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Robert Stheeman.

Chair: Welcome to the Public Accounts Committee on Wednesday 29
November 2017. We are here to look at the fascinating issue of the Whole
of Government Accounts and how Government manage their borrowing.
We are considering that on the back of the NAO Report on last year’s
accounts, “Whole of Government Accounts 2015-16", which came out this
summer. We have been looking at this issue as a Committee since at least
2011 and it is fair to say that how well our Government deal with
producing this document is world-breaking. No other Government does it
as well as we do, if at all. It is a great and exciting document to look at
that explains and helps us to understand how Government manage their
finances across the piece.

That said, of course, we have a lot of questions today. We are aware that
the debt built up from borrowing to plug the gap between what the
Government get and what they spend has increased by 61% since 2009-
10; that, at £1.3 trillion, Government debt is nhow equal to about £47,000
per household; and that interest paid on that debt has cost £222 billion
since 2009-10. We are talking in more-than-telephone-number figures
here. It is important that we do not get lost in those figures, but that we
ask the questions—as we will be today—about the liabilities on the balance
sheet, the impact of Brexit and other risks and uncertainty that make it
harder to predict borrowing. We are excited to be looking at that today.

Before we get into the main hearing, I will introduce the withesses and
then I will bring in Caroline Flint to ask a few questions about the Budget
proposals to tackle VAT fraud, if I may—just to give you a moment’s
warning on that, Sir Tom. The witnesses, from my left to right, are: Ian
Ackerley, the chief executive of National Savings and Investments—
welcome to you, Mr Ackerley. Sir Robert Stheeman, chief executive of the
UK Debt Management Office—welcome to you. Sir Tom Scholar, the
permanent secretary at the Treasury—I remember, Sir Tom, we met the
day after Brexit, so you have chosen a very interesting time to become
permanent secretary at the Treasury. Ian Bulmer, head of financial
reporting policy at HM Treasury—Mr Bulmer is the man responsible for the
Whole of Government Accounts and bringing it together, so
congratulations on progress so far.

Ian Bulmer: Thank you.

Chair: That's the best it gets—drink it up while you can. And then we have
James Bowler, director general for public spending at the Treasury. I am
sure we will be directing a lot of questions at you, Mr Bowler. First of all,
Caroline Flint on VAT fraud.
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Caroline Flint: Sir Tom, you can imagine how excited we were when we
heard there would be a new measure to tackle online VAT fraud by, from
what I understand, ensuring that online marketplaces have better, more
connected responsibility for the VAT being paid. But, as our Committee
has found and the OBR has pointed out, the amount that could be raised
by tackling this sort of VAT fraud has been overestimated in the past and
has had to be downgraded several times. How confident are you that this
measure can produce better results? How much have you banked on it
pulling in?

Sir Tom Scholar: This is an area that has obviously become of increasing
concern in recent years, as more and more goods and services are sold
online and also increasingly sold cross-border online. So working out what
tax is due in each country, very much including the UK, is a much more
complicated task than it has been in the past. I think that is probably one
of the explanations for why various estimates made at previous points
have subsequently had to be revised: it is quite a difficult thing to get a
handle on.

We are very determined to tackle this. It is—we think—one of the growing
elements in the tax gap: the gap between the tax owed and the tax
actually paid. That in part has to be an international effort, because we
need to have, both in the EU and through places like the OECD, agreed
rules on how we do this. We are taking action there, but we are also
taking action directly through HMRC. I must say, I cannot recall exactly
the figure that the OBR have scored for it in their fiscal forecast—

Caroline Flint: From what I know, they say that the amount this second
attempt will raise is subject to “very high” uncertainty.

Sir Tom Scholar: 1 think that is a reasonable thing to say. What I would
like to say to you and the Committee is that, through HMRC, we will do
everything we can to make sure that that number is as high as possible.

Caroline Flint: Do you have any sense of when you will be able to make
more public what the estimation might be of what the measure might pull
in?

Sir Tom Scholar: Perhaps I can offer you a note on that, because I would
need to talk to the relevant experts at HMRC. I do not have the answer at
my fingertips.

Chair: We are constantly on HMRC'’s back on this, and particularly on how
they are tackling the fulfilment houses and online marketplaces. Clearly it
is potentially an important chunk of Exchequer money, so we will be
coming back to you. If you could get us that note, that would be great.

Luke Graham: An opening question for Sir Tom Scholar: a balance sheet
is often seen as a snapshot of the health of an organisation, so, reviewing
the accounts as they are just now, what would be your diagnosis?

Sir Tom Scholar: The first thing to say is that the Government believes
that the level of debt in the economy is too high and it is committed to
bringing it down. One of the fiscal rules is to get debt falling in 2021, but
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the Government intends to bring it down for many years to come. Looking
at the financial health of a Government is a bit different from looking at
the financial health of a company, not least because there is a major asset
which is not recorded under accounting standards, and that is the
Government’s future ability to raise revenue through taxation. So we look
at a number of things, but two things in particular, when we consider the
financial health of the Government and the country. One is definitely the
Whole of Government Accounts, which, as the Chair said, is the most
comprehensive statement available of the balance sheet. We also look at
long-term fiscal projections that the OBR provides, which take account of
things such as future tax revenues. Those projections are all published—
you will have seen them. They show that, in the absence of corrective
policies to address the various drivers of debt, debt is projected to rise
significantly in the decades ahead. We see a lot of work to do to ensure
that debt is on a sustainable path.

Luke Graham: Obviously, we have seen a lot of economic performance
re-forecasts, bringing down the deficit and reducing debt. In your
opinion, are the Government’s current plans going fast enough to reduce
that deficit and bring it under control?

Sir Tom Scholar: When setting fiscal policy you always have to make a
judgment and balance competing objectives. In particular, when you are
looking at a fiscal consolidation—bringing debt down—which many
countries are doing at the moment, you need to strike a balance between,
on the one hand, doing it quickly enough that you can get it down within a
reasonable time to give you protection against future shocks, and, on the
other hand, not doing it so quickly that you end up doing damage to the
economy in the meantime. There is no science to that. The course that the
Government have set strikes a pretty reasonable balance between those
two objectives. Some people would criticise it for being too quick and
some people will criticise it for being too slow. There is no scientific answer
to that, but it seems to me to set out a sensible course for the years
ahead.

Bim Afolami: Sir Tom, you said that the Government think that the debt
level is too high—that is clear. But too high relative to what? Some may
say that our overall debt-to-GDP ratio isn't excessive in comparison with
lots of other Western countries. On what basis do the Government
believe that it is too high? Ten years ago, we would probably say that
where we are is far in excess of where Government would have conceived
we would ever go.

Sir Tom Scholar: The main metric that we look at for that is debt as a
share of GDP, which is currently higher than it has been at any point in the
last 50 years and has more than doubled in the last 10 years, obviously as
a result of the banking crisis and then the recession. So it is high by
historical levels. Looking internationally, certainly it is true that there are
countries with higher levels of debt. There are others with lower levels,
too. Most countries feel that their debt level is too high and will be trying
to get it down, making the same judgment that I referred to earlier on,
about the correct path to do that.
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One thing that we take very seriously when looking at this is the
information that we get from the Whole of Government Accounts that talks
about future liabilities, and from the work of the Office for Budget
Responsibility. One thing that the OBR does, very valuably, is look at the
public finances and try to work out how they would look if there were
some shock or series of shocks to them—for example, a future recession.
What that work shows very clearly is that a future recession would make
the public finances very considerably worse and could, under certain
circumstances, make servicing the debt, through debt interest, quite a
challenge.

We look at all that and we think that it is prudent to plan on the basis of
creating a buffer that is there to absorb the shock, if the shock comes, as
it did in 2008 to 10. It is not a simple one-off look at one measure that
gives you an automatic answer. It is a balanced judgment, looking at a
range of indicators.

Chair: We will delve into some of that more in our questioning.

Forgive me, I forgot to welcome our visitors from South Africa, and we are
also delighted to welcome the Public Accounts Committee from St Helena,
who managed to get here on an aeroplane, and we think that’s a minor
miracle—some of you may have followed our work on St Helena. Welcome
to you, and we hope that you can get back okay and land safely back on
St Helena.

Geoffrey Clifton-Brown: Following on from my colleague’s question on
debt as a share of GDP, out of interest, in 2008 it was 36%; today it is
89%. Are you confident that it has peaked at 89% this year and next, as
the Chancellor indicated in his Budget?

Sir Tom Scholar: The Office for Budget Responsibility, who do the
forecast, show it peaking this year and falling thereafter. Admittedly, in
the first few years it is falling very slowly—it is, broadly speaking, flat,
slightly coming down. Now, that forecast, like any forecast, is subject to
uncertainty—things could turn out better or worse—but what you do see,
by the end of the forecast period, is debt on a clearly falling path,
including in 2020-21, which is the year at which the fiscal rule operates.

Geoffrey Clifton-Brown: To what extent have you left yourself enough
headroom to meet the Chancellor’s fiscal targets by 2020-217

Sir Tom Scholar: Again, the Budget documents show the Government
meeting them with some margin—slightly less margin than was there was
at the spring Budget six months ago. When we looked at the position and
the Chancellor looked at the position, the overall judgment, again looking
at the trade-off—the balance of risks I was referring to earlier—the path
we set out is one that both provides a small degree of extra support to the
economy over the next couple of years and is still consistent with the
medium-term objectives on the public finances.

Geoffrey Clifton-Brown: Could you give the Committee an indication of
why the margin has come down since the spring Budget?
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Sir Tom Scholar: Principally because the OBR is now expecting a slightly
weaker economy and a slightly lower path for growth, which in turn is
principally driven by a weaker assumption on productivity, which in turn
reflects their judgment, looking at the data of recent years.

Geoffrey Clifton-Brown: The Chancellor made a big play in his Budget
about needing to reduce the level of debt to deal with the level of
economic shock. What reassurance do you have that the Government has
the capacity and flexibility to respond to a future recession or economic
shock?

Sir Tom Scholar: First of all, we will be better placed once the debt is
lower. That is without doubt the case, and that is why the Government has
that objective. But secondly, compared to other countries, as I was saying
earlier, we are not in any sense an outlier. If you look at what happens
when there is a turndown, these things quite often tend to be correlated
across countries. On the question of, "Could the Government absorb this
on borrowing?”, the question there is, “Will there be people who want to
lend the Government money? Will people want to buy our debt?” Investors
buying Government bonds typically are comparing the relative merits of
bonds issued by different countries.

