
 

BUDGET 2018 

Trick or treat? 
 
 
 
Exactly five months ahead of the UK’s scheduled departure from the EU, 
Chancellor of the Exchequer Philip Hammond delivered his Budget amidst calls 
for increased spending and an end to austerity. FTI Consulting’s Public Affairs 
team take a look at the key announcements.  
 
 
 
In his third Budget speech, the first since he moved the set piece announcement to the Autumn and the 
last before Brexit, the Chancellor aimed to put forward a positive tone.  That said, the shadow of the UK’s 
departure from the EU loomed large and he also had the challenge of living up to Theresa May’s 

declaration at last month’s Conservative Party Conference that “austerity is over”. Much of what he set 
out had already been leaked or pre-announced – more money for the NHS, infrastructure and the high 
street and a crackdown on technology firms – but many questions remain over the impact of a no-deal 
Brexit scenario.   

 

An end to austerity? 
Speaking for over an hour, “Spreadsheet Phil” positioned 
this Budget as beginning to end what he termed a necessary 
period of austerity, which was needed to “clear up the 
aftermath of Labour’s great recession”. His refrain that “the 
hard work of the British people is paying off” was repeated 
throughout and his aim was clear: position the 
Conservatives as having a plan that is stable and working 
while painting a picture of a Labour Party with an agenda 
that is irresponsible and potentially damaging.   

As ever, many of the announcements had been trailed 
heavily and there weren’t too many surprises in a speech 
that groaned with slightly forced jokes. There were headline 
commitments for NHS and mental health funding while local 
authorities were given additional control over social care 
budgets. There were injections too for defence, counter-

terrorism, the police, ambulances, schools and local 
highway authorities and a string of commitments and 
announcements attached to solving the productivity 
challenge. The latter included £1.6bn in new investments 
for the modern industrial strategy and £150m for 
international fellowship schemes. The creation of a high 
streets fund was also designed to answer the many calls to 
help retailers, while the introduction of a UK ‘digital services 
tax’ is squarely aimed at tech giants. Those who hoped for 
an end to Universal Credit were to be disappointed with 
Hammond recommitting the Government to the 
programme with an additional funding injection to manage 
the transition phase.  

Perhaps the biggest announcement was at the end – the 
basic rate tax threshold will rise to £12,500 and the higher 
rate to £50,000 in April 2019, bringing in this manifesto 
commitment one year earlier than promised.  

Responding for the Opposition, Labour leader Jeremy 
Corbyn unsurprisingly rebutted the claim that austerity was 
over and criticised its effectiveness, stating that eight years 
of austerity had damaged economic recovery and caused 
misery to households. Calling it an ideological policy, he 
painted a picture of a Britain struggling from the effects of 
austerity and a Government ignoring some of the key 
challenges facing the country.  

“A Budget for hard-working families who 
live their lives far from this place and care 
little for the twists and turns of 
Westminster politics” 

- Rt Hon Philip Hammond, Chancellor of the Exchequer 



Brexit 
The Chancellor provided a stern but optimistic assessment 
of how the Government is preparing for Brexit. He said that 
if the negotiations result in a deal, “if we get it right”, there 
will be a “double deal dividend” - a release of private 
investment funding that has been held back due to 
uncertainty and a release of the fiscal headroom that the 
Treasury is holding in reserve in case of a no deal.  

The Government, the Chancellor said, was “confident but 
not complacent”. As a result, Hammond set out a three-
pronged approach: first, an increase in departmental 
contingency funding to £2bn; second, maintenance of a 
reserve fund to make fiscal interventions in the result of a 
no deal scenario; and third, the possibility of upgrading the 
Spring Statement to a full fiscal event should negotiations 
fail.  

Business and economic climate 
While the Chancellor has expressed concern over Brexit 
depressing UK growth, public finances have held up 
somewhat better than expected. The Office for Budget 
Responsibility (OBR) provided a £13bn windfall citing 
improved forecasts rooted in stronger than expected tax 
revenue. Number Ten has been keen to move the narrative 
on from austerity but the Chancellor has resisted calls for 
higher spending, concerned about the Conservative Party’s 
reputation for fiscal competence.  

