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Highlights and key messages 
for business and public policy

Key projections

2015 2016

Real GDP growth 2.6% 2.4%

Inflation (CPI) 0.3% 1.7%

Source: PwC main scenario projections

• The UK economy slowed a little in 
early	2015	but	domestic	demand	
growth remained relatively strong, 
helped by lower oil prices. Net exports 
continued to subtract from UK growth, 
reflecting	sluggish	growth	in	early	
2015	in	both	the	US	and	the	Eurozone.

• In our main scenario we expect UK 
GDP	growth	to	average	around	2.6%	
in	2015,	which	could	again	be	the	
fastest	in	the	G7,	before	easing	
slightly	to	around	2.4%	in	2016.	
Consumer spending and business 
investment will be the main drivers of 
UK growth in these years.

• Risks to growth are weighted 
somewhat to the downside in the 
short term due to international risks, 
including uncertainties relating to 
Greece	and	the	recent	turbulence	 
in the Chinese stock market. But 
there are also upside possibilities  
in the medium term if the global 
environment improves and real  
wage and productivity growth  
rates accelerate in the UK.

• London	and	the	South	East	continue	to	
lead the recovery, with growth of 
around	3%	in	2015,	but	all	other	UK	
regions should also register positive real 
growth	of	around	1.8-2.5%	in	2015.

• Inflation	seems	likely	to	rise	back	
towards	its	2%	target	by	the	end	of	
2016, so the MPC may start to raise 
interest rates gradually from early next 
year. Businesses and households should 
plan for rates to be back to around 
3-3.5%	by	2020.

• The	July	Budget	confirmed	plans	for	
significant	further	fiscal	tightening	to	
eliminate	the	budget	deficit	before	
the end of this decade, but with a 
somewhat slower and smoother 
profile	of	public	spending	cuts	and	
around £7 billion per annum of net 
tax rises to be phased in by 2020. The 
impact of £12 billion of welfare cuts 

will be offset for some lower earners 
by the new National Living Wage.

House price growth moderates but rise 
of Generation Rent will continue

• UK house price growth has 
moderated recently, particularly in 
London. But lack of supply means that 
we expect medium-term UK house 
price	growth	to	average	just	over	5%	
per annum over the period to 2020. 

• This would be somewhat higher than 
expected average earnings growth of 
around	3-4%,	implying	some	further	
worsening of affordability problems 
in getting on to the housing ladder, 
particularly as mortgage rates are 
also likely to increase gradually over 
the rest of this decade.

• As a result, we expect a continuing 
rise in the proportion of households 
renting	from	around	20%	now	to	
around	25%	by	2025.	For	20-39	year	
olds, we would expect over half to be 
renting	by	2025,	implying	a	
continuing rise in the size of 
‘Generation	Rent’.

• At the other end of the housing 
market, we would also expect a 
growing number of older households 
to own their home outright, while 
fewer would have mortgages. In total, 
we project the owner occupation rate 
to	fall	to	around	60%	by	2025,	down	
from	its	peak	of	just	under	70%	in	the	
mid-2000s. 

• Increasing the supply of affordable 
housing in the long run, which the 

government has set as an objective, 
will require a range of measures 
including further planning reform, 
action to address skills shortages  
in the housebuilding sector and 
enhanced	financial	incentives	to	build	
more homes. But cuts to social rents 
announced in the Budget will tend to 
work against this for local authorities 
and housing associations, while 
private developers may be cautious 
about	expanding	too	rapidly.	So	we	
expect housing supply shortages to 
persist for at least the next decade. 

Services sector remains key driver of 
growth and trade

• The services sector will remain the 
main engine of UK growth for both 
output and employment, with 
manufacturing and construction 
growth having slowed since last 
summer.

• Productivity growth has been 
relatively weak since the crisis in 
financial	services	and	also	remains	
subdued in the public sector. But it 
remains stronger in other non-
financial	private	services	sectors,	
where we estimate the long-term 
trend productivity growth rate at 
around	1.7%	per	annum.

• Services	have	also	become	
increasingly important for UK trade. 
Indeed we expect the total value of 
UK services exports to exceed that of 
manufactured goods exports by 2020.
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1 – Summary

Recent developments
The	UK	economy	grew	by	3%	in	2014	as	
a whole, which was the fastest rate seen 
since 2006 and the strongest growth 
rate	in	the	G7.	