We have shown in the past that we have been able to absorb a very large
increase in borrowing—that was certainly the case in 2008—and I am
confident that, because of the strength of our framework, we would be
able to do so again. But I repeat where I started: the Government does
think that the level of debt is too high, and it is committed to bringing it
down.

Geoffrey Clifton-Brown: I gave the figure of 89% for next year as a
percentage share of GDP, and even by 2021 the Government are only
bringing it down to 83%. So it is only coming down very slowly. Are the
Government bringing it down fast enough? Is the notion still at risk by
the fact that it is so slow?

Sir Tom Scholar: There are two ways that you bring debt down. One is
by getting an economy growing faster, and the other is through action on
the fiscal front. So a large amount of the policy measures of the Budget is
all about improving future productivity and getting the economy growing
faster. Obviously, that is not going to happen overnight or even in the
next couple of years, but that is an important part of the strategy.

On the fiscal front, of course, it would be possible to make the judgment
that we should have a tougher fiscal policy with some mixture of higher
taxation or lower spending. You would then begin to question whether that
was an appropriate macro fiscal stance for an economy that is currently
growing at about 1.5% and projected to slow a little bit over the next
couple of years.

I think a much more aggressive fiscal stance would not be the right thing,
given that cyclical position at this point. Again, it is a difficult set of trade-
offs, especially with debt at the level it is, but I think the approach the
Government have set out is a sensible one.



5

Q12

Q13

Q14

HOUSE oF COMMONS

Geoffrey Clifton-Brown: How far might Brexit negotiations throw your
figures off course?

Sir Tom Scholar: The OBR have had to make an assumption about that.
They have quite deliberately and explicitly not tried to predict the outcome
of the UK'’s negotiation with the EU27, because that is not possible to do at
this stage. Instead, what they have done is try to take a set of
assumptions on trade, migration and productivity that represent a bit of a
mid-point of the possible range of outcomes. Of course, there is no great
science to this.

The answer to your question is that it depends what the agreement we
reach is and what its impact on the economy is. The Government have
said very clearly they are looking for a deep and special partnership with
very strong economic links. That might well prove to be something that
would be a surprise on the upside, compared with what the OBR are
assuming. But of course we do not know what will happen in this
negotiation. If—to the extent that that is not achieved and the outcome is
less positive, there is clearly downside risk as well.

The simple answer is, we can’t say with any certainty at this point in time
but what the OBR have tried to do is plot a middle path, with risks on
either side.

Geoffrey Clifton-Brown: I detect a little bit of optimism in that reply,
which is a good thing. I used in my Budget speech the example of the
American war reparations debt, which we took 50 vyears to pay.
Presumably, you will be making representations that we should pay this
EU debt off over as long a period as possible.

Sir Tom Scholar: On the direct question of the financial settlement, that
is all still being negotiated. I think the Chief Secretary gave an answer to
an urgent question on this in the House earlier this afternoon. There are
many elements to that negotiation, one of which will be the precise nature
of the commitment that we are going to honour and what that means in
financial terms and the timeframe over which it will be paid. We don’t yet
know what that would be.

I would say, though, that the fiscal projections are robust to this financial
settlement. They don’t incorporate it explicitly because the OBR don't
know what it would be. What they do make is what they describe as a
neutral fiscal assumption, in that they assume that the money that we
currently transfer to the EU as a net contribution is still spent somehow or
other by the Government, without specifying how. It could be spent on
domestic priorities. Clearly, to the extent that there is a financial
settlement, there is money assumed in the Budget there that would be
available for that use as well.

Geoffrey Clifton-Brown: My final general, trend-setting question
concerns your move from two financial events to one Budget. What effect
has that had on your presentation of financial numbers, in terms of
Parliament’s accountability and transparency and your presentation of
these debt figures?
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Sir Tom Scholar: 1t won't have any effect on that at all because,
although we won't have a fiscal event in the spring, we will have another
forecast prepared and published by the OBR, because there is a legal
requirement that they should do two of those a year. All of the information
that is currently provided, including through the process of Estimates, by
which Parliament votes money, and the various OBR publications, is going
to continue as before. The difference is that there will not be a fiscal event
with new policy and new measures. We are currently considering what
exactly we will do in response to the forecast. We are thinking about that
at the moment. It may be, for example, that we would introduce a higher
degree of consultation on future Budget measures than has been possible
in the past. Parliament will still have the information it has today.

Chair: Obviously, there is not an event in the House—a presentation by
the Treasury or Treasury Ministers about what will happen next spring—
but we have heard from numerous Departments that they are hitting a
stress period in their Brexit preparations. They have to make decisions
about what they do next spring and summer. How are you going to make
sure those Departments are resourced so we can move out of Europe
without things like customs services falling over, given the restraints in
the Budget? How are you going to make sure you have got enough
resource to do that? What are you going to stop funding to make sure the
Brexit transition moves smoothly and the country keeps working? Maybe
Mr Bowler wants to come in on that as well.

Sir Tom Scholar: Let me start. In the Budget, we set aside £3 billion—
£1.5 billion next year and £1.5 in 2019-20—for use for Brexit preparation
in one way or another. That is not yet allocated. That is our forecast of
how much we think will be needed across the Government. We will be
looking at bids from Departments in the usual way. We will treat them
very much as we do claims on the reserve at the moment. Departments
that have a need, such as HMRC, will come to us with their assessment—

Chair: Most of them have a need. I think DCLG is one of the handful that
doesn't.

Sir Tom Scholar: Yes. I am sure there will be plenty that come to us. Of
course, we will first explore the possibility of reprioritisation within their
own budget, before looking at calls on this extra money. We will, as you
would expect, challenge the level of funding required. We will have a
proper process of scrutinising this, as we always do with reserve claims.

Chair: How fleet of foot can you be on this? Maybe this is to you, Sir Tom,
or to James Bowler. Some of these Departments have said that they are
really up against it. We have had HMRC being very candid with us in this
room saying that they need £7.3 million, I think it is, to keep CHIEF—the
old customs system—going before they bring in the new one. That sort of
money needs to be drawn down now or very soon. These processes—of
course there have to be proper checks and balances—can take some
time. Have you got the capacity to deal with that? Have they got the
capacity, as well as making sure the money arrives at the right moment?
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Sir Tom Scholar: 1 will turn to James in a moment. This year, we have
already allocated £700 million to the five most affected Departments,
including HMRC. We are confident that we can turn things around quickly.
We have done it in the past and we can do it again. We are particularly
committed, in the case of Brexit-related spending, to doing that. James,
perhaps you would like to add to that.

James Bowler: We ran two allocation processes for 2017-18 in June and
September. We turned departmental asks round very quickly indeed. We
based our assumptions on the DEXEU model of what people need to do to
be ready for day one, and we linked the funding to that. Departments bid
into a Chief Secretary-led process in the Treasury. As I say, money has
been allocated twice in 2017-18, and the process for the £3 billion—the
£1.5 billion and £1.5 billion—for future years is under way already for an
early set of allocations next year. We are turning things around very
quickly indeed. The quid pro quo on that is not to lose sight of value for
money, which the Committee will be rightly concerned about. We are
doing a streamlined process to allocate the money, but business cases will
still be needed to ensure that the large amounts of spending are spent
sensibly. The Chief Secretary, as she does for departmental pressures
generally, is looking, as Mr Scholar said, at reprioritisation in two ways.
First, can the Department absorb any of these funding pressures already?
She does that day in, day out, with departmental colleagues. Secondly,
there is a bandwidth question that fits with that: does the Department
have the capacity to do this and other things too? We will basically be
going through our third process on that, on top of setting up DExXEU and
DIT, which we funded in the autumn statement 2016.

Chair: So Mr Bowler, so far, have you told a Department that it can't do
something else? Have you had that conversation where they have agreed
to drop another priority? Some of the priorities we have been looking at
are quite long in gestation. You cannot just stop a big IT project, for
example.

James Bowler: The good news for Departments is that there is additional
funding to help them do more. There is a question about whether they can
absorb any of that funding and we have those discussions all the time. It
is not a Brexit example, but with DFE earlier this year we reprioritised £1.3
billion towards frontline schools, so that is the kind of conversation the
Chief Secretary is used to having. But there is also an issue about straight
bandwidth in Departments to do those things, and we are having very
sensible conversations about that. Much of the £250 million over and
above the money we have given to DEXEU and DIT in 2017-18 was really
about departmental capacity to be ready. It was a lot of staff costs and
some IT. It is clearly a huge priority across Whitehall.

Chair: You have given a full answer, but can you give a precise example
of something a Department is now not going to do because of the
conversations they have had with you about getting funding for
something that they need to do, with Brexit looming?

James Bowler: 1 can’t give you an exact answer on that. I would
probably say some of those questions are for answering in the future,
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because much of the spending to date has been additional capacity in
Departments to get ready to answer these questions. They probably aren’t
at that stage yet.

Chair: So when would be a good time for us to ask you the question
about what has been deprioritised as a result of those extras?

James Bowler: The Chief Secretary will allocate the first round of 2018-
19 funding, as set out in the Budget—that first £1.5 billion—in early 2018.
That will have gone through a process of the Department saying what they
need and the Chief Secretary asking whether they can do any of that
already and whether they have the bandwidth to do that, so there will be a
decision there.

Chair: And I am right that you will be reporting that to the Public
Accounts Committee as well? That will be our cue.

James Bowler: Okay.

Chair: I think on the written statement it said you would be reporting to
the Public Accounts Committee. I am right, aren’t I?

James Bowler: On the allocations?
Chair: Yes, and when the money is drawn down.
James Bowler: Yes.

Chair: We will be watching those dates and we will be coming back and
asking you and Departments.

Geoffrey Clifton-Brown: Can I just stick with this subject just for a
second and ask you a question, Mr Scholar? If there is something that
needs to be done in order to make crucial preparations for us leaving the
EU, will the money be available? We have heard about CHIEF going to
CDS—the IT system in Customs and Excise. Whether it is roads to Dover
or whatever is really necessary, will the money be available so that this
country is completely ready in March 2019 for our leaving the EU?

Sir Tom Scholar: Yes, that is correct.

Geoffrey Clifton-Brown: Can I just come back to your previous answer
about the two fiscal events going into one and the two OBR forecasts?
You said you were thinking about how to present that. Can we take it
from that answer that there may well be some form of statement in the
House in the spring from the Chancellor to respond to the next half-
yearly OBR forecasts?

