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Does the UK need a Òscal rule?
 Tejvan Pettinger  March 11, 2016 (http://www.economicshelp.org/blog/16901/debt/does-the-uk-need-a-

鋕scal-rule/)   debt (http://www.economicshelp.org/blog/category/debt/)

Fiscal rules are attempts by the government to limit public sector debt and annual borrowing
to certain criteria. For example, a simple 鋕scal rule might state a government should have
maximum annual de鋕cit of 3% of GDP. Alternative, the government may plan to run zero
de鋕cit over the course of the economic cycle.

Generally, economists are sceptical of 鋕scal rules – especially those that are lacking in
蹤售exibility. The reason is that in economic downturns – with falling private sector spending –
public sector debt can provide a counter-balance to falling demand in the economy.

If we have a fall in private sector spending (and fall in private sector debt) – then attempts to
reduce government debt, at the same time, could cause a steep fall in demand – and be
counter-productive to goal of reducing debt to GDP (See also: Is austerity counter-productive?
(https://www.economicshelp.org/blog/5268/economics/is-austerity-self-defeating/))

If we look at the history of UK debt in the Twentieth Century, there have been many occasions
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If we look at the history of UK debt in the Twentieth Century, there have been many occasions
when the UK has broken potential 鋕scal rules, but – on its own – this has been a poor indicator
of economic performance. Periods where the UK have strived to run budget surplus, e.g.
1920s (https://www.economicshelp.org/blog/5948/economics/uk-economy-in-the-1920s/) was
a decade of low growth, high unemployment and de蹤售ation.

The UK has rarely followed 䉏넗scal rules

Often forgotten, UK post war debt broke many potential rules. Yet it was consistent with a long
period of economic expansion.

The interesting thing about UK post war debt is that debt to GDP fell – despite the UK very
rarely having a budget surplus.

Danger of cherry picking

There is always a danger of ‘cherry-picking’ and pointing to a period of rising debt and poor
economic performance (and vice versa). There are circumstances when rising budget de鋕cits
would be inappropriate and damaging to the economy. The corollary of running budget
de鋕cits in economic downturns is running current surplus in boom periods. Though running a
current budget surplus doesn’t mean you can’t borrow to fund public sector investment

Economic theory behind debt and 鋕scal rules
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Why is austerity politically popular?
(https://www.economicshelp.org/blog/5350/economics/why-austerity-is-politically-popular/) –
One issue is that from an economic perspective it can make sense to borrow for investment
and borrow in a downturn. But, in recent decades there has been a strong ‘fear’ of debt.
Keynesian economics is not necessarily a vote winner.

How much can the government borrow?

 

Past several years in the UK – Higher debt, but lower bond yields – this shows the relationship
between debt and bond yields is not straight forward. Many might expect it to be the other
way around. See relationship between debt and bond yields
(https://www.economicshelp.org/blog/5604/economics/uk-bond-yields-explained/)
There is no straight forward answer to the question of how much a government borrow, but
these are some of the factors which will in蹤售uence – how much can government borrow?
(http://econ.economicshelp.org/2009/01/how-much-can-government-borrow.html)

External link

A much better 鋕scal rule (http://mainlymacro.blogspot.co.uk/2016/03/a-much-better-
鋕scal-rule.html) – Mainly Macro a good read to understand the politics and economics of
鋕scal rules in the UK.
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UK national debt (https://www.economicshelp.org/blog/uk-economy/uk-national-debt/)

This entry was posted in debt (http://www.economicshelp.org/blog/category/debt/). Bookmark the permalink

https://www.economicshelp.org/blog/5350/economics/why-austerity-is-politically-popular/
https://www.economicshelp.org/blog/5604/economics/uk-bond-yields-explained/
http://econ.economicshelp.org/2009/01/how-much-can-government-borrow.html
http://mainlymacro.blogspot.co.uk/2016/03/a-much-better-fiscal-rule.html
https://www.economicshelp.org/blog/uk-economy/uk-national-debt/
http://www.economicshelp.org/blog/category/debt/
http://www.economicshelp.org/blog/16901/debt/does-the-uk-need-a-fiscal-rule/