However, UK growth slowed somewhat 
to	0.4%	in	the	first	quarter	of	2015,	
which	appears	to	reflect	the	drag	in	that	
period	from	sluggish	growth	in	the	US	
and the Eurozone and the ongoing 
problems	in	Greece,	as	well	as	pre-
election political uncertainties at home 
and wider global geopolitical risks 
related to the situation in Russia/
Ukraine and the Middle East. 

In contrast, UK domestic demand 
growth	remained	strong	in	the	first	
quarter, driven by rising employment,  
a pick-up in earnings growth and the 
benefits	of	lower	global	oil	prices	for	 
UK consumers and most businesses.

UK growth continues to be driven primarily 
by services, with manufacturing and 
construction growth having slowed in late 
2014	and	early	2015.	

Business investment has shown signs  
of a stronger recovery in the latest 
official	data,	although	this	has	not	yet	
translated into stronger productivity 
growth. Public spending cuts have 
slowed down somewhat over the past 
couple of years, but the Budget 
confirmed	they	will	continue	at	a	steady	
pace for the next four years. The Budget 
also announced net tax rises building up 
to around £7 billion by 2020. The impact 
of severe welfare cuts will be offset for 
some lower earners by the new more 
generous National Living Wage, which is 
estimated to rise to over £9 per hour by 
2020	for	those	aged	25	and	over.	

Table 1.1: Summary of UK economic prospects

Indicator  
(% change on  
previous year)

OBR forecasts  
(July 2015)

Independent 
forecasts  
(June 2015)

PwC Main  
scenario 
(July 2015)

2015 2016 2015 2016 2015 2016

GDP 2.4 2.3 2.5 2.3 2.6 2.4

Consumer spending 3.0 2.5 2.7 2.4 2.8 2.5

Source: Office for Budget Responsibility (July 2015), HM Treasury survey of independent forecasts (average values in June 2015 
survey) and latest PwC main scenario. 

The	rate	of	consumer	price	inflation	
(CPI) has fallen sharply over the past 
year	as	import	price	inflation	has	
dropped due to global energy and food 
price declines. But we expect this effect 
to be only temporary.

Future prospects

As shown in Table 1.1, our main scenario 
is	for	UK	GDP	growth	to	average	around	
2.6%	in	2015	and	around	2.4%	in	2016.	
This is broadly similar to the latest 
consensus and OBR forecasts.

Consumer spending growth is projected 
to	be	slightly	stronger	than	GDP	growth,	
with a boost from lower oil prices and 
increased real earnings growth, but 
follows a similar path over time.

We expect continued relatively strong 
business	investment	growth	in	2015	and	
2016, but at a somewhat slower rate 
than	in	2014.	Business	confidence	could	
be affected by increased international 
risks	relating	to	Greece,	recent	
turbulence in the Chinese stock market 
(which could have wider contagion 
effects within China and beyond) and 
continued unrest in parts of the Middle 
East and North Africa, as well as 
uncertainties around the planned 
referendum on UK membership of the 
EU. But the domestic outlook still seems 
reasonably favourable for UK business 
investment, helped by the corporation 
tax rate cut announced in the Budget.

We expect net exports to continue to 
make	a	negative	contribution	to	UK	GDP	
growth	in	2015	given	ongoing	sluggish	
growth in the Eurozone and only 
moderate	rates	of	US	growth,	though	
both may pick up somewhat in 2016. 

As always there are many uncertainties 
surrounding our growth projections, as 
illustrated by the alternative scenarios in 
Figure	1.1.	There	are	still	considerable	
downside risks relating to developments in 
Greece	and	the	Eurozone	more	generally,	
and in some emerging markets (including 
China as noted above). But there are also 
upside possibilities if these problems can be 
contained and a virtuous circle of rising 
confidence	and	spending	can	be	
established as in past economic recoveries.

Inflation	will	remain	very	low	this	year,	
but	could	rebound	to	close	to	its	2%	
target by the end of 2016 assuming 
there is no repeat of past falls in global 
energy and food prices. There could be 
upside	risks	to	this	inflation	outlook	in	
the longer term if domestic wages 
continue to recover without a 
corresponding rise in productivity.