Sir Tom Scholar: That would be a matter for the Chancellor, of course.
The forecasts and the OBR productions are always presented to the House.
That has normally been done alongside a Budget statement or an autumn
statement; of course, in theory, that could be done through a written
ministerial statement, but it would be for the Chancellor to decide how he
wants to do that. I am sure we will want, though, to find a means of
setting out what we make of the forecasts and not just release them
without any kind of commentary or Government view on them, but that is
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something that, as I said, we are thinking about now and that the
Chancellor will need to decide in due course.

Bim Afolami: I'd like to switch tack a little, Sir Tom. How does the
Treasury monitor the risks that arise from the Government’s direct
exposure to specific sectors of the economy such as housing or student
debt?

Sir Tom Scholar: We have two standing groups in the Treasury that bring
together the relevant directors to consider these things. One is what we
call the fiscal risk group and the other is the balance sheet group. The
fiscal risk group is most relevant to your question, I think. They have a
regular, monthly process of looking right across spending and, indeed, tax.
That is informed by the work of all the Treasury spending teams, who
obviously are in constant touch with the finance departments in all
Government Departments. The purpose is precisely to get a sense of fiscal
risks that might be emerging.

Bim Afolami: Is there a formal time period that they look at? Is it one
year, three years or five years, or does it just depend on what the issue
is?

Sir Tom Scholar: Obviously, some risks are long term and others may
materialise much more quickly.

Bim Afolami: Let's take student debt. We often think about student
tuition fees from the consumer perspective, but if you think about it from
a Government fiscal perspective, how do you see the fiscal risk now,
looking out 10, 15 or even 20 years’ time?

Sir Tom Scholar: 1 think you are referring to the risk that the loans are
not repaid in full. That is driven by the employment prospects of graduates
over that time period, their earnings and, of course, Government policy,
because that can change and increase—or more likely reduce—the
repayment burden. We look at those things internally. The Office for
Budget Responsibility also looks at them. The fiscal risks report that they
published in July is a very comprehensive analysis and looks specifically at
balance sheet issues and student loans. It does a very rigorous analysis
every couple of years. We are committed also to publishing a formal
response to that, which we will do some time in the first half of next year.
We have now created and are entering into a regular cycle, where there is
a rigorous and independent analysis of fiscal risks and then a Government
response on their view and what they are doing about them.

Bim Afolami: If you look at the Government’s direct exposure to
particular sectors of the economy—I picked up tuition fees but there are
others—what do you see as something that is a particularly big fiscal risk
but may not get sufficient attention? I talked about student fees, but
everybody is focused on that. Has the Treasury has identified anything as
being of potentially significant fiscal risk in the future?

Sir Tom Scholar: There are some future risks that get a lot of air time,
such as an ageing population or the demands of extra healthcare. If I had
to identify one where more public debate would be welcome, it would be
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the risks to the tax base. There are number of risks, which the OBR goes
through. One example is the increasing trend for people to incorporate and
work as self-employed, rather than employees. Other things being equal,
that tends to reduce the tax take. Cars getting more fuel efficient tends to
reduce the tax take; people giving up smoking tends to reduce the tax
take; global competition on corporation tax—

Chair: Sorry—it sounds like you are looking for new things to tax!
Sir Tom Scholar: We are cheerful in the Treasury, as you know.

Chair: You are very welcome to suggest alternatives to us.

Sir Tom Scholar: The question that we started on—the digital economy,
which is an extremely important issue—is a risk to the tax take.

Chair: I have to say it must be very gloomy being in your position. If
people smoke less—a good thing—it is a bad thing for the Treasury. If
people drive less—a good thing—it is a bad thing for the Treasury. I
hadn’t quite seen your job in such a gloomy light.

Sir Tom Scholar: 1t is something we share with actuaries.

Luke Graham: On the point about corporation tax and competition, am I
right in saying we have been lowering corporation tax? Is it correct that
we actually had record corporation tax receipts last year? I understand
the point about smoking and the others, but I want to ensure that we are
clear on that point about corporation tax.

Sir Tom Scholar: 1 can’t quite remember, but I think that's correct. My
point was not about a specific policy measure; it was that there is great
tax competition against the world to attract mobile businesses to set up.
The tax environment is a constantly moving one. Other countries, by the
way, face exactly the same challenges, and I know they are thinking about
them. That is an area that, for me, has had less attention in the public
debate than some of the spending issues.

Caroline Flint: It is interesting to hear about the nudges in different
directions to improve the outcomes of what comes in, but on something
like corporation tax, how much are you able to qualify that the amount
you are taking is due to reductions in corporation tax as opposed to
tightening up the procedures to collect it in the first place? For example,
this Committee conducted an investigation into companies like Google. I
am not sure that it was a lowering of corporation tax that led to them
paying the bill that they had not paid for 10 years; it was to do with
public focus on the fact that, regardless of what the level of corporation
tax was, they weren’t paying it. How do you manage and balance those
different pushes and pulls within the system?

Sir Tom Scholar: We have to do all those things. There is the design of
tax policy, there is the enforcement of policy and ensuring that the tax due
is paid, and then there is a third angle, which is every bit as important:
the question of global co-operation, in particular through the OECD. We
will only be able to make sure that companies globally are paying the tax
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that they owe where they owe it through co-operation. Otherwise, we
have the situation that we have seen, where companies are able to move
profits from one jurisdiction to another and avoid paying tax as a result—
perfectly legally, I should say. Tax evasion is a different thing.

Chair: We could get drawn into the tax thing very happily, but we will
resist the temptation.

Bim Afolami: Thank you for that response about what does not get
covered in terms of this debate. That was genuinely interesting. In terms
of how the Treasury is looking at longer-term risks, you have these two
committees that look on a monthly basis at the OBR stuff, but how
confident are you in the controls you have in place in the event you get
something unexpected or uncertain? I am talking not so much about
fiscal risk but about the borrowing needs in the market and being fast
enough to be able to adapt to things that may change. How confident are
you in that context?

Sir Tom Scholar: We have experience of that. If you go back to 2008 and
the onset of the banking crisis and the recession, the expected borrowing
requirement—the level of borrowing needed week in, week out—increased
very dramatically in a very short time.

Bim Afolami: Out of interest, what was your job at that time?

Sir Tom Scholar: At that time I was the director general in the Treasury
looking after the financial services sector.

Bim Afolami: So you were pretty closely involved.

Sir Tom Scholar: 1 can’t remember the exact figures, although my
colleague Robert Stheeman certainly will, but the increase in borrowing in
that year—2008-09—and again in 2009-10, compared with what had
originally been planned, was very significant. That said, we have very
strong institutional arrangements. The Debt Management Office is a highly
respected and competent operation that is well trusted in the market.
Because of all that, the market was able to absorb that extra level of gilt
issuance and we were able to borrow the extra money we needed despite
things changing very quickly.

Bim Afolami: So can I take it from your answer that you are pretty
confident, basically, in the systems you have in place? You do not think
any institutional changes are needed.

Sir Tom Scholar: We are not at all complacent, and the level of debt is
higher than it was then, which is clearly an issue, but I think we have got
a very robust set of institutional arrangements.

Bim Afolami: That is helpful. Obviously we are talking about the risk to
the Government balance sheet. If you look at the private sector, I think
in the NAO Report it says that our private sector net debt is something
like 230% of GDP, which is at the upper end internationally. Those are
harder risks to monitor, because they are in the private sector. How
confident are you about the Treasury’s monitoring of those risks, bearing
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in mind that if something really blows up in the private sector, the public
sector might have to assume some of that debt anyway?

Sir Tom Scholar: The way we look at those risks is through the FPC—the
Financial Policy Committee—at the Bank of England, which, as you know,
we established a few years ago. That is the body charged under statute
with financial stability and monitoring that sort of risk. A senior Treasury
official sits on the committee, so we have full information through that
route.

The FPC published their latest report earlier this week. They note the level
of debt in the private sector is quite high and has risen quite high by
historical standards. They also stress-test it, and they find that there is no
immediate cause for alarm, not least because debt servicing costs are so
low at the moment. They do discuss a particular area, unsecured
consumer credit, which they have been looking at for some time. In fact, I
think it was in October that they encouraged the prudential regulator, the
PRC, to tighten up underwriting standards, which it did. And this week
they have increased their countercyclical capital buffers again just to
dampen down a bit on it. So they are set up to do this, they have got the
tools to do it, and that is where—

Chair: We might come back to consumer debt in a moment.

Bim Afolami: Talking about borrowing, if interest rates went to 2%—I
always think it is helpful to come up with an absolute number—what
would the impact be on demand for British Government gilts, both index-
linked and conventional? Would it be significantly affected?

Sir Tom Scholar: Let me say a little bit and then I will turn to Robert. Of
course, in part it would depend what was happening to other Government
bond yields. You tend to have global movements up or down, and then of
course within that you sometimes have specific or relative movements.
But we have seen quite large shifts over recent years and demand has
remained very solid. Robert, perhaps you would like to elaborate on that.

Sir Robert Stheeman: Just to give you a very brief idea, at the moment,
10-year yields on UK Government bonds are just over 1.3%. If they were
to move up to 2%, the reason that they are moving up is in itself nothing
more than the market effectively demanding a higher yield—

Bim Afolami: A higher premium.

Sir Robert Stheeman: Absolutely—a higher yield for our debt. Behind
your question, to answer that properly, about demand, what is absolutely
critical is that that price adjustment process actually works smoothly. You
can argue—I am taking this to an extreme—that there is a price for
anything, also in terms of supply, but it may not be a price that
Government would want to pay. However, critical from where we sit is that
the market can adjust and reprice as necessary. Demand would fall away
if that price adjustment process did not work smoothly. So, from our
perspective, we need—

Bim Afolami: So everything is about the execution of that, as opposed to
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the decision making per se.

Sir Robert Stheeman: Absolutely.

Bim Afolami: If I take up the different types of gilts, obviously you have
the conventional fixed and then the index-linked. Over the last few
years—I think I saw this in the NAO Report—we have gradually been
increasing the percentage of index-linked rather than conventional. What
will you and your team do if rising inflation, which is not a negligible risk
at the moment, means that index-linked gilts are less cost-effective but
the market continues to demand them, and they seem to sell more
easily?

Sir Robert Stheeman: If the market demands them the chances are that
they will remain, none the less, cost-effective. Because, if you think about
it at the moment, there is not a single inflation-linked gilt out in the
market that has a positive real yield. It is heavily negative. The reason for
that is that the market is willing to buy this at prices that are cost-
effective for the Exchequer, and that enables us to fund cheaply.

