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Myth

We can’t afford the interest on all the money the government it is borrowing. We'll
never afford anything else if we borrow at this rate.

The replies
Reply 1

We can afford the interest on the national debt. The nominal interest rate is falling. The
real, inflation adjusted, interest rate is close to zero. And as a proportion of our national
income the cost has also been falling. It's simply not true that we can't afford the
interest paid on the national debt.

Reply 2

Remember that about one-third of the national debt is now owned by the government,
and it doesn’t pay interest on that because that would mean that the government
would be paying itself. Of course we can afford the national debt when there’s no cost
to a lot of it.

Reply 3

New government borrowing has been at negative rates of interest in recent weeks. That
means people are paying the government to hold their money now. We can Most
definitely afford that.

Reply 4

You do know that this money does not disappear into a black pit, don't you? Most of it is
paid to people in the UK, supporting savers and pensioners in this country. Do you have
a problem with that?

The explanation
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Interest paid on the UK national debt has, of course, varied over time. That reflects
changing levels of debt and varying interest rates.

Since the 2008 global financial crisis one of the quite remarkable features of the
economy of the UK, and of that of many other countries around the world, has been
both the decline in interest rates (which is part of a very long-term trend) and the
ability of government to now control those interest rates through both short term and
long term monetary measures available to it, including quantitative easing. The result is
that the average interest rate paid on UK national debt has been falling steadily.

So too has the cost of the interest on that debt ben falling as a part of GDP and of total
government spending. Just 4p in every pound the government now spends goes on
interest payments. And two-thirds of that goes to people in the UK.

In that case the idea that interest payments on the national debt will be a massive
burden makes no sense at all.

Nor will it prevent us affording any other programmes that the government thinks it
appropriate to pursue.

The UK national debt is wholly affordable, and given that much of the increase due to
the coronavirus crisis will, in any event, be covered by quantitative easing on which no
interest is paid, it is entirely affordable.

The data

The annual cost of interest to the UK government from 1974 (when the available time
series from the Office for Budget Responsibility begins) to 2020 was as follows. The

data is shown at original cost, as a percentage of total government spending for the
year, as a percentage of GDP and of the outstanding national debt, with supporting
data also being shown:

Interest

costasa %
Public Interest GDPin Interest Total of total
sector net Interest costasa%  original  costasa % government government
Year debt cost of debt prices of GDP spending spending
£'bn £bn % £'bn % £'bn %
1974-75 52.1 237 4.55% 98.24 2.41% 43.87 5.41%
1975-76 64.7 311 4.81% 12091 2.57% 56.10 5.54%
1976-77 736 4.08 5.54% 142.00 2.87% 64.10 6.36%
1977-78 79.5 491 6.17% 166.00 2.96% 70.17 6.99%
1578-79 8.6 5.86 6.61% 192.18 3.05% 79.70 7.35%
1979-80 98.2 7.58 7.73% 232.50 3.26% 9533 7.96%
1980-81 113.8 9.16 8.05% 267.47 3.43% 11473 7.99%
1581-82 125.2 11.23 8.97% 297.95 3.77% 128.15 B.76%
1982-83 1325 12,09 9.12% 32712 3.69% 14163 8.53%
1983-84 143.6 13.23 9.21% 357.83 3.70% 153.41 B.62%
1984-85 157 14.72 9.38% 385.68 3.82% 164.05 B.97%
1985-86 162.5 16.60 10.22% 423,46 3.92% 171.26 9.69%
1986-87 167.8 17.22 10.26% 455.09 3.78% 178.48 9.65%
1987-88 167.4 18.43 11.01% 510.37 3.61% 189.97 9.70%
1988-89 153.7 18.97 12.34% 569.31 3.33% 196.83 9.64%
1589-30 151.9 19.77 13.02% 627.41 3.15% 218.15 9.06%
1990-91 1511 19.47 12.89% 678.51 2.87% 236.77 B.22%
1991-92 165.8 17.54 10.58% 714,83 2.45% 262.84 6.67%
1552-93 201.9 18.39 9.11% 737.11 2.50% 284.20 6.47%
1993-94 249.8 20.15 8.07% 780.78 2.58% 296.41 6.80%
1994-35 290 22.78 7.86% 819.00 2.78% 308.48 7.39%
1995-96 3221 26.13 B.11% 863.50 3.03% 322.74 B.09%
1996-97 347 2757 7.94% 919.30 3.00% 32731 8.42%
1997-98 350.6 29.30 8.36% 963.77 3.04% 343.28 8.54%
1998-99 3493 28.84 B.26% 1008.12 2.86% 354.23 B.14%
1999-00 3395 25,20 7.42% 105478 2.39% 36780 Page2/5
2000-01 307.6 26.19 8.51% 1107.92 2.36% 390.50 &.71%
2001-02 3146 22.27 7.08% 1147.40 1.94% 416.93 5.34%
2002-03 348.7 2092 6.00% 1211.22 1.73% 450.96 4.64%
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https://obr.uk/download/public-finances-databank-april-2020/
https://obr.uk/download/public-finances-databank-april-2020/

As is apparent, the cost of interest on the national debt rose over the period did
increase:

Annual cost of interest paid on the national debt, net of that
cancelled on quantitative easing holdings, 1974 - 2020
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However, as a proportion of GDP it fell:

Interest cost on national debt as a percentage of GDP 1974 -
2000
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And as a proportion of total government spending it also fell:

Interest cost on national debt as a percentage of government
total managed expenditure 1974 - 2020
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And that is, perhaps, unsurprising as the implicit interest rate paid on the outstanding
debt also fell, quite considerably, over this period:

Interest cost on national debt as a percentage of outstanding
national debt 1974 - 2020

Most people do not now recall the enormous interest rates of the Thatcher years, and
immediately thereafter. The rate paid on the national debt is now a nominal 2% on
average, and the trend is still downwards.

Expressed as a cost per person in the UK, and in constant 2020 prices the trend is as
follows:

Cost of interest paid on the national debt per person in the UK
population 1974 - 2020 expressed in current prices
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The cost of debt peaked during the Thatcher and Major years and again, briefly in the
years after the crisis of 2008, but is now falling steadily. And it has to be recalled that
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about two-thirds of the interest paid goes to UK savers. It is not, then, lost to the UK
economy.

The cost of the interest on the national debt is, then, no impediment to the
government spending now.

There are more Mythbusters here.

Page 5/5


http://taxresearch.org.uk/Wiki/2020/06/02/mythbusting/

