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FOREWORD & ANALYSIS

Today’s Spending Review concludes a tumultuous year of unprecedented fiscal events, economic 
intervention, and historic levels of Government borrowing.

Scaled back from an initial multi-year Review, the Chancellor took the opportunity to outline the Government’s 
three core priorities – jobs, public services and infrastructure. Seeking to steer the Government’s Levelling 
Up agenda, he announced a new £4 billion Levelling Up fund, allowing local areas to bid for up to £20 
million to directly fund local projects. Alongside this, the Government published its long-awaited National 
Infrastructure Strategy, setting out plans to level up the country and achieve net zero emissions by 2050, 
as well as plans to establish a new infrastructure bank in the North of England. A new Industrial Strategy 
will also be published in the new year.

The move to emphasise the importance of the Levelling Up agenda represents as an olive branch to 
Conservative backbench MPs representing Northern constituencies, many of whom have become 
increasingly unhappy with the Government’s handling of the COVID-19 crisis and the impact of strict 
lockdowns on their local areas.

Overall, the Chancellor set out an increase of 3.8% in 
departmental spending, with day-to-day departmental 
budgets to increase by £14.8 billion. However, the 
backdrop of the Spending Review is a gloomy economic 
picture. The headline from the OBR is that the economy 
has contracted by 11.3% this year, marking the largest 
fall in output in 300 years. The economy is set to recover 
as restrictions are eased – with growth predicted at 5.5% 
next year – but economic output is not expected to return 
to pre-crisis levels until Q4 2022, with long-term scarring 
meaning that the economy will still be 3% smaller in 2025 
than was expected in the March Budget. This means that 
whilst the Chancellor was able to avoid the trickier 
conversation around taxation today, difficult decisions lie 
ahead for the Government.

Additionally, whilst the Chancellor insists there will be no return to austerity, there were clear winners and 
losers in today’s statement. As trailed, public sector wages have been frozen, apart from NHS staff and 
those earning below the median wage. This provides easy ammunition for the Labour Party, who are keen 
to criticise the Government’s spending errors over recent months and point towards the hit that hard 
workers will have to take. 

• Chancellor Rishi Sunak set out the Government’s priorities in the one-year Spending Review 
as protecting people’s lives and livelihoods, delivering stronger public services, and delivering 
investment in infrastructure.

• The Office for Budget Responsibility (OBR) predicts the economy will contract by 11.3% this year 
and economic output is not expected to return to pre-crisis levels until the fourth quarter of 2022.

• Defence saw a £24 billion investment over the next four years and infrastructure will receive £100 
billion in capital spending. However public sector workers’ pay, for non-NHS workers, was frozen 
and the foreign aid budget was cut from 0.7% to 0.5% of gross national income. On the latter, 
FCDO Minister Baroness Sugg has resigned in protest of the decision.

• Notable omissions from the Chancellor’s speech included the OBR’s forecast that a no-deal 
Brexit could take an additional 2% off GDP and money allocated for the ‘Festival of Brexit’.
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Secondly, the aid budget in 2021 will be reduced from 0.7% to 0.5% of gross national income despite 
many, including Conservative MPs and all living former Prime Ministers, warning against this decision. 
International Development Minister Baroness Sugg has already submitted her resignation in protest at 
the cut, and it is yet to be seen just how big the Conservative backbench rebellion over this manifesto 
commitment breach could be. More than half a dozen Tory MPs quickly outlined their opposition to the 
policy. Given that this Spending Review has been delivered at a time when the Prime Minister is attempting 
to ‘reset’ his leadership and build bridges with his backbenchers amidst increasing rebellion over myriad 
issues, some will view the decision as a high risk gamble.

Brexit was also conspicuous in its absence. Despite the OBR forecasts detailing the potential impact of 
a no deal Brexit, the Chancellor made the political decision not to mention the cost of not having a trade 
deal. Given recent comments from Bank of England Governor Andrew Bailey in front of the Treasury Select 
Committee, warning that a no deal Brexit will have a worse long-term economic impact than COVID, this 
is perhaps surprising.  However, the Government may be hedging its bets that the more positive noises 
of late from Brexit negotiators will turn into concrete agreement on a deal, and therefore these economic 
warnings will become irrelevant.

The Chancellor has attempted to ensure economic policy has stayed ahead of events in 2020, and with 
positive vaccine news signalling a light at the end of the COVID-19 tunnel, today’s Spending Review 
appeared another stopgap to keep jobs and the economy afloat as we head into 2021. But a difficult road 
lies ahead for the Government, with Brexit negotiations due to come to a head and a Budget due early 
next year where the Government will – finally – have to set out their stall on how exactly they will go about 
returning to a sustainable fiscal position.

 GET IN TOUCH... 