In a confident mood, the Chancellor pointed to improved 
growth forecasts, up from projected growth of 1.3% in 
March of this year to 1.6% for 2019-20 with strong growth 
projected going forward. In addition he relayed positive job 
and wage forecasts with figures being revised up, indicating 
the creation of 800,000 more jobs by 2023. Moving on to 
pay, he said that the proportion of low paid jobs is at its 
lowest since 1997 with pay growth at its strongest in almost 
a decade and sustained real wage growth projected in each 
of the next five years.  

He remained positive on the deficit and debt, outlining a 
projected fall in the deficit to 0.8% by 2023-24 with 
borrowing in 2023-24 set to be at its lowest level in twenty 
years. He further clarified that the Government was no 
longer borrowing at all to finance current spending. 
Together this means that the Government will be meeting 
its borrowing and overall debt targets three years early.  

As widely expected, the Chancellor announced measures to 
ensure digital platforms pay their fair share of tax. The 
Digital Services Tax, coming into effect in April 2020, will be 
narrowly targeted at UK-generated revenues of specific 
digital models and at tech giants with revenues of over 
£500m globally. He made the point of emphasising that this 
was not an online sales tax, stating that the Government 
was mindful of avoiding penalising consumers.  

After pointing to new measures to tackle tax evasion, he 
followed by pledging more support for high streets. Whilst 
saying that economic transformation was unavoidable, he 

said that the Government will invest £675m in a Future High 
Streets Fund that would help manage these changes. This 
will include helping high streets convert properties to 
residential use where appropriate. Moving on to business 
rates, the Chancellor outlined proposals to cut business 
rates for companies with rateable values of £51,000 or less 
by one third over the next two years. Alongside the Digital 
Services Tax, this signals a clear effort to protect high streets 
and allow them to compete on a more equal playing field 
with digital businesses, something the Labour Party has 
become increasingly vocal on in recent months.  

The Chancellor returned briefly to his favourite theme of 
productivity, and the importance of skills. Focusing on 
apprenticeships, he pledged to reduce the amount that 
small businesses contribute through the apprenticeship levy 
from 10% to 5%. The budget documents also outline the 
launch of the National Retraining Scheme and skills pilots to 
help those in work. This is part of an ambition to move the 
UK towards a high-wage, high-skilled economy.  

Despite reiterating his commitment to the use of public-
private partnership where it offers value, the Chancellor 
announced that PFI contracts would be abolished in future. 
Although this could be interpreted as conceding the 
argument to Labour, Hammond sought to offset this by 
pointing out that 90% of such contracts had been agreed by 
Labour, framing the decision as ‘putting another legacy of 
Labour behind us’.  

On wages and tax, the Chancellor was bullish, stating the 
eventual goal of ending low pay altogether whilst increasing 
the National Living Wage to £8.21 an hour from April 2019. 
Perhaps his most newsworthy announcement was the 
bringing forward of the commitment to increase the 
personal allowance to £12,500 to April 2019 along with the 
increasing of the higher rate tax threshold to £50,000. He 
framed these commitments with the assertion that 
“austerity is coming to an end but discipline will remain”. 
Again, the Chancellor was making a concerted effort to 
differentiate the Conservatives from Labour by cutting 
taxes. It is likely that Conservative MPs will seek to promote 
these twin tax cuts in the media and on the doorstep.  

Financial services 
Despite it being the biggest part of the UK economy, 
financial services was hardly mentioned in the Chancellor’s 
speech. He made passing reference to cracking down on 
insurance companies routing services through offshore 
territories, but in keeping with this being the Budget that 
ends austerity, Hammond clearly wanted to place as much 
emphasis as possible on tangible policies which the public 
would appreciate. The sector did have a little more 
prominence in the Red Book, however, with a heavy focus 
on pensions and savings. Some had hoped that the lifetime 
pensions allowance would be raised substantially or even 
abolished, but in reality it will increase only in line with CPI.  