12/07/2016 Does the UK need a fiscal rule? | Economics Help

http://www.economicshelp.org/blog/16901/debt/does­the­uk­need­a­fiscal­rule/ 4/8

← Economics e膈뗠ects of the UK leaving the European Union

(http://www.economicshelp.org/blog/16766/euro/economics-

e膈뗠ects-of-the-uk-leaving-the-european-union/)

Investment in UK – Business and Public Sector →

(http://www.economicshelp.org/blog/6380/economics/investment-

in-uk-business-and-public-sector/)

Comment

Name *

Email *

Website

This entry was posted in debt (http://www.economicshelp.org/blog/category/debt/). Bookmark the permalink

(http://www.economicshelp.org/blog/16901/debt/does-the-uk-need-a-鋕scal-rule/).

Leave a Reply

Your email address will not be published. Required 鋕elds are marked *

Post Comment

Get Economics Help
(https://www.economicshelp.org/shop)

See all our Revision Guides (https://www.economicshelp.org/shop)

New Revision Guides for 2016/17 exams

(https://www.economicshelp.org/shop/revision-guide/)

 
A-Level revision guide (https://www.economicshelp.org/shop/revision-guide/)  

http://www.economicshelp.org/blog/16766/euro/economics-effects-of-the-uk-leaving-the-european-union/
http://www.economicshelp.org/blog/6380/economics/investment-in-uk-business-and-public-sector/
http://www.economicshelp.org/blog/category/debt/
http://www.economicshelp.org/blog/16901/debt/does-the-uk-need-a-fiscal-rule/
https://www.economicshelp.org/shop
https://www.economicshelp.org/shop
https://www.economicshelp.org/shop/revision-guide/
https://www.economicshelp.org/shop/revision-guide/


12/07/2016 Does the UK need a fiscal rule? | Economics Help

http://www.economicshelp.org/blog/16901/debt/does­the­uk­need­a­fiscal­rule/ 5/8

A-Level revision guide (https://www.economicshelp.org/shop/revision-guide/)  

£9.50

First exam 2017

OCR, Edexcel, AQA

(https://www.economicshelp.org/shop/as-revision-guide/)

AS-Level Revision guide 
(https://www.economicshelp.org/shop/as-revision-guide/) £5.00

First exam 2016

OCR, Edexcel, AQA, WJEC

Model essays

(https://www.economicshelp.org/shop/a2-essays/)

 
Model A2 essays (https://www.economicshelp.org/shop/a2-essays/)  

£8.00

Suitable for all main boards OCR, Edexcel, AQA

 

(/shop/as-essays/)

Model AS essays 
(/shop/as-essays/) £7.00

Suitable for all main boards - OCR, Edexcel, AQA

a-level (http://www.economicshelp.org/blog/tag/a-level/) amazon (http://www.economicshelp.org/blog/tag/amazon/)

austerity (http://www.economicshelp.org/blog/tag/austerity/) balance of payments

(http://www.economicshelp.org/blog/tag/balance-of-payments/) banks

(http://www.economicshelp.org/blog/tag/banks/) bene鋕ts (http://www.economicshelp.org/blog/tag/bene鋕ts/)

borrowing (http://www.economicshelp.org/blog/tag/borrowing/) business
(http://www.economicshelp.org/blog/tag/business/) China

