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UNITED KINGDOM

The Brexit referendum vote has reduced growth prospects and increased volatility,
as reflected by the large currency depreciation. Monetary policy has mitigated the
immediate impact of the shock by stabilising financial markets and shoring up
consumer confidence. This projection assumes the United Kingdom will operate with a
most favoured nation status after 2019, but there is considerable uncertainty about this,
which will increasingly weigh on growth, and in particular private investment, including
foreign direct investment. Higher inflation is projected to hit households’ purchasing
power and to reduce corporate margins, weakening private consumption and
investment. As growth slows, the unemployment rate is projected to rise.

Macroeconomic policies need to be expansionary. Inflation is set to exceed the
target of 2%, but the monetary policy stance is expected to be unchanged as the
inflationary impact of currency depreciation should be temporary. The latest
government plans released in the Autumn Statement indicate a slower pace of fiscal
consolidation and some increase in public investment. A more significant increase in
public investment would support demand in the near term and boost supply in the
longer term. With a weak economic outlook, further raises in the minimum wage should
be considered prudently.

Despite recent increases, long-term interest rates remain low, creating fiscal space
as debt service obligations fall. Reducing tax expenditures and adopting a single VAT
rate would improve both efficiency and fairness, but would require flanking policies to
protect the poor. More spending on physical infrastructure and skills in regions lagging
behind would raise productivity and wages, making fiscal policy more inclusive.

Economic activity has weakened

Growth momentum was strong in the run-up to the European Union referendum but

has since weakened. Monetary stimulus has, however, eased the near-term drag on growth

United Kingdom

Source: Thomson Reuters.
1 2 http://dx.doi.org/10.1787/888933437976
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from the decision to leave the European Union. Consumer confidence has rebounded, but

businesses have revised down significantly their outlook for hiring, capital expenditure

and discretionary spending. Uncertainty about the United Kingdom’s relationships with

the rest of the world is high, and the risk of exit from the European Union’s single market

and customs union has pushed the exchange rate to new lows and lifted long-term interest

rates.

Trade data suggest that currency depreciation has supported exports, but imports

have fallen. The current account deficit remains sizeable, at 5¾ per cent of GDP, driven by

United Kingdom: Employment, income and inflation

1 2 http://dx.doi.org/10.1787/888933438852

Percentage changes

2014   2015   2016   2017   2018   

Employment 2.4   1.8   1.4   0.3   -0.3   

Unemployment rate
1

6.2   5.4   4.9   5.0   5.6   

Compensation per employee
2

0.7   1.3   1.7   2.3   2.5   

Unit labour cost -0.7   1.1   0.7   2.1   2.6   

Household disposable income 2.9   3.8   3.5   2.9   3.1   

GDP deflator 1.6   0.4   1.5   1.9   2.2   

Harmonised index of consumer prices
3

1.5   0.1   0.6   2.4   2.9   

Core harmonised index of consumer prices
4

1.6   1.1   1.1   2.0   2.6   

Private consumption deflator 1.7   0.3   1.1   2.3   2.7   

1.  As a percentage of labour force.         

2.  In the total economy.          

3.  The HICP is known as the Consumer Price Index in the United Kingdom.

4.  Harmonised index of consumer prices excluding food, energy, alcohol and tobacco.             

Source: OECD Economic Outlook 100 database.      

United Kingdom

1. Net sector output prices of manufactured products.
2. Import prices of total trade in goods.
3. Percentage of CFOs who think this is a good time to take greater risk onto their balance sheets. The survey was conducted between 12

and 26 September.
Source: Office for National Statistics; and Deloitte.

1 2 http://dx.doi.org/10.1787/888933437985
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lower returns on external assets relative to the return on domestic assets held by

foreigners, and by exports which have been growing less than UK export markets.

The labour market has been resilient, with the unemployment rate inching down to

4.8%, although job creation has moderated. Real wages have been growing at a time of low

inflation, but the fall of the exchange rate has started to increase price pressures. Caution

is needed with the implementation of the policy to raise the National Living Wage to 60%

of median hourly earnings by 2020. The effects on employment need to be carefully

United Kingdom: Financial indicators

1 2 http://dx.doi.org/10.1787/888933438868

United Kingdom: Demand and output

1 2 http://dx.doi.org/10.1787/888933438872

2014   2015   2016   2017   2018   

Household saving ratio, gross
1

6.8   6.1   4.7   3.7   3.4   

General government financial balance
2

-5.6   -4.3   -3.3   -3.1   -2.8   

113.4   112.0   112.5   113.1   113.4   

88.1   89.1   89.3   89.6   89.3   

Current account balance
2

-4.7   -5.4   -5.4   -4.8   -4.4   

Short-term interest rate
3

0.5   0.6   0.5   0.5   0.5   

Long-term interest rate
4

2.6   1.9   1.3   1.3   1.6   

1.  As a percentage of disposable income (gross saving).        

2.  As a percentage of GDP.            

3.  3-month interbank rate.     

4.  10-year government bonds.          

Source: OECD Economic Outlook 100 database.      