Government will also press ahead with the Pensions 
Dashboard, which had previously looked to be pushed into 



the private sector. The Department for Work and Pensions 
will consult later this year on the detailed design for 
Pensions Dashboards, and on how an industry-led Budget 
2018 approach could harness innovation while protecting 
consumers. The report from the Cryptoassets Taskforce has 
also been published which sets out the Government’s vision 
for the UK to be the safest and most transparent place to do 
business in financial services.  

Housing and infrastructure 
In recent months the Government has found itself under 
increasing pressure to tackle the housing crisis, not least 
from the Conservative backbenches where worries have 
abounded that the party faces losing a generation of 
younger voters priced out of the housing market. 
Considering this, it was always likely that the Chancellor 
would seek to address the issue in this year’s Budget and 
Hammond obliged, announcing several new measures 
addressing both supply- and demand-side housing issues.  

On the demand-side, the Government committed to an 
extension to the Help to Buy Equity loan scheme that will 
run from April 2021 for 2 years and extended the Stamp 
Duty relief for first time buyers to all first-time buyers of 
shared ownership properties up to £500,000, to be applied 
retrospectively to last year’s budget. 

Addressing the supply-side, the Housing Infrastructure Fund 
will be increased by a further £500m, to a total of £5.5bn, 
enabling a further 650,000 homes to be built. The 
Chancellor also confirmed the abolition of the Housing 
Revenue Account cap that controls local authority 
borrowing for house borrowing previously announced by 
Theresa May at this year’s Conservative Party Conference. 

A number of other measures and areas of further spending 
were announced including limiting lettings relief to 
properties where the owner is in shared occupancy with the 
tenant, up to £1bn of British Business Bank guarantees to 
support SME housebuilders, a simplification of planning 
rules to make it easier to convert premises from commercial 
to residential, £291m from the Housing Infrastructure Fund 
to unlock 18,000 new homes in East London through 
improvements to the Docklands Light Railway, and £653m 
for strategic partnerships with housing associations to 
deliver 13,000 new homes. 

The Chancellor also signalled a loosening of purse strings 
with regards to wider infrastructure, with a 30% growth in 
infrastructure spending. This includes a £28.8bn National 
Roads Fund over 5 years from 2020, £420m made available 
immediately to local highway authorities to tackle potholes, 
bridge repairs and other minor works in this financial year, 
and a £150m funding pot for a new competition for small 
improvements at local pinch points. 

Technology 
As with other fiscal statements made in recent years, 
preparations for the Fourth Industrial Revolution were 
prominent. Hammond set out a vision for Britain to once 

again lead the world in the new wave of scientific and 
technological discovery by managing change, rather than 
hiding from it as the fourth industrial revolution looms. The 
Chancellor also backed the idea once again that 
technologies of the future hold the key to solving Britain’s 
productivity challenge. 

Hammond himself noted during his speech that there was 
more detail contained within the documents; however, it 
can be observed that this was not a Budget that saw a raft 
of new commitments made towards technology and 
innovation. Rather it built on much of the work done 
recently to support the Industrial Strategy. 

£1.6bn was dedicated to R&D for advanced technologies 
like artificial intelligence and nuclear fusion. A further 
£1.1bn is being put towards the Industrial Strategy 
Challenge Fund to stimulate innovation in technologies like 
quantum computing, an area that has received significant 
attention in this Budget. £115m has also been put towards 
the Digital Catapult in a move designed to support the 
business uptake of innovative technologies across the UK.  

In a move to shore up the post-Brexit talent pool, there 
were a number of funding commitments made to attract 
foreign scientific talent to the UK, including £150m set aside 
for AI fellowships to the Turing Institute and an international 
fellowship scheme collectively. 

The Centre for Data Ethics and Innovation, which was 
created to provide strategic direction to the Government’s 
emerging technology agenda, has been commissioned to 
study the use of data in shaping people’s online 
experiences, and the potential for bias in decisions made 
using algorithms. This will complement the recent work of 
the Science and Technology Select Committee as well as the 
forthcoming review of competition in the digital economy 
being led by former adviser to Barack Obama, Jason 
Furman. 