(http://www.economicshelp.org/blog/tag/china-2/) debt

https://www.economicshelp.org/shop/revision-guide/
https://www.economicshelp.org/shop/revision-guide/
https://www.economicshelp.org/shop/as-revision-guide/
https://www.economicshelp.org/shop/as-revision-guide/
https://www.economicshelp.org/shop/a2-essays/
https://www.economicshelp.org/shop/a2-essays/
http://www.economicshelp.org/shop/as-essays/
http://www.economicshelp.org/shop/as-essays/
http://www.economicshelp.org/blog/tag/a-level/
http://www.economicshelp.org/blog/tag/amazon/
http://www.economicshelp.org/blog/tag/austerity/
http://www.economicshelp.org/blog/tag/balance-of-payments/
http://www.economicshelp.org/blog/tag/banks/
http://www.economicshelp.org/blog/tag/benefits/
http://www.economicshelp.org/blog/tag/borrowing/
http://www.economicshelp.org/blog/tag/business/
http://www.economicshelp.org/blog/tag/china-2/
http://www.economicshelp.org/blog/tag/debt/


12/07/2016 Does the UK need a fiscal rule? | Economics Help

http://www.economicshelp.org/blog/16901/debt/does­the­uk­need­a­fiscal­rule/ 6/8

(http://www.economicshelp.org/blog/tag/china-2/) debt
(http://www.economicshelp.org/blog/tag/debt/) de蹤售ation
(http://www.economicshelp.org/blog/tag/de蹤售ation/) economic growth

(http://www.economicshelp.org/blog/tag/economic-growth/) economics

(http://www.economicshelp.org/blog/tag/economics/) elasticity (http://www.economicshelp.org/blog/tag/elasticity/)

environment (http://www.economicshelp.org/blog/tag/environment/) EU

(http://www.economicshelp.org/blog/tag/eu/) euro (http://www.economicshelp.org/blog/tag/euro/)
euro crisis (http://www.economicshelp.org/blog/tag/euro-crisis/) europe

(http://www.economicshelp.org/blog/tag/europe/) exchange rates
(http://www.economicshelp.org/blog/tag/exchange-rates/) 鋕nance

(http://www.economicshelp.org/blog/tag/鋕nance/) government spending

(http://www.economicshelp.org/blog/tag/government-spending/) graphs

(http://www.economicshelp.org/blog/tag/graphs/) greece (http://www.economicshelp.org/blog/tag/greece/) house

prices (http://www.economicshelp.org/blog/tag/house-prices/) housing
(http://www.economicshelp.org/blog/tag/housing/) india

(http://www.economicshelp.org/blog/tag/india/) inequality (http://www.economicshelp.org/blog/tag/inequality/)

in蹤售ation (http://www.economicshelp.org/blog/tag/in蹤售ation/) interest rates
(http://www.economicshelp.org/blog/tag/interest-rates-2/) investment

(http://www.economicshelp.org/blog/tag/investment/) labour markets

(http://www.economicshelp.org/blog/tag/labour-markets/) monetary policy

(http://www.economicshelp.org/blog/tag/monetary-policy/) money supply

(http://www.economicshelp.org/blog/tag/money-supply/) recession
(http://www.economicshelp.org/blog/tag/recession/) recovery

(http://www.economicshelp.org/blog/tag/recovery/) savings (http://www.economicshelp.org/blog/tag/savings/)

stats (http://www.economicshelp.org/blog/tag/stats/) stock market

(http://www.economicshelp.org/blog/tag/stock-market/) tax
(http://www.economicshelp.org/blog/tag/tax/) uk debt (http://www.economicshelp.org/blog/tag/uk-

debt/) uk economy (http://www.economicshelp.org/blog/tag/uk-
economy/) unemployment

(http://www.economicshelp.org/blog/tag/unemployment/) us economy

(http://www.economicshelp.org/blog/tag/us-economy/) wages

(http://www.economicshelp.org/blog/tag/wages/)