We do not expect any immediate rise in 
official	UK	interest	rates,	but	a	gradual	
upward trend seems likely from early 
2016 onwards. In the long term, we 
would	expect	official	rates	to	rise	very	
gradually to more normal levels of 
around	3-3.5%	by	2020.
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Higher interest rates will help savers  
and	reduce	pension	fund	deficits,	but	
borrowers (including businesses and the 
government) might gain from locking in 
funding now for long term investments 
such as infrastructure and housing. 
Households need to bear in mind likely 
future interest rate rises in any decisions 
on mortgages or other longer term loans.

Housing market outlook: the 
continuing rise of Generation Rent

As	discussed	in	detail	in	Section	3	of	this	
report, UK house price growth has 
decelerated over the past year, 
especially in London. Nonetheless, we 
project that average UK house prices 
could	still	rise	by	around	5%	this	year.	

Assuming that the supply of new homes 
continues to be relatively sluggish, 
house prices are expected to keep 
growing	at	around	this	5%	annual	rate	
for the rest of this decade. In our 
baseline scenario, the average UK house 
could be worth around £360,000 in cash 
terms by 2020. There could be some 
convergence between lower house price 
regions like Northern Ireland and the 
national average, but only at a slow rate 
over the rest of this decade.

As house prices have risen and social 
housing supply remains constrained,  
the number of households in the private 
rented sector has more than doubled 
since 2001, rising from 2.3 million to  
5.4	million	by	2014,	around	20%	of	the	
total. We project that this trend will 
continue with an additional 1.8 million 
households becoming private renters by 
2025.	This	would	take	the	total	to	7.2	
million households – around one in four 
of	the	UK	total	(see	Figure	1.2).	The	
trend is particularly strong in the 20-39 
age group where we expect more than 
half	to	be	renting	privately	by	2025.	

Fewer	households	will	have	mortgages.	
The number of households who own their 
home with a mortgage fell from around 10 

million in 2001 to only around 8 million in 
2014. We project a further decline to 7.2 
million	by	2025	as	limited	housing	supply,	
affordability and mortgage availability 
make	it	harder	for	first	time	buyers	to	get	
on the housing ladder. 

The other key tenure trend is that a 
greater number of people than ever before 
own their own home outright. This now 
accounts for 8.4 million households or 
32%	of	the	total.	We	expect	this	to	rise	to	
10.6	million	households,	around	35%	 

Figure 1.2. Projections for UK housing tenure, share of households

Source: PwC analysis, English Housing Survey
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of	the	total,	by	2025.	A	key	driver	is	the	
rising proportion of over 60 year olds in 
the UK, who are far more likely to have 
paid off their mortgages. 

In total, we project the owner 
occupation	rate	to	fall	to	around	60%	by	
2025,	down	from	its	peak	of	just	under	
70%	in	the	mid-2000s.	

Figure 1.1 – Alternative UK GDP growth scenarios 

Source: ONS, PwC scenarios
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Increasing the supply of affordable 
housing in the long run, which the 
government has set as an objective,  
will require a range of measures 
including further planning reform, 
action to address skills shortages in  
the housebuilding sector and enhanced 
financial	incentives	to	build	more	
homes. But cuts to social rents 
announced in the Budget will tend to 
work against this for local authorities 
and housing associations, while private 
developers may be cautious about 
expanding	too	rapidly.	So	we	expect	
housing supply shortages to persist for  
at least the next decade. 

The UK services productivity puzzle 
and trade performance

The UK has a highly services-oriented 
economy.	Services	make	up	nearly	80%	of	
GDP	and	more	than	80%	of	employment.	
So	understanding	the	services	sector	is	
critical to analysing the performance of 
the British economy as a whole and this is 
discussed	in	detail	in	Section	4	of	this	
report	in	an	article	by	Andrew	Sentance,	
our senior economic adviser.

Recent economic debate has focussed  
on the so-called “productivity puzzle”. 
Output per person employed (or per 
hour) has not grown as strongly since 
the	financial	crisis	as	before.	The	bulk	 
of	this	puzzle	reflects	the	performance	
of the services sector. In the decade  
from	1995	to	2005,	services	sector	
productivity	grew	by	2%	per	annum	on	
average.	Since	2005,	it	has	increased	by	
an	average	of	just	0.6%	per	year	-	less	
than a third of the previous rate.