If you would like to speak to the Cicero/AMO team about this document, or how we can help support your 
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SPENDING REVIEW - REACTION

Facing the difficult task of following on from the Chancellor, who has quickly become as comfortable 
delivering speeches at the Despatch Box as he is deploying his slick personal brand on social media, 
Shadow Chancellor Anneliese Dodds levelled a long list of criticisms and accusations at the Government. 
Reflecting on the stark economic outlook forecast by the OBR, Dodds said the country needed ambitious 
action to stimulate growth and demand but that the Government’s plans fell short. She continued Labour’s 
criticism of wasted and mismanaged public finances on defective PPE, accusing the Government of 
being too close to companies with political connections. Dodds welcomed the creation of a new UK 
Infrastructure Bank but in the context of “valuable years lost” since the Green Investment Bank was sold 
off. The Shadow Chancellor said the Government “needs to listen to business” and give clarity on the 
impact of lifting COVID-19 restrictions next week, whilst highlighting the fact that uncertainty remains for 
business with the transition period ending in less than 40 days’ time.

 LABOUR 

“With an uncertain winter ahead, the government will need to maintain an open mind on providing 
further support to businesses struggling to survive. As we look to rebuild and renew local and 
national economies, businesses will also need further significant incentives for investment in 
people, productivity and the planet.” 
Adam Marshall, Director General of the British Chambers of Commerce

 BUSINESS COMMUNITY 

“A new National Infrastructure Bank, a multi-year settlement on R&D, and a comprehensive plan 
for creating jobs and renewing skills are just some of the building blocks needed to deliver on 
this vision. It’s right to take this opportunity to plan for tomorrow. But ambition must be matched 
by action on the ground. The Government’s commitment to build, build, build must be delivered 
now. This means a clear strategy to upgrade the UK’s infrastructure and publishing the Energy 
White Paper.”
Rain Newton-Smith, Chief Economist at the Confederation of British Industry

Treasury Select Committee Chair Mel Stride MP urged the Chancellor to look to the private sector to 
provide growth as we emerge from the COVID-19 crisis. The Chancellor agreed that the recovery will be 
built through the “dynamism of the private sector”.

Father of the House, Sir Peter Bottomley MP, used a measured tone to deliver a nevertheless scathing 
criticism of the reduction in international aid spending. He reminded the Chancellor that a commitment to 
spending 0.7% of GDP on overseas aid was a Conservative manifesto commitment in 2015, ’17 and ’19. 
He pledged to “work with anyone across the house” to block the cut, sentiment which was later backed up 
by Sir David Davies, Andrew Mitchell, Tobias Ellwood, Jeremy Hunt, Pauline Latham, Mark Pawsey – the 
list is likely to continue.

 CONSERVATIVE MPs 

Ben Roback
Senior Account Manager
+44 (0)7538 101 782
ben.roback@cicero-group.com
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SUMMARY OF KEY ANNOUNCEMENTS

•	 Departmental Spending: Total departmental spending will be £540bn in 2021. Day to 
day departmental spending to increase by 3.8%. An increase in funding for the Scottish 
Government of £2.4 billion, £1.3 billion for the Welsh Government and £900 million for the 
Northern Ireland Executive.

 DEPARTMENTAL SPENDING 

•	 Public Services: £55 billion for public services to overcome and manage COVID-19. £18 billion 
for testing, vaccines, and PPE.

•	 Public Sector Pay: Pay will be frozen for public sector workers, except for NHS staff and those 
earning below the median wage.

•	 NHS: The core health budget to grow by £6.6 billion. An extra £3 billion to tackle the backlog of 
operations from COVID-19.

 PUBLIC SECTOR 

•	 Jobs: £2.9 billion for the new Restart Scheme to help more than one million unemployed people 
look for work. 

•	 National Living Wage: Will increase by 2.2% to £8.91 for those aged 23 and over.

 JOBS 

•	 Levelling Up Fund: Worth £4 billion which will allow local areas to bid for up to £20 million to 
directly fund local projects.

•	 Infrastructure: £100 billion in capital spending on infrastructure and the publication of the 
National Infrastructure Strategy. The creation of a UK Infrastructure Bank headquartered in 
the North of England, which will work directly with the private sector to finance infrastructure 
projects.

 LEVELLING UP AGENDA 

•	 Foreign Aid: The aid budget will be reduced from 0.7% to 0.5% of gross national income. The 
budget will return to 0.7% of national income when allowed by the fiscal situation.

•	 Defence: An extra £24 billion investment in defence over the next four years.

 DEFENCE & AID 

NEXT SECTION: MP TWITTER ACTIVITY
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MP TWITTER ACTIVITY

Top Keywords Most Used Emojis

Key Tweets

Bell Ribeiro-Addy MP @BellRibeiroAddy

Freezing public sector pay will hurt key workers, public services and the wider 
economy.According to @The_TUC & @NEF,a pay boost would benefit the economy 
by as much as £2.1bn. Going after public sector pay isn’t just wrong, it’s damaging 
for our recovery #SpendingReview

Neil Gray MP @neilgraysnp

“#SpendingReview a clear statement of our priorities” says @RishiSunak: Public 
sector pay freeze, real terms cut      Cut to social security safety net      Cut to 
foreign aid budget      Got some dodgy priorities there mate.

Robert Halfon MP @halfon4harlowMP

With this thoughtful statement from @RishiSunak @hmtreasury, protecting jobs, 
low paid workers, public services & Levelling Up fund - alongside narrative around 
it      strengthening individuals, families and communities      mark him as a man of 
the future as well as the present

For more information about Cicero’s digital services please contact james.donald@cicero-group.com
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