Recommended Reading

Economic Books (http://astore.amazon.co.uk/economicshelp-21) - at Amazon.co.uk

Economic Books (http://astore.amazon.com/richardecon-20) - at Amazon.com

Recent Posts

Optimism post-Brexit (http://www.economicshelp.org/blog/21463/economics/optimism-post-

brexit/)

http://www.economicshelp.org/blog/tag/china-2/
http://www.economicshelp.org/blog/tag/debt/
http://www.economicshelp.org/blog/tag/deflation/
http://www.economicshelp.org/blog/tag/economic-growth/
http://www.economicshelp.org/blog/tag/economics/
http://www.economicshelp.org/blog/tag/elasticity/
http://www.economicshelp.org/blog/tag/environment/
http://www.economicshelp.org/blog/tag/eu/
http://www.economicshelp.org/blog/tag/euro/
http://www.economicshelp.org/blog/tag/euro-crisis/
http://www.economicshelp.org/blog/tag/europe/
http://www.economicshelp.org/blog/tag/exchange-rates/
http://www.economicshelp.org/blog/tag/finance/
http://www.economicshelp.org/blog/tag/government-spending/
http://www.economicshelp.org/blog/tag/graphs/
http://www.economicshelp.org/blog/tag/greece/
http://www.economicshelp.org/blog/tag/house-prices/
http://www.economicshelp.org/blog/tag/housing/
http://www.economicshelp.org/blog/tag/india/
http://www.economicshelp.org/blog/tag/inequality/
http://www.economicshelp.org/blog/tag/inflation/
http://www.economicshelp.org/blog/tag/interest-rates-2/
http://www.economicshelp.org/blog/tag/investment/
http://www.economicshelp.org/blog/tag/labour-markets/
http://www.economicshelp.org/blog/tag/monetary-policy/
http://www.economicshelp.org/blog/tag/money-supply/
http://www.economicshelp.org/blog/tag/recession/
http://www.economicshelp.org/blog/tag/recovery/
http://www.economicshelp.org/blog/tag/savings/
http://www.economicshelp.org/blog/tag/stats/
http://www.economicshelp.org/blog/tag/stock-market/
http://www.economicshelp.org/blog/tag/tax/
http://www.economicshelp.org/blog/tag/uk-debt/
http://www.economicshelp.org/blog/tag/uk-economy/
http://www.economicshelp.org/blog/tag/unemployment/
http://www.economicshelp.org/blog/tag/us-economy/
http://www.economicshelp.org/blog/tag/wages/
http://astore.amazon.co.uk/economicshelp-21
http://astore.amazon.com/richardecon-20
http://www.economicshelp.org/blog/21463/economics/optimism-post-brexit/


12/07/2016 Does the UK need a fiscal rule? | Economics Help

http://www.economicshelp.org/blog/16901/debt/does­the­uk­need­a­fiscal­rule/ 7/8

Pareto improvement (http://www.economicshelp.org/blog/21435/economics/pareto-

improvement/)

Germany’s current account surplus

(http://www.economicshelp.org/blog/6363/economics/germanys-current-account-surplus/)

Winners and losers from low interest rates (http://www.economicshelp.org/blog/21390/interest-

rates/winners-and-losers-from-low-interest-rates/)

Does cutting corporate tax rates increase revenue?

(http://www.economicshelp.org/blog/21345/economics/does-cutting-corporate-tax-rates-increase-

revenue/)

Selected Posts

Economic History
Causes of Wall Street Crash 1929 (http://www.economicshelp.org/blog/76/economics/wall-street-

crash-1929/)

Causes of Great Depression (http://econ.economicshelp.org/2008/10/causes-of-great-

depression.html)

UK economy in 1920s (http://www.economicshelp.org/blog/5948/economics/uk-economy-in-the-

1920s/)

UK Economy of 1970s (http://econ.economicshelp.org/2010/02/economy-of-1970s.html)

UK Economy - 1980s (http://www.economicshelp.org/blog/630/economics/economy-in-1980s/)

Keynesian Economics (http://www.economicshelp.org/blog/6801/economics/keynesian-

economics/)

Popular posts
Impact of Immigration on UK economy

(http://www.economicshelp.org/blog/6399/economics/impact-of-immigration-on-uk-economy/)

The problem of printing money (http://www.economicshelp.org/blog/634/economics/the-problem-

with-printing-money/)

