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&9 ‘Spheres of Influence’ Continue to Change

China
& Russia

Implications for:
Balance of power? Trade relationships?



Update on the UK Economy

e 2021 saw a V-shaped rebound after the 2020 fall

* GDP growth of 7.5% — fastest growth rate since WWII
* Economy is now just above pre-pandemic situation

e 2 years of lost growth

* But ‘bleak’ economic outlook for the next few years

Impact of Ukraine Crisis?
How long will the crisis continue?
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Slowdown in trend growth rate — IMPLICATIONS?
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* Unemployment is now at a record low 3.6% - below pre-pandemic level

e But labour shortages in many sectors creating challenges:

» Job vacancies (almost) at record high

 Employment rate at 75.5% is still below pre-pandemic levels

* Limited capacity to satisfy recovery in demand

* Adding to inflationary pressures (danger of a wage-price-wage spiral...?)



UK Unemployment Rate

Management (Percentage of economically active people aged 16+)

12%

10%

8%

6%
4%,

- 3.6%

OO/O | | [ | |
1970 1980 1990 2000 2010 2020

Source: Office for National Statistics



UK Unemployment v Vacancies
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But....Real Wage Stagnation (figures to June 2022)
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B Output per hour relative to median region

London | 53.1%
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Source: office for Mational Statistics
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/" UK business investment 2010 to Brexit trend

£90B

British firms would be
investing £31 billion more had |

. . UK public votes to

pre-Brexit trends continued leave the EU
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Government Finances
10-year Government Bond Yields at 14/9/2022
— Highest since 2011

Reflecting inflation
expectations and risk

Implications for:
 Debt financing

 Corporate borrowing
* Fixed-rate mortgages

1999 2003 2007 2011 2015 2019 20: O
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* Monetary policy supported post-COVID recovery with: (§

* QE (pushing down bond yields) and record low interest rates

* But... interest rates are now rising
e Six rises in 8 months — and more to come

* Up from 0.5% to 1.75% on 4 August — highest since December 2008

* Fine balance between inflation v economic recovery
* Bank of England expects inflation to reach 13% this year
* Highest inflation rate for 40 years

* A prolonged Ukraine crisis could push inflation even higher
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1. Global supply chain bottlenecks

* Consequence of the pandemic, both during and after

2. Shift in demand towards goods v services

* For example, boom in second-hand car sales!

3. Aggregate stimulus and post-pandemic recovery
* Overhang of fiscal support packages during the pandemic

* Drawdown of household savings

4. Labour supply-side shock
* Lower post-pandemic participation rate

 Lifestyle choices!

5. Global supply shocks to energy and food

* Russian invasion of Ukraine
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i Annual percentage change in UK house prices Average UK house price
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The Consumer is King....But Facing Crises!

* An uplift in consumer spending helped post-COVID recovery —
 More than £200bn in extra household savings during the pandemic

 Some spent as economy tries to return to normal — a ‘multiplier effect’
 BUT...many households are now facing a 'cost-of-living crisis’
 As well as an energy price crisis

 Energy Price Guarantee should take 4 to 6 percentage points off headline inflation

« Consumers are now very worried....
* As home-grown inflationary pressures pick up momentum

* Food price inflation in August is the highest since 1995



=t Energy Price Crisis - Before Govt’s Energy Price Guarantee
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Britons are more pessimistic than at any

time in at least half a century Index score 40
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Source: Growth for Knowledge (GfK), 27 June 2022
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State of the UK Economy — A Summary....

Slower trend growth ahead * Low business investment — Brexit impact?

Mild recession expected — and to last for

more than a year

* Rising inflation — international & domestic
 Rising national debt (100%+ of GDP) &

Historically low unemployment — but labour bond yields (3%+)

shortages in many sectors * Rising interest rates

Record high job vacancies * Soaring house prices — pressure on
Real wage stagnation — wage demands up! affordability

Low productivity — with wide regional * Cost-of-living crisis for millions
disparities * Record low consumer confidence

Major challenges ahead!




Major Challenges Ahead....
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And Major Opportunities....

Sterling Is at

37-year low

against the
USS....
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‘Adjustment to a post-COVID, post-BREXIT
(and post-Ukraine war) new normal will have

economic costs that last into the long term’

Institute for Fiscal Studies
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