Our analysis suggests that three main 
factors have contributed to this 
productivity	growth	slowdown.	First,	 
a number of highly tradeable services 
activities provided a boost to 
productivity	before	the	financial	crisis.	
These	sectors	benefited	from	the	
globalisation of the world economy, 
providing a temporary increase in the 

pre-crisis productivity trend. In other 
words, productivity growth before the 
crisis	was	inflated	by	this	one-off	shift.	

Second,	the	financial	and	property	sectors	
have been a serious drag on productivity 
since the crisis, as banks have restructured 
and had to deal with increased regulation. 
In retrospect, the strong pre-crisis 
productivity growth of the banking sector 
looks to have been unsustainable.

Third, public sector productivity has 
also been disappointing both before and 
particularly after the crisis – at least 
according	to	the	official	GDP	estimates	
(though there are serious measurement 
difficulties	in	this	area).

Once we allow for these three factors, 
the core productivity rate in UK private 
non-financial	services	has	been	on	a	
more consistent trend since the mid-
1990s, which we estimate at around 
1.7%	per	annum	(see	Figure	1.3).

Our	analysis	in	Section	4	also	highlights	
the potential role of trade in boosting 
productivity within UK services. In 
general, services activities are less open 
to trade than the production of goods. 
But the UK appears to have a strong 

Figure 1.3: Core UK private services productivity trend has been around 1.7% since 1995 

Source: ONS
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comparative advantage in many 
tradeable services sector activities and 
this has contributed to a substantial 
trade surplus in services, which is now 
around	5%	of	GDP	–	offsetting	the	UK’s	
deficit	in	manufactured	trade.	Future	
trade agreements which open up 
overseas	markets	to	UK	services	firms	
could	be	highly	beneficial	for	the	future	
growth of the UK economy.

Extrapolating from recent trends, we 
project that the total value of UK 
services exports will exceed that of 
manufactured goods exports by 2020, 
the	first	time	this	has	happened.
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Appendix A  
Outlook for the global economy

Table A.1 presents our latest main 
scenario projections for a selection of 
economies across the world. 

Positive but relatively modest growth is 
projected across the leading developed 
economies	in	2015-16,	with	the	UK	
actually estimated to have the highest 
G7	growth	rate	again	this	year	despite	
this	only	being	2.6%	in	our	main	
scenario.	This	reflects	disappointing	US	
growth	in	early	2015,	which	has	caused	
us	to	revise	down	significantly	our	US	
projections for the year as a whole since 
March. The overall Eurozone growth 
rate is an improvement on recent years, 
but still modest in absolute terms. It is 
also particularly uncertain at present 
due to the ongoing problems faced by 
Greece.

Emerging market performance is 
projected to vary considerably, with 
China	and	India	growing	at	around	7%	
this year, but with China being subject 
to	much	financial	volatility	recently,	
while Brazil and Russia are in 
recession.	Global	growth	is	projected	to	
pick up in 2016, but this remains 
subject to considerable uncertainties at 
this	early	stage.	Inflation	remains	
relatively subdued at the global level.

These projections (including those for 
the UK) are updated monthly in our 
Global	Economy	Watch	publication,	
which can be found at  
www.pwc.com/gew  

Table A.1: Global economic prospects

Share of  
world GDP

Real GDP  
growth (%) Inflation (%)