The Importance of Economics (http://econ.economicshelp.org/2008/06/importance-of-

economics.html)

Understanding Exchange Rates

(http://www.economicshelp.org/blog/749/economics/understanding-exchange-rate/)

Top 10 reasons for studying economics (http://econ.economicshelp.org/2007/08/top-10-reasons-

for-studying-economics.html)

Popular Posts

Di膈뗠erence Between Microeconomics and Macroeconomics

(http://www.economicshelp.org/blog/6796/economics/di膈뗠erence-between-microeconomics-and-

macroeconomics/)

Examples of Elasticity (http://www.economicshelp.org/blog/7019/economics/examples-of-elasticity/)

What Caused the Wall Street Crash of 1929?

http://www.economicshelp.org/blog/21435/economics/pareto-improvement/
http://www.economicshelp.org/blog/6363/economics/germanys-current-account-surplus/
http://www.economicshelp.org/blog/21390/interest-rates/winners-and-losers-from-low-interest-rates/
http://www.economicshelp.org/blog/21345/economics/does-cutting-corporate-tax-rates-increase-revenue/
http://www.economicshelp.org/blog/76/economics/wall-street-crash-1929/
http://econ.economicshelp.org/2008/10/causes-of-great-depression.html
http://www.economicshelp.org/blog/5948/economics/uk-economy-in-the-1920s/
http://econ.economicshelp.org/2010/02/economy-of-1970s.html
http://www.economicshelp.org/blog/630/economics/economy-in-1980s/
http://www.economicshelp.org/blog/6801/economics/keynesian-economics/
http://www.economicshelp.org/blog/6399/economics/impact-of-immigration-on-uk-economy/
http://www.economicshelp.org/blog/634/economics/the-problem-with-printing-money/
http://econ.economicshelp.org/2008/06/importance-of-economics.html
http://www.economicshelp.org/blog/749/economics/understanding-exchange-rate/
http://econ.economicshelp.org/2007/08/top-10-reasons-for-studying-economics.html
http://www.economicshelp.org/blog/6796/economics/difference-between-microeconomics-and-macroeconomics/
http://www.economicshelp.org/blog/7019/economics/examples-of-elasticity/
http://www.economicshelp.org/blog/76/economics/wall-street-crash-1929/


12/07/2016 Does the UK need a fiscal rule? | Economics Help

http://www.economicshelp.org/blog/16901/debt/does­the­uk­need­a­fiscal­rule/ 8/8

© copyright EconomicsHelp.org 2015. All rights reserved Contact (/contact/) Privacy Policy and Cookies

(/help/privacy/) Site by HappyKite (http://happykite.co.uk)

(http://www.economicshelp.org/blog/76/economics/wall-street-crash-1929/)

Advantages and Problems of Privatisation

(http://www.economicshelp.org/blog/501/economics/advantages-of-privatisation/)

Pros and Cons of Capitalism (http://www.economicshelp.org/blog/5002/economics/pros-and-cons-

of-capitalism/)

Ask an economic question

You are welcome to ask any questions on Economics. I try and answer on this blog.

Ask a question (http://www.economicshelp.org/blog/12640/economics/ask-
question-2015/)



About the Author

Tejvan studied PPE at LMH, Oxford University and works as an economics
teacher and writer.

Find out more (http://www.economicshelp.org/about-2/)

| | 

| 

This site uses cookies More info (https://www.economicshelp.org/cookie-
policy)

No
problem

http://www.economicshelp.org/contact/
http://www.economicshelp.org/help/privacy/
http://happykite.co.uk/
http://www.economicshelp.org/blog/76/economics/wall-street-crash-1929/
http://www.economicshelp.org/blog/501/economics/advantages-of-privatisation/
http://www.economicshelp.org/blog/5002/economics/pros-and-cons-of-capitalism/
http://www.economicshelp.org/blog/12640/economics/ask-question-2015/
http://www.economicshelp.org/about-2/
https://www.economicshelp.org/cookie-policy