Key to the Government’s objectives is also the much-
politicised full-fibre networks rollout plan. During his 
customary pre-Budget media rounds, Hammond suggested 
he would commit substantially more money towards 
broadband infrastructure, likening its rollout to “roads in the 
20

th
 and railways in the 19

th
”. Accordingly, more money has 

been allocated to bring broadband to remote areas of the 
UK. £200m is being allocated to pilot innovative schemes in 
rural locations with the Borderlands, Cornwall and Welsh 
Valleys among the first to be included. 

Energy and environment 
The Chancellor continued the Government’s expensive 
commitment to freezing fuel duty for a ninth consecutive 
year. He also announced the freezing of the Carbon Price 
Support (CPS) Rate for 2020/21 and confirmed Climate 
Change Levy rates for 2020/21 and 2021/22. The Chancellor 
announced the ending of Enhanced Capital Allowances 
(ECAs) and First Year Tax Credits for technologies on the 
Energy Technology List and Water Technology List from 
April 2020, but extended ECAs for companies investing in 



electric vehicle charge points to March 2023. He also 
announced the creation of a £315m Industrial Energy 
Transformation Fund to help businesses with energy 
efficiency and low carbon transition efforts. 

On the UK’s Oil and Gas Industry, the Chancellor announced 
that headline tax rates will be maintained at their current 
level, confirmed measures to encourage new investment in 
the North Sea as well as announcing a call for evidence 
looking at how to position Scotland as a global hub for 
decommissioning. 

Wider environmental announcements included action to 
tackle plastic waste, with a proposed tax on the 
manufacture and import of plastic packaging of products 
which contains less than 30% of recycled plastic, however 
stopped short of a tax on single use disposable cups.   

Defence 
Going further than expected, Hammond announced an 
additional £1bn funding injection for the Ministry of 
Defence (MoD) over the next two years, ensuring that 
military cuts will be staved off for the time being. The cash 
injection will be used to boost the UK’s cyber capabilities, 
Anti-Submarine Warfare capacity and maintain the pace of 
the Dreadnaught Nuclear Submarine programme. 

Together with the funding announced in March 2018, 
defence will have benefitted from an additional £1.8bn over 
2018-19 and 2019-20. The Chancellor also re-committed the 
Government to increasing the core defence budget by at 
least 0.5% above inflation in every year of this Parliament, 
meaning the current £37bn core defence budget will rise to 
almost £40bn by 2020/21 – ensuring the UK continues to 
exceed the NATO target of spending 2% of GDP on defence.  

The announcements come after a long-running battle 
between Secretary of State for Defence Gavin Williamson 
and the Treasury over the funding of Britain's Armed Forces 
and mounting warnings from senior Conservative MPs that 
failure to invest in defence will threaten Britain’s position as 
a military partner of choice for the US.  

While Williamson will view the funding announcements as a 
big win, they are no more than a short-term fix. The 
decision on a long-term solution to the MoD’s £21bn budget 
shortfall over the next decade – revealed in a report by the 
National Audit Office (NAO) in January 2018 – will not 
happen until Spring 2019 at the earliest, during a Whitehall-
wide spending review. 

Health 
In July the NHS celebrated its seventieth birthday. To mark 
the occasion, the Government duly announced that it would 
commit an extra £20.5bn every year for the health service 
up to 2023 as its ‘birthday present’. Lamenting this pre-
announcement, the Chancellor said that one of his “star 
bunnies seem to have escaped a little early”.  

The country has now learnt how the government plans to 
finance the Prime Minister’s keynote pledge. The money, 

the Budget confirmed, will be delivered regardless of the 
Brexit negotiations as it is the government’s “number one 
spending priority”. The rhetoric, though, jars with the 
forecast of economic growth announced alongside the 
additional expenditure on the health services. Every single 
forecast year is predicted to deliver less than two per cent 
growth and, with a commitment to not raise income taxes, 
the extra money for the NHS has had to come from an 
alternative source. The OBR’s figures show that an upward 
revision in GDP growth, and underlying improvement in 
budget deficit forecasts, last year released a surplus of 0.6 
per cent of GDP. The Budget confirms that the Government 
has made the decision to spend this fiscal windfall 
wholescale on the NHS. 

