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PJ: Well we had a huge reduction in economic output in the first 

half of this year, probably the biggest in recorded history. Back a 

bit in the middle of the year but will have gone down now. The 

economy’s at least 10% smaller now than it was a year ago, so 

one of the deepest recessions still, I’m afraid, in history. 

 

AM: And we’ve borrowed an eye watering amount of money to 

deal with the pandemic as well, haven’t e? 

PJ: At least 350 billion this year, probably, depending on what the 

government does over the next few months. That would make it, 

as a fraction of national income, the most we have ever borrowed 

outside of the First and Second World Wars. So we thought what 

was saw back in the financial crisis was huge, but this is much, 

much bigger. 

 

AM: So does that mean that we’ve got to stop borrowing? We 

can’t borrow our way out of this any further? 

PJ: Well we’ll clearly have to reduce borrowing at some point. At 

the moment I think the government is right, clearly we need to 

support the economy, particularly whilst we have  lockdown and 

that may well mean more borrowing this year. It’s clearly going to 

mean more borrowing over the next two or three years, far more 

borrowing than we were expecting a year ago. But if we continue 

with the sorts of levels of spending and tax we’ve got at the 

moment, with a smaller economy into the medium run, then not 

only borrowing will be high but the debt will be rising. And that 

becomes unsustainable at some point. So eventually, yes, we’re 

going to have to rein back and have some kind of fiscal 

retrenchment which probably will mean at some point tax rises.  
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AM: So if we don’t start to pay off the debt within a relatively 

short period of time by raising taxes, then the danger is that 

interest rates shoot up and in effect the country eventually 

becomes bankrupt? 

PJ: Well, it depends on what you mean by relatively short time. 

My view is that we’re not going to need to do anything very much 

at all this year and probably next, and we’re probably looking into 

the middle years of 2020. But we need a clear route to doing that 

and as I say, we don’t know at what point this becomes 

unsustainable, but as and when it does and if it does then the 

consequences really can be dreadful. And don’t forget, over the 

medium run we’ve got an aging population, we’re going to have 

increasing pressures on health and social care and pensions, even 

above what we’ve seen recently and a smaller economy than we 

expected. In that world we do need at some point to take action. 

There really is eventually no choice about that. The big choice, the 

big judgement but it’s a terribly tough one, is when we start 

taking that action. 

 

AM: All around the world countries are borrowing lots of money 

because of this pandemic. Who are they borrowing it from? Who 

are the ultimate creditors? 

PJ: Well that’s an extraordinarily good question. I mean one thing 

that central banks around the world are doing are buying up 

government debt and that’s certainly the case in the UK where the 

Bank of England will be holding knocking on for a trillion pounds 

worth of government debt very soon. Beyond that, you’ve got 

companies and individuals and pension funds buying this stuff. 

There seems to be a huge appetite for it at the moment which is 

partly a reflection of the extent to which  people are worried about 

putting  money into private – into equity and so on, worried about 

where that might go in the future. But with central banks holding 

such a large quantity of debt at some point, and again I suspect 

this will be a very long way down the road, I would expect them 

to be selling that again. 
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AM: All right. A dangerous assertion but by and large people are 

adults and they can see what’s going on, they can see the effect 

of Coronavirus on Britain and on our economy. Is this the time for 

a government to start to level with people and say, unfortunately, 

to do all of the things we’ve done eventually we’re going to have 

to raise your taxes and for people to accept that some kind of tax 

raising is going to be necessary to pay off the debt? 

PJ: I think that probably is right. I think it’s not right to scare 

people with the idea that this is going to happen immediately and 

I think it’s absolutely right the government’s clear it will do what it 

needs to do in the short run to support jobs and to support the 

economy. But getting the message right is really important. I think 

giving people the impression this is going to happen in the next 

few months or possibly even next year, could be exactly the 

wrong signal. I think the right signal is to say that the economy 

will be supported until such time as things are returning to normal 

and then we have to start thinking about what we’re going to do 

with the tax system. 

 

AM: Paul, finally, Brexit. It’s a dangerous thing to say. We are 

probably in the final stages of the talks about the Trade Deal. 

Have you modelled, as the IFS, have you modelled the effects of 

the deal that we are trying to strike on the economy and indeed 

the effects of not striking a deal with the EU on the British 

economy? 

PJ: Well, even the best deal that we’re likely to get at the moment 

would have counted as one of the hardest imaginable Brexit deal 

four years ago when we started to look at this. So that sort of deal 

will result in the economy at best growing less quickly than it 

otherwise would have done and the best estimates I’ve seen of 

the impact of no deal is that it may well take a percent or two off 

the size of the economy next year. So in normal times that might 

have been enough for modest growth into a shallow recession, but 

it is worth saying as with everything else, and particularly in the 
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context of Coronavirus,  there is just enormous uncertainty about 

what the impact’s going to be. And I should say particularly a 

huge amount of uncertainty about what the short run impact of a 

no deal Brexit is  likely to be. But overall, the economy to some 

extent has benefitted from low exchange rates over the last three 

or four years. We’ve had some of the cost of Brexit built in but 

there is plenty of cost probably stressed with the uncertainty 

around it, probably costs still to come.  

 

AM: Well thank goodness for low interest rates. Paul Johnson, 

thanks very much to you as well for joining us this morning. 


