structural pressures arising from an ageing population and a less than buoyant
tax base, alongside social security commitments adopted in a public finance system
not designed to accommodate demand-led expenditure.

The draft Scottish Budget for 2025/26, announced in December, reversed the cuts
made to the Affordable Housing Supply Programme (AHSP) which had reduced the
real value of its budget by more than one-fifth. Given that the Scottish Parliament
(with the support of the government) declared a ‘housing emergency’ in May
2024,'? there was obvious pressure for a reset. The AHSP will be increased to £768
million in 2025/26, a real-terms increase of 26 per cent, which the Scottish
Government claims will enable providers to deliver 8,000 affordable homes.
However, the overall budget remains slightly (three per cent) lower than that in
2022/23 (for further details and sources, see Commentary Chapter 4, p.87).

The Scottish Government followed its UK counterpart by announcing the increase
in the rate of stamp duty on non-primary residences, in Scotland’s case the
Additional Dwelling Supplement rose from six to eight per cent in December
2024. ‘This, the IFS commented, ‘makes arguably Scotland’s most damaging

tax even worse!'? (See commentary on SDLT in England and Northern Ireland
above.)

Wales

The Welsh Government also benefited from the knock-on effects of the UK Budget,
which increased by 8.2 per cent in cash terms and 5.6 per cent in real terms to
almost £26 billion for 2025/26.1* Half of the total (£12.9 billion) has been
allocated to the Health and Social Care portfolio and just over one quarter

(£6.7 billion) to Housing and Local Government. The Budget will increase the
funds available for the development of social housing by £81 million, taking the
total to £437.25 million (see Commentary Chapter 4, p.90).

As is the case in the rest of the UK, the Welsh Government increased the rate of
stamp duty on non-primary dwellings. The Land Transaction Tax rate on such
dwellings was raised by one per cent on each of the six bands, which now range
from five per cent (properties up to £180,000) to 17 per cent (those valued at
more than £1.5 million)."> Note that these are the total rates of transaction tax,
not the surcharge itself. The Welsh Government characterises the surcharge as
‘broadly, five percentage points’,'® but this is a simplification as the bands for
primary and non-primary residences do not always coincide.

Northern Ireland

In December, the Northern Ireland Executive published a 15-year housing strategy.
This includes an ambition to supply an additional 100,000 homes by 2039, with
one-third of them being social rented.!” The strategy document suggest that a
partnership approach will be required along with some innovations in housing
finance, including the use of developer contributions. However, in this context the
Executive’s draft Budget for 2025/26 allocation of £100 million specifically for
social housing seems to represent a significant step forward following the
restoration of the Executive in February 2024 (for further discussion, see
Commentary Chapter 4, p.92).
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