In addition, the injection of £2bn a year into mental health 
services followed an admission from the Health and Social 
Care Secretary, Rt Hon Matt Hancock MP, that mental 
health treatment is still failing six years after the 
Government promised dramatic change. The Government’s 
long-term objective is to help achieve parity of esteem 
between mental and physical health services and the list of 
announcements – more mental health specialist 
ambulances, crisis cafes, dedicated NHS 111 mental health 
support – will now form part of the NHS’ Ten Year Plan. 

The Chancellor was clear that the increased funding for the 
NHS, mental health services and adult social care will come 
with caveats and conditions; the NHS will return to 
“financial balance” by 2028, it will integrate health and 
social care, it will reduce regional variation of services and it 
will reinvest all savings back into the health service.  

The future of the NHS, its funding and how that funding is 
spent, will always be political because of the unique way it is 
funded. With a Ten-Year NHS Plan, enhanced spending in 
mental health services, and a Green Paper on Social Care 
due to be published imminently, the Government will hope 
– as the Chancellor quipped – that as the Conservatives 
have been in power for the majority of its seventy-year 
history, it is now safeguarding the NHS’ future also. 

Lifestyle 
As the Prime Minister had already announced, the 
Government will freeze fuel duties at 57.95p for the ninth 
successive year, bringing the total saving to the average car 
driver to £1,000 by 2020. Confirming another earlier 
announcement, the Chancellor pledged to increase Remote 
Gaming Duty to 21%, to fund the loss of revenue from the 
high-profile slashing of maximum FOBT stakes to £2.  

There were few surprises on tobacco, with the Chancellor 
announcing duty rates will increase by 2 percent above RPI 
inflation and the Minimum Excise Duty will rise to £293.95 
per 1000 cigarettes. The Government will act on 
recommendations from the All-Party Parliamentary Group 
to support a UK-wide Anti-Illicit Trade Group, to discuss and 
develop a national strategy for tackling criminal activity. 

Offering a more festive treat, Hammond announced that 
the Government would freeze duty rates on beer and cider, 



as well as keeping rates stable for spirits, as part of its 
pledge to support “the patrons of the Great British pub”. 
The goodwill was not extended across the board, as the 
Chancellor proceeded with the usual RPI increases on wine 
and promised a new duty band to target higher-strength 
white ciders.   

Snap market reaction 
In the days leading up to the Chancellor’s budget statement, 
the markets have been recovering from a two-month low of 
the British pound against the dollar and a dip against the 
euro amid continued political and Brexit uncertainty. As 
markets opened on budget day, the FTSE 100 stock market 
index soared by almost 140 points. Sterling meanwhile 
remained low at $1.28 and €1.12. The Budget saw the FTSE 
100 fall by 20 points and the FTSE 250 remain stable as 
markets reacted conservatively to announcements that GDP 
growth is set to stagnate around 1.5% over the next five 
years. The Chancellor’s generous spending plans across 
areas including schools, social care, defence, mental health 
and roads will not have spooked the bond market which is 
expecting a decline in gilt yields as borrowing is set to fall. 
The Chancellor attempted to reassure business that the 
Government is fully funded for Brexit, allocating £4bn for 
Brexit preparations. According to Société Générale Chief UK 
Economist Brian Hilliard, markets however expect another 
budget from the Chancellor once a Brexit deal is agreed. The 
markets have therefore taken the Budget in their stride with 
little fluctuations in Sterling and the share prices of major 
publicly listed PFI contractors did not move on the 
Chancellor’s announcement that he would not sign any new 
PFI deals.  