General government debt, Maastricht definition
2

General government gross debt
2

Fourth quarter

2016 2017 2018 

Current prices 

GBP billion 

GDP at market prices 1 870.7    2.0  1.2  1.0  1.9  1.0  1.0  

Private consumption 1 215.9    2.8  1.8  1.0  2.8  1.3  0.8  

Government consumption  363.0    1.2  0.6  0.5  1.0  0.5  0.5  

Gross fixed investment  316.9    1.2  -0.9  -3.0  2.1  -2.5  -3.2  

      Public
1 

 49.6    4.2  5.5  2.0  11.3  2.0  2.0  

      Residential  87.2    4.3  -1.7  -2.2  1.4  -2.0  -2.3  

      Non-residential  180.1    -1.1  -2.4  -4.9  0.0  -4.1  -5.3  

Final domestic demand 1 895.8    2.2  1.1  0.2  2.3  0.5  0.1  

  Stockbuilding
2

 13.5    -0.5  -0.3  0.0  

Total domestic demand 1 909.4    1.7  0.8  0.2  1.6  0.5  0.1  

Exports of goods and services  508.8    2.7  3.2  4.0  0.7  3.9  4.0  

Imports of goods and services  547.4    2.4  1.5  1.5  0.7  2.2  1.2  

  Net exports
2

- 38.7    0.0  0.4  0.7  

Note: 

1.  Including nationalised industries and public corporations.             

2.  Contributions to changes in real GDP, actual amount in the first column.                              

Source: OECD Economic Outlook 100 database.      

Detailed quarterly projections are reported for the major seven countries, the euro area and the total OECD in the 

Statistical Annex.

2015 2016 2017 2018 

Percentage changes from previous year, 

volume (2013 prices)
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assessed before any further increases are adopted, especially as growth slows and labour

markets weaken. Rolling out the universal credit should sharpen work incentives, but

better skills are also needed to create better jobs. The planned introduction of an

apprenticeship levy on large businesses will be an important step to support the

development of vocational skills across all firms. Higher spending on active labour market

policies would help upskilling and the reallocation of labour from the non-tradable to the

tradable sectors underpinned by a weaker exchange rate, which should enhance

productivity over time.

The macroeconomic policy stance needs to be expansionary

Fiscal space has increased, as very low interest rates have reduced debt-service costs,

and to the extent that interest payments collected by the Bank of England under its

quantitative easing measures are transferred to the budget. The government has

appropriately indicated that it is no longer targeting a budget surplus by the end of the

decade and has signalled that the automatic stabilisers will be allowed to work. Some

discretionary fiscal measures will be used to increase infrastructure spending, which

should support short-run economic activity and enhance long-term growth, but further

fiscal tightening is planned overall by the authorities.

The Bank of England has taken a number of measures to support liquidity and lending

in the aftermath of the EU referendum, including long-term refinancing operations and the

reduction of the counter-cyclical capital buffer to 0%. In early August, the Bank cut the

policy rate by 25 basis points to 0.25%, adopted a Term Funding Scheme to further lower

refinancing costs for banks that lend, and restarted its quantitative easing programme

with the purchase of GBP 70 billion (3.5% of GDP) of assets. Inflation is expected to exceed

the 2% inflation target, but the extent of monetary stimulus should be maintained to ease

the cost of economic adjustment to the departure from the European Union.

There is room to make the tax system more efficient. Income tax expenditures are

large and reducing them in certain areas would improve resource allocation and

productivity. Removing preferential and zero value-added tax rates would also reduce

United Kingdom: External indicators

1 2 http://dx.doi.org/10.1787/888933438885

2014   2015   2016   2017   2018   

USD billion

Goods and services exports  842.7    777.3    728.4    766     846    

Goods and services imports  902.4    836.4    787.6    824     903    

Foreign balance - 59.6   - 59.1   - 59.2   - 58    - 57    

Invisibles, net - 80.0   - 93.8   - 83.5   - 63    - 58    

Current account balance - 139.7   - 152.9   - 142.7   - 121    - 115    

         Percentage changes

Goods and services export volumes  1.5    4.5    2.7    3.2    4.0   

Goods and services import volumes  2.5    5.4    2.4    1.5    1.5   

Export performance
1

- 3.4   - 1.3    0.3   - 0.1    0.3   

Terms of trade  1.5    0.4   - 0.8   - 1.2   - 1.6   

1.  Ratio between export volume and export market of total goods and services.          

Source: OECD Economic Outlook 100 database.      
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distortions and in some cases make the system fairer (many favoured items are consumed

by the rich), although this would require adjustment to welfare programmes to combat

inequality.

Growth is projected to slow down

Growth is set to weaken significantly. Private investment is expected to contract amid

large uncertainty. Private consumption growth is projected to slow, as the currency

depreciation that has already taken place reduces real earnings growth. Export growth is

projected to pick up, driven by a weaker exchange rate, allowing some gains in market

share, and the current account deficit will narrow gradually. Weaker growth should raise

the unemployment rate to above 5%.

The unpredictability of the exit process from the European Union is a major downside

risk for the economy. Uncertainty could hamper domestic and foreign investment more

than projected and the pass-through of currency depreciation to prices could be larger,

deepening the extent of stagflation. Subdued world trade growth could limit the effect of

depreciation on exports. The large current account deficit may be harder to finance,

although weaker-than-projected consumption and imports would reduce the deficit

eventually. Improved prospects of an orderly exit from the European Union while retaining

strong trade linkages with the bloc would support near-term growth more than projected.