I am not trying to downplay the risk of rising inflation and its
consequences but I think the key issue, which the Report correctly
highlighted, as did the OBR in their fiscal risk report, is fundamentally
around the quantum of inflation exposure in the portfolio compared with
the conventional nominal exposure, and the need to try to ensure that
that balance is got just right.

Sir Tom Scholar: Just to add one thing to that. We said in the Budget
last week that we would be looking at the appropriate balance between
index-linked and conventional gilts. As Sir Robert said, the NAO
highlighted that, as have others. We are also alive to it and will look at it
with that risk exposure in mind.

Bim Afolami: That is helpful. If we go on to who holds this debt—
obviously somebody has got to hold it—roughly how much of UK
Government debt is held by members of the European Union and other
nations at the moment?

Sir Robert Stheeman: We do not, unfortunately, have a specific
breakdown in terms of the European Union. The statistics and numbers we
have we get from the ONS. In their latest publication, the ONS suggest
that 27%—just over a quarter—of all gilts are held by international
investors across the world.

Bim Afolami: Forgive me, but it seems a bit odd that we don’t know. Is it
not possible to know who holds our debt?

Sir Robert Stheeman: To some extent, that is true.

Bim Afolami: So, it is tradeable? Is that the issue—that, once it is traded
out, you have no idea who holds it?

Sir Robert Stheeman: Effectively, all gilts are in registered format but a
high number of those gilts—the vast majority—are held in what are known
as nominee accounts, and those accounts can be anywhere. The actual
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final identity of all holders is not always known. As I say, the statistics that
we have we get from the ONS.

Bim Afolami: Where do they get them from?

Sir Robert Stheeman: They rely on a number of things, in particular on
so-called bank-flow statistics, which come from the Bank of England. All
that can be seen is in terms of national and international flows.
Unfortunately, precise breakdowns are not available.

Geoffrey Clifton-Brown: What are the factors that worry you about the
cost of providing finance to the Government to service its debt? Is it
inflation, interest rates, the exchange rate, the perception of the UK
economy? What are the factors that are worrying you at the moment?

Sir Robert Stheeman: Probably a mixture of all of those. Those are
always the ones that are most important. Ultimately, the gilt market
trades, as does any other major market of its kind, on confidence. The
currency plays a key point in that. It is interesting to note that, where
questions have been raised, also about Brexit, over the past 15 or 16
months, in general that plays itself out much more obviously in the
currency markets than it does in the gilt market. But clearly the gilt
market and the currency are very closely linked.

What is key—I referred to confidence—is in particular in relation to
international investors. It is important to note that international investors
are not only but quite significantly influenced by official institutions—
overseas central banks, sovereign wealth funds—all of whom, in many
cases, have an interest in holding gilts, and that that confidence should be
maintained. That is not necessarily totally within the gift of the Debt
Management Office.

Bim Afolami: Okay, so we cannot know who holds all the external debt,
as you have set out. Presumably we know the amount that the British
Government effectively owes to itself through QE—in other words, the
Bank of England. Presumably we know that number and the percentage
of total GDP owed to ourselves.

Sir Robert Stheeman: The total holdings of the Bank of England
currently are £435 billion, and that is conventional gilts only. They are not
involved in the inflation-linked market.

Sir Tom Scholar: That is about 22% of GDP or something like that. It is a
quarter of the outstanding stock, which is nearly £90 billion.

Bim Afolami: Indulge me if this is an odd idea, but is it not true that that
is of a different quality in terms of fiscal risk from debt we hold with other
nations, because ultimately it is owed to ourselves? I was wondering
whether we distinguish between that when we are thinking about these
overall debt GDP numbers, as you were talking about earlier, Sir Tom. If
20% of that is owed to ourselves, does it really matter as much as the
other debt?
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Sir Tom Scholar: The answer is, yes it does. Although at a national level
it is held within the UK and within the UK public sector, it is not held by
the Government; it is held by the central bank for monetary policy
purposes. It has occasionally been put to me, "Why don’t you just cancel
that debt?”

Bim Afolami: I was about to ask that.

Sir Tom Scholar: 1 think that would not be a good thing to do, because it
would amount to monetary financing. That would, in effect, be the central
bank directly financing the Government, and we have seen from many
episodes around the world that that takes you on a very dangerous
course, possibly even to hyperinflation.

When we look at these two large operations—one being the process of
selling debt and borrowing money by the Government, and the other being
the operation by the Bank of England to provide support to the economy
through its monetary policy—they are two entirely separate operations
with entirely separate governance and accountability structures. It is quite
right that they should be kept separate.

Chair: T want to pick up on the issue of exchange rates. One thing we
have picked up—particularly with the MOD; we are looking at the F-35 as
part of carrier strike—is the impact of Brexit on exchange rates. Have you
had any thoughts about whether you will change the way you measure
the hit on Departments’ finances when they are dealing with these big
international deals where the exchange rate has a material impact on the
financing of that project?

Sir Tom Scholar: 1 should say that one of the things that has
interestingly come out of the preparation of the Whole of Government
Accounts is that you can see, on the balance sheet, the foreign exchange
liability, which has prompted us to do quite a lot of internal work, looking
across Departments at the different ways in which they handle it. Some
hedge and some don’t; some do for a shorter period, and some do for a
longer period.

Obviously, there are very differing degrees of exposure. The Ministry of
Defence, which has lots of contracts denominated in dollars, clearly has
that exposure. It is one of the examples of things that have come out of
this work and then been mainstreamed into the work of our spending
teams. As you would imagine, we are talking to the Ministry of Defence
about that specific issue at the moment.

Chair: Has anyone in the Treasury done a calculation of what the extra
costs of the Brexit bill will be because of the exchange rate problems
since we voted to leave?

Sir Tom Scholar: 1 don't know that—do you mean the direct exchange-
related impact?

Chair: Yes, so whether it is £40 billion or £50 billion, what would it have
been if the pound had been stronger against the euro?
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Sir Tom Scholar: 1 don't know the answer to that, and I am not sure
whether we have done the calculation. You really need to look at the
impact on the whole of public finances, which will include a number of
things pointing in different directions. What the ultimate net effect would
be, I don't know.

Chair: It goes back to the point about how quickly we will pay the bill to
Europe. If it is one hit, it hits at a particular point, but if it is spread over
time, that will reduce the risk of exposure to the exchange rate. Are you
feeding into the negotiations about the rate at which we pay the bill to
Europe?

Sir Tom Scholar: That is all part of the negotiations.

Chair: So Treasury is feeding into that.

Sir Tom Scholar: In the negotiation on the financial separation
agreement, the Treasury is leading that.

Bim Afolami: Bearing in mind the international context we have already
talked about, we have seen what is happening in the United States with
attempts to unwind QE and the impact that has had on both the economy
and Government borrowing. What do you think the effect of unwinding
QE would be on the cost of Government borrowing here in the UK,
assuming it is done in a broadly staggered, slow way, as opposed to an
abrupt halt?

Sir Tom Scholar: The first thing to say is that it will be the Monetary
Policy Committee that decides when and how to do that, because it will be
a monetary policy action. They have said on various occasions that they
would only start to think about doing that once interest rates got back to
what you might regard as a more normal level. A couple of years ago,
they said 2%. That is clearly some way off at this point.

You raised the example of the Fed. That is very instructive. It is the first
major central bank that has started to back out of these operations. The
way they have chosen to do so is by setting out very clearly and
transparently to the market ahead of time what they intend to do:
basically they are allowing maturing US treasuries to run off without
reinvesting the proceeds, and they have set a monthly limit and expect to
raise that over time. That is the way they have chosen to do it.

The Bank will have to decide how they want to do it, but it is important, as
I said earlier, to keep these two operations separate. The market needs to
know both what is coming at it in terms of supply from the DMO and also
the impact that the Bank’s actions are going to have more broadly. Quite
what the impact of that will be would depend on so many other things
happening at the time that it is not really possible to say. I think
transparency is the key concern here.

Geoffrey Clifton-Brown: Following on from that answer, doesn’t the fact
that we are still not really unwinding QE demonstrate that there are still
significant structural weaknesses in the UK economy?
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Sir Tom Scholar: The reason we have QE is because of the extremely low
interest rate environment and the inability of conventional monetary policy
to do its job under the inflation targeting regime when interest rates are
basically on the floor, at the zero bound. That is not just a UK
phenomenon, but very much a developed economies phenomenon,
although I would agree it is not a normal state of affairs and central
banks, just like finance ministries around the world, are hoping to see a
more normal financial and fiscal landscape emerging.

Luke Graham: I want to move the conversation on to assessing and
managing some of the risks. The NAO Report highlights the growing
number of ways to measure and report Government debt and borrowing.
That obviously adds to the complexity and produces transparency for a
lot of our constituents. With so many sources of information, how
confident are you that the Whole of Government Accounts capture the
overall risk picture for the Government?

Sir Tom Scholar: First, I agree that it is complicated. There are lots of
measures. They all measure slightly different things and they are used in
slightly different ways. The reason it is complicated is because it is
complicated! It is a complicated business.

What we have tried to do this year in the Whole of Government Accounts,
through the opening chapter, is something we had not previously done. I
should say that we did it very much in response to the recommendations
of the Committee and the NAO. We have tried to add that first chapter to
bring it alive and to explain to people what it is telling us at a point in
time, about trends over the last few years and what we can expect in the
future.

We would be very grateful for any feedback or suggestions of ways in
which we could improve that and make it more accessible to people. As
the Chair said at the beginning, the Whole of Government Accounts is not
just the most comprehensive presentation that we make of the
Government’s financial position, it is the most comprehensive that any
Government anywhere in the world makes. We really want people to use it
and inform themselves through it, because that leads to better public
debate.

As I said, we have tried to set out the different measures and how they
are used. At the very back of the document, we have set out a table and
some numbers that reconcile the numbers on the accounting standards
basis with the numbers on a national accounts basis. It is all very
complicated but we have explained it to the best of our ability.

Chair: Mr Bulmer, is there anything you wanted to add, as the person
who draws this together?

Ian Bulmer: Tom’s right, in that we made a real effort on this set of
accounts to really look at the performance—

Chair: Could you speak up? We are a long way away from you.
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Ian Bulmer: Sorry, I am fighting a cold. We made a real effort on the
2015-16 set of accounts to look at the performance report and streamline
it, to make it focus on what we thought were the key risks, issues and
movements that we should talk about. Perhaps just as importantly, we
tried to draw in some of those wider metrics that Tom talked about around
the fiscal measures and how the data relate to the figures that are in
WGA, just so that, when somebody is reading that report, they get that
much more rounded view of what the different metrics are telling them.