 

 

 

 

 

 

 

 

 

 

 

 

 

Key announcements 
£675m Future High Streets Fund to support transformation  

A 2% UK Digital Services Tax targeted at tech giants with 
over £500m of revenues globally  

Freezing of fuel duty for 9th successive year  

Personal tax allowance to increase to £12,500 in April 2019 

Higher rate tax threshold to increase to £50,000 in April 
2019 

Measures worth £1bn over five years to aid transition to 
universal credit  

£250m additional funding for the British Business Bank  

Halve the contribution of small firms through the 
apprenticeship levy from 10% to 5%  

Cut business rates bill for companies valued less than 
£51,000 by a third over two years 

£800,000 increase in Annual Investment Allowance to £1 
million  

Launch of a National Retraining Scheme  

Private finance initiative (PFI) contracts to be abolished in 
future  

FCA to publish a discussion paper to explore how the UK’s 
fund regime enables investment in patient capital 

Lifetime allowance for pension savings to increase to 
£1,055,000 

DWP to consult on the design for Pensions Dashboards 

Consultation on a breathing space scheme for people in 
problem debt 

Extension of the Help to Buy Equity Loan scheme  

Extension of Stamp Duty Land Tax relief for first time buyers 
of shared ownership properties 

£500m for the Housing Infrastructure Fund 

Abolish the Housing Revenue Account cap on local authority 
borrowing for house building  

£28.8bn National Roads Fund over 5 years 

£770m for the Transforming Cities Fund 

£90m Future Mobility Zones fund to trial models of new 
transport 

£2m challenge fund to promote innovative technological 
solutions 

£1.6bn in science and innovation including investment in 
Artificial Intelligence (AI), quantum computing, future 
manufacturing, and nuclear fusion. 

£1.1bn increase in the Industrial Strategy Challenge Fund  

ONS and GDS to audit public sector data science capability 

£50m investment in Turing AI Fellowships  



£115m to extend funding for the Digital Catapult centres in 
the North East, South East and Northern Ireland 

£200m from the NPIF to pilot innovative approaches to 
deploying full fibre internet in rural locations 

Freezing of the Carbon Price Support Rate at £18/tCO2 for 
2020/21 

Carbon Emissions Tax at £16 a tonne in the event of a no-
deal Brexit 

Confirmation of Climate Change Levy rates for 2020/21 and 
2021/22  

End to Enhanced Capital Allowances and First Year Tax 
Credits for Energy and Water Technology lists 

Extend the Enhanced Capital Allowances for companies 
investing in electric vehicle charge points  

£315m investment to Industrial Energy Transformation 
Fund 

£20m for the UK Atomic Energy Agency  

Introduction of transferable tax history mechanism for oil 
and gas companies 

New tax on the manufacture and import of plastic packaging 
of products which contains less than 30% of recycled plastic 

Reform Packaging Producer Responsibility System to 
increase producer accountability for the cost of packaging 
waste  

Look to increase waste recycled rather than incinerated, 
with the possibility of a further tax on waste incineration 

No ‘latte levy’ on disposal cups 

£1bn in defence across 2018-19 and 2019-20 

£200m in new defence funding for 2019/18 and £800m in 
new defence funding for 2019/20 

Commitment to maintain the overall size of the armed 
forces 

Defence budget now growing at a faster rate than the 
manifesto commitment 

£20.5bn more a year in real terms by 2023-24 

£2bn additional funding for mental health services 

Invest up to £250m a year by 2023-24 into new crisis service 

24/7 support via NHS 111 

Comprehensive mental health support in every major A&E 
by 2023-24 

Funding for mental health specialist ambulances 

Expansion of the Individual Placement Support programme 

£2bn for councils to spend on adult social care services 

£410m in 2019-20 for adults and children’s social care 

£55m in 2018-19 for the Disabled Facilities Grant 

£84m over 5 years for up to 20 local authorities, to help 
more children to stay at home safely with their families 

Remote Gaming Duty will be set at 21% to fund the loss of 
revenue from the slash to FOBT stakes 

Tobacco duty will increase by 2% above inflation 

Frozen duty rates on beer, cider and spirits, with duty on 
wine increasing by RPI 

£1.7bn to increase existing work allowances in universal 
credit  

National rollout of 26-30 railcard  

£400m extra for schools this year  

Commemorative 50p Brexit coin available to buy from 
Spring 2019  

Up to £19m in commemoration of the Centenary of the 
WW1 Armistice  

Additional funding for Scotland, Wales and Northern Ireland 
- £950m for Scotland, £550m for Wales and £320m for 
Northern Ireland 



 

 

 


