The coronavirus

Funding the Future

crisis is going to make a lot of people...

Published: January 13, 2026, 5:17 pm

The Office for Budget Responsibility has published its analysis of the coronavirus (to

date) today. | will do a number of blogs on what it has to say. The most important thing
Office for Budget Responsibility is saying is almost always

| will say is that what the

wrong, or fails to draw attention to the truth at the very least.

Take this for example:

Chart 4.5: Public sector net borrowing and debt projections
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The above charts summarise the OBR's long term forecast for the UK, and the FT has
already picked up that they are forecasting national debt of 400% of GDP by 2070.

But that's not true. Any more than their current debt figures are true. It's
straightforwardly wrong to claim that we have over 100% of national debt to GDP now
when about one-third of UK national debt is owned by the government at this moment.
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There is no debt to repay in that case. And if there is nothing to repay there can be no
debt, and nor is there an interest charge. But still the OBR, along with the FT and the
likes of the Institute for Fiscal Studies pump out stories about the impossibility of debt
burdens when the simple truth is that if debt gets anywhere near the above levels then
almost all of that debt will be owned by the government at no direct cost to anyone.

| so no direct cost for reason. Because there is one cost. That is because the
government has injected considerable amounts of cash into the economy: that much |
agree. The money in question is also technically a liability on the Bank of England's
balance sheet, like all bank deposits are in many bank's accounts. And I'm even going
to agree that there is a cost to this, but which is not really from interest (which I will
come to in another blog, and where | acknowledge that for policy reasons 0.1% is paid)
but for reason of the social consequence of this.

The government's injection of cash into the economy has massively increased the
current savings ratio. The forecast is that it will stay significantly higher than in the
recent past:

Chart 2.18: Household saving ratio: central scenario versus March forecast
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As | have long predicted, people are not going to be in a rush to spend after this crisis,
and | suspect the OBR forecast is too optimistic in the sense that | suspect the savings
ratio will be higher than they predict. But what this means is this when it comes to the
sectoral balances:

Chart 2.19: Sectoral net lending in our central scenario
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The sectoral balances work on s straightforward logic. It is that in sterling the books of
account must balance. And there are just the four sectors shown which cover all
economic activity (and as a matter of fact, they do).

The OBR is forecasting that Brexit will have no impact in the overseas sector's
willingness to hold sterling.

They rather optimistically think that business is going to be borrowing to invest after
Brexit. | have no idea why they think that, but they do.

But the telling lines ar the blue (government) and maroon (household sectors). What
the government is borrowing is the sum that households will be saving.

So the question is, where did the money that the household sector is now saving come
from?

And the answer is, of course, from the money injected into the economy by the
government in the first instance. Where else could it have come from in the middle of a
crisis? Literally nowhere, according to this data, and as a matter of fact.

So what is actually happening is that, exactly as modern monetary theory says,
government cash injections create private saving. And when the government injects
money into the economy private wealth increases. The government has done that
through QE and not debt, but there's still more money, and the reality is that as this
chart shows a great many people will have a great deal more savings as a result.

So is there a cost to all this? Undoubtedly there is. But it's not to the government,
where interest costs are falling. It's to society at large as inequality grows. That's the
side effect of this crisis.

Add this to the list of ethical concerns to be addressed by modern monetary theory,
which it alone is capable of addressing, as already mentioned this morning.

If only other commentators would raise such issues.
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