I don’t think we have the perfect report; there is more work we can do. As
Tom said, any suggestions from the Committee would be most helpful.
One of the areas we have really tried to focus on is around the pension
obligation. We have had a lot of feedback about how we explain what is
going on with the pension liability, and we have hopefully met some of the
Committee’s concerns on that front.

We will continue to improve that report over the years to try to build in
more of the information that is available elsewhere without necessarily
duplicating everything—that is an important point—but actually cross-
referencing with information that is available elsewhere and reconciling
those numbers to build that understanding. That is the important bit.

Chair: So in a way, it is looking at UK plc, not just the Government?

Ian Bulmer: Exactly.

Geoffrey Clifton-Brown: On that very answer, Mr Bulmer, how are you
using the Whole of Government Accounts to bring together other sources
of information that the Government have? For example, the ONS says net
liabilities were £1.5 billion, but your Whole of Government Accounts says
it is £2.5 billion, because you included pension liabilities, and equally with
OBR and affordability, excluding the discount on the long-term liabilities
you were talking about. How are you using the Whole of Government
Accounts to bring together all those sources of information?

Ian Bulmer: That's a question for my colleague.

James Bowler: The way I put it is that there are national accounts and
Whole of Government Accounts. The national accounts is a very timely
measure—it is updated every month—and we use it to budget. We can use
it to budget because you can work out what is going to happen and when,
and it is comparable with how you compare the UK to lots of other
Governments and countries around the world—public sector net
borrowing, flow and the stock of public sector net debt.

The Whole of Government Accounts is less timely—you might come to
that; we are trying our hardest—but it gives you a lot more information,
particularly on assets and liabilities. We use that less for the in-year
budgeting framework and more for fiscal risks. We also use that more for
looking at some of the questions that Sir Tom has been discussing about
what is coming down the track and what we should do to make sure we
are insulated as far as possible from fiscal risks in the future—are we using
our balance sheet and assets correctly? What are we doing about our
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liabilities and, indeed, our contingent liabilities? It is complicated, but it is
horses for courses. I hope that helps to explain it.

Luke Graham: To return to that point, Mr Bulmer, having worked as a
management accountant in my previous life for a corporate, I can only
imagine the challenge you have had, so all credit to you for that.

Chair: The compliments are flowing today. Other Departments will get
jealous.

Luke Graham: Are you linking with other public and private bodies to
help to explain the Whole of Government Accounts to the general public
and other interested parties, so they can use the information effectively
to interpret Government data and performance?

Ian Bulmer: Yes, we are. I think it is kind of in two halves. There is what
we are learning internally within Government from best practice
accounts—from what some of the other Departments are saying in their
own performance reports—and how we can reflect that in the Whole of
Government Accounts. We recognise that this is an area that we need to
do a lot more work on, but we are also starting to learn a lot more from
the private sector, in terms of how it explains what is also a complex
business for it in a relatively summarised way.

The answer is that internally we are doing a lot more learning from our
own departmental reports, and there is a little bit more that we can do to
work with external companies in terms of getting best practice from there.

Luke Graham: So am I right in saying that there is an internal process
taking place at the moment where you are trying to standardise a lot of
the internal management reporting as well, so information can be pulled
in on @ much more timely basis?

Ian Bulmer: Absolutely.

Luke Graham: Okay, great. This question is for Mr Bowler. We have the
introduction of the newer measure of public sector net financial liabilities,
in addition to public sector net debt and net borrowing. How can you
make sure those measures will be used consistently? Certainly, one of
the biggest challenges we have as politicians is that when debating and
discussing financial measures and budgets, you are constantly undercut
by other politicians—or you may undercut them—using different
measures. How can we ensure we have a bit of consistency so that we
can give the public some assurances about the measures that are being
used, and make sure that it is true news and not fake news?

Chair: There’s a challenge: stop politicians misusing numbers.

James Bowler: I'll try. There are two things that people mainly focus on,
and there is a handy chart on page 3 of the Whole of Government
Accounts, if you have it in front of you, which goes through them. There
are two ends. One has the national accounts, which would have public
sector net debt. The other has the full WG Accounts and net liabilities. The
addition of public sector net financial liabilities that you mentioned adds
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illiquid financial assets—things like student loans and some of the things
that we cannot immediately cash in. That gives us a slightly wider
definition. It shows you, for example, that if you have just sold a load of
shares, that helps public sector net debt, but it might not help public
sector net financial liability. I would suggest you focus on either end—
either national accounts or Whole of Government Accounts.

The one thing I would say, not least through the auspices of this
Committee, is that the balance sheet—the end with everything in; the
Whole of Government Accounts—is just much more part of the discussion
on financial and fiscal sustainability. If you look at your reports on clinical
negligence, on nuclear decommissioning and so on, Departments in their
own accounts are taking much more of a view now of that. The Whole of
Government Accounts has driven that and I think it is a move for the
good. But yes, there are different definitions.

Luke Graham: What I am trying to get to is that, to change behaviour
and better inform decision making within Departments and in the political
sphere, you think the public sector net financial liabilities measure would
be a more comprehensive measure when looking at all our liabilities? You
mentioned student loans; that obviously becomes an active part of the
political debate. I say this to you in terms of making sure that these
things are taken into account so we get a true picture and the public
does, too.

James Bowler: 1t is a more comprehensive measure. There is no
question about that. But we measure our fiscal rules on public sector net
debt, which is the slightly less comprehensive one. That is the one that is
internationally comparable. If you said, “How is the UK doing vis-a-vis
France on debt levels?” that is what you would use. I would not move off
public sector net debt to public sector net financial liabilities and cast
public sector net debt aside, if you see what I mean.

Luke Graham: Understood. Are there any moves for international
benchmarking on the public sector net financial liabilities? I am sure
some other states would have some very interesting information within
those, if they collect those figures.

James Bowler: Yes. There are some pretty big numbers in Whole of
Government Accounts. It is interesting that we are the country that
publishes it all and points out that there are liabilities of trillions of pounds
here. I think transparency is really important. We have had the IMF tell us
recently that on fiscal issues we are probably one of the most transparent
Governments around.

I take your point that we have the challenge not just to produce lots and
lots of complex figures but to explain them to Government, the public and
Parliament, and we need to rise to that challenge.

Luke Graham: To add another complexity, we have obviously seen the
rise of value being held in intangibles worldwide, especially with the
development of the economy. I know that at the moment you are
compliant with the international accounting standards on intangibles.
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Considering that, by some estimates, about 80% of the S&P 500 value is
held in intangibles, and a lot of that is not being captured within current
accounting standards, are there any moves happening in your
Department, or are you doing any work internationally, to try to capture
that value, to ensure that we are not missing out anything on the
Government’s accounts?

James Bowler: That was the perfect tee to ensure that I mentioned to
you that we announced in the Budget a balance sheet review. That is
using the data in Whole of Government Accounts precisely to ensure that
we are getting the best value for the balance sheet that we hold.

That includes more traditional things such as estate rationalisation and
perhaps pooling investments. One thing we particularly want to look at is
those intangibles. The Government, for example, itself produces a lot of
software. As you say, in the private sector that would be of very large
value, so we want to look at that. That balance sheet review—

Chair: You can see that by looking at the intellectual property aspect of
that can you?

James Bowler: Yes. That balance sheet review is a very good example of
not just publishing something but doing something with it.

Luke Graham: Just to move this on a little. The NAO Report identified
some of the Treasury’s work in strengthening the approach to evaluating
the balance sheet, as we have all complimented today. Sir Tom, how will
the Treasury embed the balance sheet group into the routine business
and ensure that the work of that group is going directly to inform decision
making?

Sir Tom Scholar: We are doing that now. The first way is through the
balance sheet review that Mr Bowler just talked about. That is going to
inform decisions over the next year, we hope across a range of
Departments, and we hope to find considerable savings from that
exercise.

That is one way; the other way is simply through the exercise of the
balance sheet group and the fiscal risk group that I mentioned earlier.
That brings together all of the relevant directors—not just directors of the
fiscal and economic groups but the public spending directors and the tax
directors. Everybody has the same information. It is fully integrated into
the work of the Department. They produce a monthly summary of fiscal
risk that goes to the management.

Chair: If I can follow up on that, earlier Mr Bowler raised clinical
negligence and nuclear decommissioning. These are liabilities that are
looming pretty large. Are there any Departments where there are
liabilities that you think they are not yet really understanding or taking
into account, where you want to nudge them harder and faster to
understand the wider financial picture?

Sir Tom Scholar: As you know, we have got a new system this year on
contingent liabilities. In the past, more or less, a Department that wanted
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to enter into a contingent liability, entered into it, informed Parliament and
informed the Treasury. Unless there was something particularly special or,
in the jargon, novel and contentious about it, it did not require Treasury
approval. That has changed. Now, any contingent liability has to be put to
the Treasury first. We stress-test it. We look at, first, is it necessary to
take it on? Could we could avoid or reduce the size of it in some way? How
is the Department going to manage it? How is it going to forecast it? How
are we going to keep a handle on it? We have been through 24 or 25 such
cases in the course of this year. In some cases, they have either been
considerably modified or withdrawn as a result.

Chair: Can you give any examples of ones that have been withdrawn?

Sir Tom Scholar: 1 don’t have any examples at my fingertips, and it may
be the case that I won’t be able to give them because they relate to
negotiations of commercial contracts.

Chair: I thought you might say that, but it was worth a try.
Sir Tom Scholar: 1 did ask.

Chair: What about ones that you have modified?

Sir Tom Scholar: Again, can I come back to you? If we can find some
good examples, we would like to give them to you.

Chair: It would be good to have some concrete examples. This goes back
to the point about people understanding this, including us. It helps us to
have some concrete examples to pinpoint what the benefits are of having
Whole of Government Accounts and this approach.

Luke Graham: It was great to hear about the monthly summary of risk
analyses coming through from the Departments. To put that against Mr
Bulmer’s comments about the inconsistency in the management accounts
being produced on a monthly basis, how far do you think Departments
have to go to get truly accurate risk information that you, at the centre,
will be 100% happy with? What is the percentage of accuracy in the
information you are getting at the moment, in terms of helping to inform
decision making?

Sir Tom Scholar: Let me give an overview, and then Mr Bowler might
want to add a bit. Just as we in the Treasury have devoted much more
attention to balance sheet issues over the last couple of years, not least as
a result of finding out more about it through the whole process of
preparing Whole of Government Accounts, I think it is fair to say that
Departments were devoting less attention in the past than they are now.
Of course, in our discussions with them at spending reviews and so on, we
require them to make provisions for liabilities, which leads naturally to
that conversation. What we are really hoping to do in the year ahead
through this whole exercise we have been talking about is to shine a much
stronger light on all this and challenge Departments further to improve
their ability to manage both their assets and liabilities. This is going to be
quite a big exercise over the next year.
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Chair: It sounds like that is going to be a lot of work. It will be interesting
for us when we see you next year.