2014 at MERs 2015p 2016p 2015p 2016p

United States 22.5% 2.3 2.7 0.2 1.8

China 13.4% 7.0 7.0 1.9 1.8

Japan 6.0% 1.1 1.7 1.4 1.5 

UK 3.8% 2.6 2.4 0.3 1.7

France 3.7% 1.3 1.4 0.1 1.1

Germany 5.0% 1.7 1.9 0.2 1.8 

Greece 0.3% -1.5 0.7 -0.8 0.3 

Ireland 0.3% 3.4 3.4 0.2 1.1

Italy 2.8% 0.6 1.2 -0.1 1.8 

Netherlands 1.1% 1.4 1.6 1.2 1.1 

Portugal 0.3% 1.5 1.7 0.1 0.8 

Spain 1.8% 3.0 2.4 -0.8 1.0 

Poland 0.7% 3.4 3.5 -0.1 1.7 

Russia 2.4% -5.0 -0.5 15.0 8.0 

Turkey 1.0% 2.8 3.5 7.7 6.8 

Australia 1.9% 2.9 2.0 2.5 2.6 

India 2.7% 7.5 7.9 -2.2 3.9 

Indonesia 1.1% 4.9 5.0 6.8 5.8 

South Korea 1.8% 3.1 3.5 1.0 2.0 

Argentina 0.7% 0.8 1.8 25.0 25.0

Brazil 3.0% -0.9 0.7 8.0 6.0 

Canada 2.3% 1.4 2.2 0.9 1.9 

Mexico 1.7% 2.7 3.3 3.0 3.3 

South Africa 0.5% 1.8 2.0 4.8 5.6 

Nigeria 0.7% 4.0 4.5 10.5 10.0 

Saudi Arabia 1.0% 2.6 3.0 2.3 3.0 

World (PPP) 3.3 3.8 

World (Market Exchange Rates) 100% 2.7 3.2 1.8 2.6 

Eurozone 17.4% 1.5 1.7 0.1 1.4 

Source: PwC main scenario for 2015 and 2016; IMF for GDP shares in 2014 at market exchange rates (MERs).
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Appendix B  
UK economic trends: 1979 – 2014

Annual averages GDP growth Household 
expenditure 
growth

Manufacturing 
output  
growth*

Inflation  
(CPI**)

3 month interest 
rate (% annual 
average)

Current account  
balance  
(% of GDP)

PSNB***  
(% of GDP)

1979 3.7 4.8 13.7 -0.6 4.5

1980 -2.2 0.1 16.6 0.6 4.1

1981 -0.8 0.3 13.9 1.7 3.3

1982 2.1 1.2 12.2 0.7 2.5

1983 4.2 4.4 10.1 0.3 3.3

1984 2.3 2.5 10.0 -0.5 3.6

1985 3.5 4.1 12.2 -0.2 2.8

1986 3.2 6.5 10.9 -1 2.2

1987 5.5 5.3 9.7 -1.6 1.4

1988 5.9 7.8 10.4 -3.8 -0.7

1989 2.5 4.0 5.2 13.9 -4.3 -0.7

1990 0.5 0.7 7.0 14.8 -3.3 0.7

1991 -1.2 -0.7 7.5 11.5 -1.4 2.8

1992 0.4 1.2 4.3 9.6 -1.6 6.0

1993 2.6 3.1 2.5 5.9 -1.4 7.3

1994 4.0 3.3 2.0 5.5 -0.5 6.2

1995 2.5 2.1 2.6 6.7 -0.7 5.0

1996 2.7 4.2 2.5 6.0 -0.6 3.6

1997 2.6 4.6 1.8 6.8 -0.1 1.8

1998 3.5 4.4 0.4 1.6 7.3 -0.4 -0.1

1999 3.2 5.0 0.6 1.3 5.4 -2.6 -1.2

2000 3.8 5.3 2.2 0.8 6.1 -2.4 -1.5

2001 2.7 3.7 -1.5 1.2 5.0 -2.1 -0.7

2002 2.5 4.0 -2.6 1.3 4.0 -2 1.8

2003 4.3 4.0 -0.6 1.4 3.7 -1.6 2.8

2004 2.5 3.6 1.9 1.3 4.6 -2 3.1

2005 2.8 3.0 -0.1 2.1 4.7 -1.3 3.5

2006 3.0 2.2 2.2 2.3 4.8 -2.2 2.6

2007 2.6 2.8 0.8 2.3 6.0 -2.7 2.7

2008 -0.3 -0.5 -2.9 3.6 5.5 -3.7 4.9

2009 -4.3 -3.3 -9.4 2.2 1.2 -2.8 10.3

2010 1.9 0.5 4.7 3.3 0.7 -2.6 9.1

2011 1.6 -0.1 1.8 4.5 0.9 -1.7 7.0

2012 0.7 1.5 -1.3 2.8 0.8 -3.7 7.6

2013 1.7 1.7 -0.7 2.6 0.5 -4.5 5.9

2014 3.0 2.6 3.2 1.5 0.5 -5.9 5.4

Average over economic cycles****

1979 - 1989 2.7 3.7 12.0 -0.4 2.7

1989 - 2000 2.1 2.9 0.5 3.5 8.5 -1.5 2.9

2000 - 2007 3.1 3.7 0.2 1.5 4.7 -1.9 1.7

* After the revisions to the national accounts data, pre-1998 data is not currently available ** Pre-1997 data estimated *** Public Sector Net Borrowing (calendar years excluding public sector banks)  
**** Peak-to-peak for GDP relative to trend 
Sources: ONS, Bank of England
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