Sir Amyas Morse: 1 am very much in favour of that exercise, but given
that you are looking at Whole of Government Accounts that are for the
year finishing April 2016, just how much actual decision making can
possibly be based on such out-of-date numbers? We are all sitting saying
how great they are and how much use you are making of them, but can
you explain a little more why they are actually useful to you if they are so
out of date?

Sir Tom Scholar: Some things change quickly in Government finance,
and some things change slowly.

Sir Amyas Morse: That sounds like a Nick Macpherson remark.

Sir Tom Scholar: I'm not sure whether that is a compliment. I will take it
as such.

Clearly some large liability that has emerged since then is not captured,
and there may be things that are changing or growing rapidly since that
date that we are not yet completely on top of and will find out more about.
We are going through the preparation now of last year’s accounts. A lot of
these things develop over time, and a snhapshot, even if it is 18 months
ago, is pretty valuable. In particular, because it pulls together information
from right across the public sector—it gives us a look across the board at
things we might not have otherwise picked up. I mentioned earlier the
question of foreign exchange and currency liability. Another example
would be the use of the estate—property rationalisation and so on. That
probably does not change rapidly, but that is an example of where even
out-of-date information is valuable.

Chair: James Bowler has something to add.

James Bowler: 1 have two examples of that. We have been in court with
Littlewoods on a tax liability case for 13 years. We won the case at the
Supreme Court at the start of November. I think HMRC estimated that,
with the immediate exposure and follow-on cases, that was a £17 billion
potential liability. That has been something on our risk register that our
fiscal risk group has been looking at for 13 years. On clinical negligence,
we saw the Secretary of State for Health’s welcome announcement earlier
this week about maternity safety. I think about 80% of clinical negligence
costs, at least for the Department of Health, are maternity-based, so you
can see that the exact number does not necessarily need to be exactly up
to date to know that you need to take great steps forward in those kinds
of areas.

Luke Graham: Just one point. Obviously, cash holdings and the balance
sheet are quite significant. We had the illustrative forecast for central
Government net cash requirement, as provided by the NAO, which saw a
significant change from the spring 2017 Budget to the autumn 2017
Budget. The cash requirement is up 17.7% for 2020 and 24% in 2021—
billions of extra cash required because of, as has been previously
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mentioned, the fall in productivity forecast. What kind of stress is that
putting on the Department, Mr Stheeman? Are we 100% confident that
we will be able to meet those cash obligations?

Sir Robert Stheeman: 1 suppose I have to say that you can never be
100% confident, because ultimately it is down to the market and not down
to us. Having said that—Tom referred to this earlier—if you think about
some of the increases that we saw 10 years ago, exactly this time 10
years ago we were in a position where we had started the financial year
with a gilt remit of £80 billion. That was revised in October to £110 billion.
It was subsequently revised in November to £146 billion. We ended that
year with £146 billion in March 2009 and started the following year
borrowing £225 billion. So if you think how within six months we had to go
from £80 billion to £225 billion, that gives you a sense of a couple of
things. One, which is critical for what we do, is that it is operationally
possible, although under pressure, and we were under pressure then.
Secondly and more importantly, it tells you something about the elasticity
of demand in the market, the flexibility of the market, has necessary to
respond. We cannot be 100% confident, but it is fair to say that, based on
past experience, you can draw some comfort from that.

Please see footnote.

Chair: I just want to go back to the issue about the relevance of the
Whole of Government Accounts. What resource would you need, Mr
Bulmer, to make sure you could get this together more quickly so it could
be more timely? Is it resource or is it just kicking the other Departments
into a speedier reaction?

Sir Tom Scholar: May 1 say something first? The two things that make
the preparation particularly complicated and affect the timetable are, first
of all, the need to incorporate all the local authority accounts and,
secondly, academy schools, of which there are a large number. They are
both currently on a financial reporting timetable of end of
August/beginning of September, so their accounts by definition are not
available until the autumn.

Chair: They have been brought forward from where they were.

Sir Tom Scholar: In the case of local authorities they are moving
forward.

Chair: Schools have moved forward.

Sir Tom Scholar: Schools are where they are. As far as I know, there is
no plan to change that. That is just a fact. It is very important that the
accounts are comprehensive in their coverage. That is the whole purpose
of them. Our intention, as you know, is to publish within a year, so we
would hope that the accounts for 2016-17 would be ready by the spring of
next year. Obviously this year we were a little late: we published in July.
The principal reason for that was the general election. Without that, we
would have been ready to go in April. We are targeting the end of the
financial year. We would like to improve on that in the future and get it by
the end of the calendar year. That is probably about as good as we are
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ever going to be able to manage, but we are dependent on, first, local
authorities and, secondly, the Department for Education, which have this
very difficult task—

Chair: So how long will it take before we can get them by the end of
December for the previous financial year?

Ian Bulmer: Sir Tom just set out the two remaining issues. There is a
point about whether we can just become a bit more efficient in the
Treasury, and I think we have probably reached the limit as to how quickly
we can do these accounts internally, so it is precisely those two issues that
are preventing the earlier publication. On the local government side, their
statutory deadline is the end of September, which is coming forward to
July in 2017-18. So from 2017-18 their accounts will get published three
months earlier, and that will enable us to bring forward the timetable.

Secondly, with academies, the Committee will be aware that this is the
first year that academies produced their sector report, with an August
year-end for 2015-16. That is still 13 months after their academic year-
end, which is an issue that we still need to deal with at WGA, but we are
hopeful that over the next year or two, now that we have the sector report
established, we can work with DFE and get that information into WGA on a
more timely basis. I cannot really give you a precise date, but we will
make staged improvements over the next couple of years, and by 2018-
19, assuming local government—

Chair: So assuming all those things, it could be by the end—

Ian Bulmer: Assuming they happen, 2018-19 could be an aspiration for—

Chair: That is a stretch target.

Ian Bulmer: 1t is a stretch target, yes.

Chair: Do you need any powers to get academies and local authorities to
fall in line? Is it about that or is it just practical?

Ian Bulmer: We have the legal powers already. It is more about the
practicalities of dealing with 5,500 or 4,500 academies.

Chair: What about using the accounts to break down spending by region
or nation? Is that something you are looking to do?

James Bowler: You asked about that last time, and you challenged us to
do it. What we have done is make a link to the public expenditure
statistical analysis, which does break spending down by region. We have
reconciled—I think it is on page 8—the categories in PISA into that. We
have done a reconciliation between Whole of Government Accounts and
PISA, which publishes things by region and country. To be honest with
you, if we actually got all 6,000 of these accounts to tell us all the
information they do regionally—each academy tells us where they
purchase all their things from by region—that is a very large undertaking.

Chair: Short of that, surely you could get more broad-brush information
at least?
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James Bowler: 1 think that is a fair challenge. What we should do for the
next time is show spending by region, which is what we publish every
September, and try to reconcile between those two, which I hope would be
a step forward.

Chair: I think you get a sense from around the table that we think that
would be a good idea, but you will have to wait for our report before we
make it a final—you are halfway there.

Luke Graham: I have one quick question, which I may have missed when
you were speaking earlier. Mr Bulmer, on the timeline to bring the
internal management accounts and the internal risk analysis up to the
standard that Sir Tom was talking about earlier, what is the deadline for
that? We heard it for the Whole of Government Accounts and their
production, but for the internal information, to help with the decision
making—

Ian Bulmer: You mean for departmental accounts?

Luke Graham: Yes.

Ian Bulmer: For central Government, they have an administration
deadline of July. For local authorities, as we said earlier, it is September.

Luke Graham: Is that the same for the internal management accounts—
the monthly risk assessments that were referred to—to get their accuracy
up? Is there a deadline? You said there is quite a big programme of
change taking place. Is there also a deadline to deliver that?

Ian Bulmer: There is a whole monthly programme of data, management
information returns, from the Departments. I do not know the exact date,
but it is something like working day five or six of a month that we get that
information in.

Luke Graham: So it is performing to working day five or six already?

Sir Tom Scholar: Can we check that? I cannot recall, so let me check
that and come back to you.

Luke Graham: Absolutely, that is fine. One final observation from me.
From the NAO Report, we saw some quite big differences between the
UK’s performance and our comparable neighbours. On public debt,
Germany’s is about half of ours; on private debt, Ireland’s is considerably
higher than ours—I think it is 422% of their GDP. The question may be to
you, Mr Bowler: what does “good” look like for us? Are we looking at a
floor and a ceiling on public and private debt respectively, because they
are between comparable nations? As we go through the Brexit discussion
and the UK is put more into a European and broader international
context, it would be great to be able to say where we are performing and
what good looks like, for our country at least.

James Bowler: 1 would say two things. I think those two examples reflect
the housing market in each of those countries—certainly on the private
side. On the public side, I think the permanent secretary has set out what
we want to do, and the Government’s position is that debt is too high and
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they want to reduce it. On the private side, the key thing to look at is
unsecured debt—debt that isn't backed by an asset—and we have a
mechanism to do that. I cannot give you a band. We have a target to
reduce public sector debt; I am not aware of a target level for private
sector debt.

Chair: Okay, we will come back to some of those issues.
Bim Afolami: Mr Ackerley, you have been very patient over there.
Chair: You thought you were getting away with it!

Ian Ackerley: Yes I did, actually. I was rather hoping I would get a free
run, but there we go.

Bim Afolami: How cost-effective do you think NS&I is?

Ian Ackerley: 1 think we are very cost-effective. I would point, first of all,
to two tables in the Report that show the effective interest rates
comparing gilts to NS&I. I think you see a comparison there over the last
three years of about 3% on gilts and about 1.5% for NS&I. I think that
shows one measure of it. There are a couple of other things to look at, one
of which is our value indicator. We have to be very careful with the value
indicator. It is an indicator—an indicative measure. The objective of that is
to try to compare the cost of raising debt financing through ourselves as
opposed to through the gilts market. You will see from that that last year
it was £74 million, and over the last few years we have successively raised
significantly more than that. I think that gives you an indication that we
can do it. We are obviously constrained to a degree by needing to balance
the interest of the taxpayer, offering a fair return to our savers, but also
the general stability of the sector.

Bim Afolami: Is that not the difficulty when you look at vyour
organisation? Because the better a deal the investor gets, on some level
the worse deal the taxpayer gets, albeit recognising the obvious point
that the investor is a taxpayer too. Is that not the tension at the heart of
your organisation?

Ian Ackerley: Absolutely.

Bim Afolami: Do you think that you have the right balance? Are you in
the right spot? The reason I ask is because the 65-plus guaranteed growth
bond—I have a few years before I get to do this—was “the biggest selling
retail financial product in Britain’s modern history". Something would tell
me that if it was such a big hit, maybe it was too good a deal.

Chair: Mr Ackerley, I think you were at Virgin Money before, is that right?
It would be interesting to know if Virgin Money would have delivered such
a product.

Ian Ackerley: 1 will leave that to Jayne-Anne Gadhia and the Virgin
management team to answer that question. The answer is that we have to
distinguish here between a few different activities that NS&I does. We
have a core remit, which is raising cost-effective financing for
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Government, and we very carefully monitor the value we are adding, et
cetera. There is another activity, which is delivering what we call policy
products on behalf of the Treasury, and 65-plus was a good example of
that. That was a product developed in response to a request from the
Treasury. The Chancellor explicitly wanted something that would reward
savers who were aged over 65, and therefore its policy objective was
about rewarding those people and providing them with an attractive
product. To be very explicit, that didn’t appear in the value indicator score
for NS&I, because it was such an attractive product for the consumer. In
those situations, we are balancing a slightly different equation.

Bim Afolami: How much influence—

Sir Tom Scholar: Sorry, could I just add something? It was explicitly
scored in the Budget as a policy measure with the expected cost to the
Government, so it was taken outside NS&I’s remit in that way.

Bim Afolami: I see. So it had a spend next to it. Is it in that table in the
Budget?

Sir Tom Scholar: 1t's in the table in the Budget, yes.

Bim Afolami: What was the cost of it in the Budget? I can’t remember
what it was.

Chair: You might not be able to remember right now. If you can’t—

Ian Ackerley: 1 do not have the number to hand, but I can let you have
it.

Chair: If you want to write to us—
Ian Ackerley: We'll write to you with that number.
Chair: Well, we can probably look it up.

Bim Afolami: That’s fine. I'll probably look it up. It's okay.

What you are saying, if I am right, is that there are two types of NS&I
product. You get the ones that are the real policy ones and then the
normal ones. Is that right?

Ian Ackerley: Yes, broadly speaking, that is the way it works. We have a
suite of established products, such as premium bonds, which have been
around for 60 years, and the other side of it is the policy products. Most
recently, this year, we are delivering the investment guaranteed growth
bond, which is another policy product, on behalf of the Treasury.

Bim Afolami: On that, to what extent does it pose a challenge to you to
stay within your remit and not distort the market? Being a good
Conservative, I don't like things that distort markets. To what extent
does that pose a challenge?

Ian Ackerley: We are very explicit at the start of each year in publicising
how much we are planning to raise overall. It is publicised usually as part
of the April Budget. It will get released again as part of some event in the



Q92

Q93

Q94

Q95

HOUSE oF COMMONS

spring. So we flag that to the market. That enables our competitors to be
very clear on how much we are looking to raise in the next 12 months. So
we try to manage that, and we monitor constantly where we sit in the
market and keep very aware of what we might do to others.

Bim Afolami: Let me take what you have said in the round. Would you
see it as a success or a failure if, for example, in five years’ time we were
sitting here and NS&I occupied a much larger share of the retail market?

Ian Ackerley: That is very difficult to say, because so many factors come
into it. It is worth saying that in 2000 our market share was over 12%;
today our market share sits at less than 9%, so our market share has
fallen quite considerably during that period.

Bim Afolami: Say that went up to 15%, not necessarily as a deliberate
policy aim—say, it was just where you were after five years of various
things going on. Do you think that would be a success or a failure for
you?

Ian Ackerley: Obviously, in terms of growing the business, it would be a
success. I think the critical thing here, though, is that we would be doing
that only if we felt it was the right thing for the market, as well as for the
customers, as well as for the taxpayer. We would get to that stage only
through a very careful process of evaluation, so it would be done very
deliberately. We would not allow that to happen on an accidental basis.

Sir Tom Scholar: May 1 just add one thing? My recollection is that in
2008-09, National Savings saw a very considerable inflow of funds without
doing anything to its interest rate—

Bim Afolami: That makes sense—it was a flight to safety.

Sir Tom Scholar: Because it was a flight to safety and it was guaranteed.
If T remember correctly, we did get plenty of complaints at the time,
particularly from smaller savings institutions—building societies, co-
operatives and the like—and National Savings took action to reduce the
inflow, precisely because of its concern for the health of the market
overall.

Chair: I want to pick up on a couple of points. Earlier, permanent
secretary, you referred to the OBR’s “no Brexit” counterfactual, which is
that if money is not going to Europe, it is going to be spent on other
things. How confident can you be about making that assumption prior to
the final deal being hammered out in Brussels?

Sir Tom Scholar: To clarify, are you referring to what the financial
settlement might be? Well, let me try to answer and then you will tell me
whether I have answered the right question. What they are doing is to
say, first of all, they do not know what the financial settlement will be.
Secondly, they do not know what the future relationship will be and
whether it will involve any future financial relationship. You can easily give
examples of where it would, and you can easily give examples of where it
would not and they do not know. I think—it is slightly presumptuous of me
to speak for them, but they are not here—that it is a neutral assumption,
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in that that is money we are currently paying. In the future, it seems
almost completely certain that we will be paying less than we currently are
because we will not be a member of the EU.

Chair: Yes, but we might be paying more to do certain things because we
are having to change our procedures, trade arrangements, customs
systems and so on to deal with Brexit. How confident are you in the
assumption that the money being spent on Europe now could be spent
directly on other services, rather than just on the new things we might
have to do as a result of Brexit?

Sir Tom Scholar: They are trying to do a slightly different thing, which is
to look at a medium-term assumption. They are not trying to forecast how
much it will cost to—

Chair: So what would you say is the point at which we might get that
Brexit dividend, where money that would have gone to Europe is instead
coming into the Exchequer and being spent on public services or
whatever the Government of the day decide to do with it, rather than
being absorbed by the changes that will need to take place to deal with
Brexit?

Sir Tom Scholar: The main thing that will decide that will be, first, the
level of the financial settlement and, secondly, the timetable over which it
is to be paid, which we were discussing earlier.

Chair: So no dividend in the next three years. Would you hazard that?

Sir Tom Scholar: 1t depends what—I am sorry to keep going back, but
this is being negotiated right now in Brussels.

Chair: Well dodged. We shall be watching. I suspect it is not in the next
three years at least, but we will leave that, and our sister Committees will
be following that too. One of you mentioned intellectual property and in
particular IT projects. Is intellectual property generally something you are
looking at analysing more effectively through your work, to persuade
Departments to analyse more effectively? That is a huge potential benefit
to Government. I remember the Home Office science team doing a lot of
innovative work, and that is sort of lost to the Exchequer. If it was a
private company, they would be holding it tight and getting the value.

James Bowler: The answer is yes, and that is one of the areas that the
balance sheet review we announced as part of the Budget is going to look
at, particularly where there is a set of software issues.

Chair: Particularly software. Is anything else being developed in MOD or
Home Office?

James Bowler: MOD certainly has a whole set of those intangibles. Let us
do the review and come back to see where we get to.

Chair: We will earmark it as a question for next year.

Caroline Flint: The NAO Report focuses on Government borrowing, but it
notes that private borrowing is also very high, with consumer debt rising



Q102

Q103

HOUSE oF COMMONS

at 10% per year, while household incomes have only been rising at 2%
per year. That is quite interesting, given that we are almost at full
employment levels. You would think that would put a pressure on
bringing wages up and people having more in their pocket, to not rely on
personal debt. How worried are you that higher private indebtedness
poses a greater risk to the economy than Government borrowing?

Sir Tom Scholar: We have set up a body—the Financial Policy
Committee—at the Bank of England to look precisely at that and other
financial stability risks. They are the people who primarily are looking at
this. A Treasury senior official is a member of it, so we get full visibility,
and you get visibility because they publish their reports after each
meeting. Their conclusion is that yes, it is high; it is high historically and
quite high compared with other countries. They have been concerned in
particular by the growth in unsecured consumer lending and have taken
various actions in the last few months to try to dampen that down a bit.
They do not see it as an immediate cause of alarm, in part because of the
very low debt servicing costs in a very low interest rate environment, but
if it continues to grow, we would expect them to take further action, and
they have a number of tools at their disposal to do that.

Caroline Flint: It is quite worrying that some measures of private debt
have risen back to pre-crisis levels. It is a sign of an unhealthiness in the
economy that, although we have more people in work, which is a good
thing, the income that they are getting does not meet what they expect
to have as consumers in terms of a decent way of life. Add to that the
number of people who are in work but increasingly reliant on Government
back-up support while they are in the workplace, on going to food banks
and everything else they might be doing, and on possibly taking out loans
elsewhere that add to their insecurity, and it is a worrying picture, isn't it,
against the background of low levels of productivity that we continue to
have.

Sir Tom Scholar: 1t is certainly the case that real incomes are suffering a
squeeze at the moment, not least because of the rise in inflation. We hope
and expect that that will now start to come down, but because inflation is
higher than wage increases, that is putting a squeeze on people’s
disposable income. I am sure that that is one of the explanations for what
is happening here. The central message of the Budget was the need to
improve productivity—precisely to improve real earnings. We completely
recognise the urgency of that.

Caroline Flint: What would be the top two changes that you would make,
or think should be made through the Budget, to increase productivity?
We borrow money and part of that borrowing is to invest in areas like
infrastructure or whatever it may be, but it seems so far that
Government borrowing over the last seven years or so has not
contributed to changing that picture. Now borrowing will increase again.

Sir Tom Scholar: 1t is certainly true that the poor performance of

productivity in the last few years has definitely been one of the most
disappointing features of the UK’s economic performance. In the Budget,
in the industrial strategy, we set out the areas where we think we need to
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focus: infrastructure, investment, long-term capital to support new
technologies, skills and transport. They are all things that we think will
change the productivity position, if we can make a sustained effort on
them. But as I said earlier, that is not something that will happen
immediately; it is bound to take some time.

Chair: We will no doubt delve into that further. On the issue of personal
indebtedness, will the WGA begin to analyse the risk of the interest-only
mortgage? For many people, it is the only way they can afford a home
but it means that once people reach the end of the mortgage term, they
have no asset—no home. That will potentially put demands on all sorts of
parts of the public sector. Is that on your horizon and in your planning?

Sir Tom Scholar: In terms of the financial stability issue, it would be
done through the machinery that I have described before. In terms of its
impact on living standards and the public sector more broadly, that is
something that we would certainly look at. We would also want to talk to
our colleagues at the DWP because often—

Chair: It is a looming liability that there are people who only pay the
interest on their mortgage. They will never have somewhere to live
afterwards and they will then go to the DWP, as you rightly highlight,
needing support at that point. Has anyone quantified that risk?

Sir Tom Scholar: 1 am not aware of any figure or study to quantify that,
but it is something we should certainly be looking at.

Chair: Will you be looking at that?
Sir Tom Scholar: Yes, and again, I can come back to you on that.

Chair: Okay. If you can come back to us with more detail, we will be very
pleased to see it. Before I move on to Geoffrey Clifton-Brown, on
maternity safety, which you mentioned Mr Bowler, we have looked at
clinical negligence on this Committee for some time now. Was the
announcement on maternity safety a direct result of the issues around
clinical negligence? It was very much focused on the needs of parents,
which is absolutely right, but was that a driver in formulating that policy
and was the Treasury involved in that at all?

James Bowler: No, I don't think it was. The Treasury has been involved
with clinical negligence and the Department of Health for a number of
years. There is a cross-Government group and a £250 million maternity
fund. The answer is that greater maternity safety is a core measure of a
good health service. They have a target to reduce stillbirths, and it was
brought forward from 2030 to 2025 by the Secretary of State. That is a
good example of how investment in that kind of area will also reduce
clinical negligence. I am not sure about the figure, but I think about 80%
of the Department of Health’s clinical negligence costs are maternity-
based, so it was not that the Treasury forced the Department of Health to
do it.

Chair: So there is a double dividend: a better deal for the parents, but
also potentially for the public purse.
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James Bowler: Correct.

Geoffrey Clifton-Brown: Sir Tom, may I ask you a couple of questions
on growth, which is a fairly critical element of the economy? The Budget
numbers show that the trend of reduction in growth is continuing,
unfortunately. The OBR forecast evaluation report in October stated at
paragraph 1.16 that “business investment has been very weak since the
crisis. Business investment today is just 5 per cent above its pre-crisis
peak almost a decade ago; in contrast, a decade after the 1980s and
1990s recessions, investment was 63 and 30 per cent higher than the
pre-recession peaks respectively.” Does this structural weakness of the
economy worry you, in terms of the rates of growth?

Sir Tom Scholar: Yes, we are very concerned. As I said, a major feature
of the Budget was a set of measures to address the UK’s productivity
performance. I suspect that one of the reasons—perhaps even the main
reason—for the difference in performance in recovery between the
recession now and those in the ‘80s or ‘90s is that the last recession was
caused by a major crisis in the financial sector and banking. It has also
been the experience in other countries that investment recovers
particularly slowly from that kind of episode. Having said that, it clearly
needs attention and we will do what we can to address that.

Geoffrey Clifton-Brown: Private sector investment is very low and
Government investment is also fairly low: we invest about 2% of GDP, or
£90 billion, which is much less than many of our main rivals. Has
austerity meant that we have cut spending in the wrong areas—things
like investment and infrastructure? Has that had an effect on growth?

Sir Tom Scholar: During the period of fiscal consolidation, of course there
were effects on budgets across the board. I cannot remember the run of
figures on Government investment, but we certainly set out plans in this
Budget and in last year’s autumn statement to increase it in the years
ahead. That includes quite an ambitious target for increasing spending on
research and development, another area in which historically we have
tended to lag behind others. Thinking back, my sense is that Government
spending, both on investment in general and on research in particular, has
tended to be lower than in other major economies over a run of decades;
it is not particularly a phenomenon of the last few years.

Geoffrey Clifton-Brown: No, but could one of the factors that explains
why the trend in growth is declining be because Government is not
spending enough on investment? As you indicated, investment takes
quite a long time—sometimes many years—to have an effect.

James Bowler: The only thing I would add is that Government
investment capital spending is at a historic high—the highest level for
quite some years. The Chancellor has made an intervention with NPIF—the
National Productivity Investment Fund—and they are actively trying to
change that situation.

Geoffrey Clifton-Brown: The final question is whether, given the trend
of slowing growth, the figures you started with at the beginning of this
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session for repayment of total debt are achievable over the period to
2021.

Sir Tom Scholar: In the best view of the OBR, those figures for the public
finances are based on that projection for the economy. Any forecast is
uncertain and things can turn out differently, but their view is that, given
the growth of projection that they are expecting, that is where they see
the public finances going. I think what the Government will try to do, and
has set out the industrial strategy this week, is improve on that and
surprise on the upside by taking a range of measures that will strengthen
productivity, improve growth and bring the debt down more quickly.

Geoffrey Clifton-Brown: Do you think this slowing of growth is a
temporary phenomenon possibly caused by Brexit, or do you think it is
now a more permanent feature of the economy?

Sir Tom Scholar: 1In the report prepared by the OBR, they are quite clear
in saying that this is driven by productivity. They have a rather good chart
in the report—it is very interesting—that shows productivity growth pre-
crisis and since crisis, and then the successive projections they have made
every six months in that time. They kept expecting—they were not the
only ones; plenty of people did—productivity to pick up its previous trend,
and it has not happened. They have now made the assumption, which I
think is a prudent one, that that is not about to happen. They still have
some recovery pencilled in, but it is very much a structural medium-term
phenomenon, rather than a temporary or cyclical one.

Chair: I have one final question about the Brexit funding packages that
are available to Departments. In some circumstances, Departments may
have to request a ministerial direction to get the money. In what
circumstances would you at the Treasury require a ministerial direction
for that money to be spent?

Sir Tom Scholar: This is an important issue but quite a technical one,
and it all relates to proper authority for spending money. A Department
can only spend money if it has been voted by Parliament and if it has legal
authority to spend it. Then of course there are questions of value for
money and so on. This is explicitly not a value-for-money issue; it is about
the proper legal or parliamentary authority.

There are a few areas of spending where a Department is, in the future,
going to need to take on a function that is currently taken on by somebody
else—for example, some European agency. A Department might need to
start spending money now in order to ensure they are ready by March
2019 but do not currently have legal or parliamentary authority. In a
number of cases, they will get that authority once the EU (Withdrawal) Bill
is on the statute book, but that is some months down the track, and they
might need to spend the money now.

We wrote round to all accounting officers to set this out. In those quite
limited circumstances, the solution is a direction from the Secretary of
State in which there is a transparent exchange of letters where the
accounting officer says, “I need to spend this money on this service, but I
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don’t have legal authority to do so,” and the Secretary of State says, “Yes,
you do need to.”

Chair: Those narrow circumstances—we heard this from Clare Moriarty at
DEFRA—are the only ones in which you would accept a ministerial
direction.

Sir Tom Scholar: Yes, and DEFRA is one of the Departments most
affected.

Chair: With so much of its business in Europe.

Caroline Flint: I understand that earlier on today, the head of HMRC, Jon
Thompson, told the Exiting the European Union Committee that it will
cost HMRC more than £1 billion over the next five years because of the
5,000 new staff who will have to be hired in preparation for Brexit. Do
you concur with that assessment? In the light of the Chair’s earlier
guestion, given that HMRC seems to be quite clear about what it will have
to do to prepare for Brexit and how much it will cost, how quickly will we
have the information I just outlined from other Departments on the costs
for them and what that will mean in real terms, in terms of staff or other
resources they will have to find?

Sir Tom Scholar: 1 have not seen his precise remarks, but it sounds,
from what you quote, like he was making his assessment of what the cost
will be over a number of years. I have no reason to think he is wrong
about that, but that is not the nature of the discussion we are now having.
With HMRC and other Departments, we have already assessed what they
need in terms of additional funding this year, 2017-18, and we have
allocated £700 million to the Departments most concerned, including
HMRC. Now that the Budget is done, we are starting immediate
discussions with them about what they are going to need in 2018-19.
There is £1.5 billion available for that, and I am quite sure HMRC will be
one of the Departments that needs additional funding, because as he said,
they have a big job on their hands. We are in a constant round of
discussions with the spending Departments most affected by the need to
prepare for EU exit, and we will make sure they have the funding they
need when they need it.

Chair: Will the next Whole of Government Accounts have a line that
explains, so that we can all see transparently, how much Brexit is costing
in terms of money being put into Departments to deal with it?

Sir Tom Scholar: First of all, the next Whole of Government Accounts will
cover the year 2016-17, so that will be a rather small number. In terms of
transparency, we are just entering the usual round of supplementary
estimates, which will include the money agreed for this year for reserve
claims, including those related to Brexit, which obviously will be voted by
Parliament in the usual way. We would expect a very high degree of
parliamentary interest in the money to be allocated in 2018-19 and
beyond, and I am sure we will be disclosing it one way or another well
ahead of the Whole of Government Accounts.

Chair: It would be very helpful to have a line in the WGA that clearly lays
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that out. We talked earlier about this being more easily understandable
by the general public. I am sure the National Audit Office will be crawling
over all this, but it would be helpful if it was offered up in a spirit of
openness by the Treasury.

Sir Tom Scholar: 1 am not sufficiently nimble to know exactly how the
application of the standards would then—can I appeal to the Comptroller
and Auditor General, who is very expert in how Government accounts are
prepared?

Sir Amyas Morse: Let's wait and see what happens, and I will do my
best.

Chair: We won't let this one go, and nor will our sister Committees.

Thank you all very much for your time. We are well aware that we have
just had 10 hours of highly paid Treasury officials’ and other finance
officials’ time. We appreciate that and your preparation. We think the
Whole of Government Account is an extremely useful tool for Government.
You have heard our concerns about it, and I think you share a number of
those. We will publish our uncorrected transcript on the website in the
next couple of days, and our report will be out in due course; I cannot give
you an exact time. We look forward to seeing you again, no doubt very
soon.

Footnote -Q71: Clarification made by witness. In answering Q71 Sir
Robert Stheeman said “If you think about some of the increases that we
saw 10 years ago, exactly this time 10 years ago”..when referring to the
increase in the borrowing requirement following the bank bailout
operations conducted by the Treasury.

He meant - “exactly this time of year”, as the increase came at the
autumn fiscal event in 2008. That was of course nine years ago (not 10 as
he may have said).

Witness would like the clarification to be “If you think about some of the
increases that we saw around 10 years ago, exactly this time of year [9
years ago]”.



