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Highlights	and	key	messages	
for	business	and	public	policy

Key projections

2016 2017

Real GDP growth 2.0% 1.2%

Consumer spending growth 2.9% 2.2%

Inflation (CPI) 0.6% 2.3%

Source: PwC main scenario projections

• UK	economic	growth	held	up	better	
than	expected	following	the	Brexit	
vote,	particularly	as	regards	consumer	
spending	and	services.	For	2016	as	a	
whole, growth now looks likely to be 
around	2%.

• In our main scenario, we project UK 
growth	to	slow	to	around	1.2%	in	
2017	due	to	the	drag	on	investment	
from	increased	political	and	economic	
uncertainty following the ‘Brexit’ vote.  
But	we	don’t	expect	the	UK	to	suffer	
a recession next year.

• 	We	expect	the	Bank	of	England	to	
keep	monetary	policy	on	hold	in	 
the short term, looking through an 
expected	rise	in	headline	inflation	to	
well	above	its	2%	target	rate	by	late	
2017	as	the	effects	of	a	weaker	pound	
feed	through	to	consumer	prices.

• The	main	reason	for	the	slowdown	will	
be	a	decline	in	business	investment,	
driven	in	particular	by	uncertainty	about	
the	UK’s	future	trading	relationships	
with the EU in the longer term. 

• Consumer	spending	growth	is	
projected	to	hold	up	better,	but	will	
still slow from previous strong rates, 
dropping	to	around	2%	in	2017	in	 
our	main	scenario.	This	reflects	the	
impact	of	a	weaker	pound	in	pushing	
up	import	prices	and	squeezing	the	real	
spending	power	of	households,	as	well	
as	expected	slower	jobs	growth.	

• The	weaker	pound	should	also	boost	
net	exports,	however,	which	should	
see	the	UK	current	account	deficit	
begin	to	shrink	gradually	from	
recent high levels.

• Service sector growth will slow  
but	should	remain	positive	in	2017,	
but construction will suffer from lower 
investment	levels.	Capital	goods	
manufacturers will suffer for the same 
reason, but some manufacturing 
exporters	will	benefit	from	the	
weaker	pound.	

Public borrowing to overshoot OBR 
forecasts, but still scope for more 
investment

• In our main scenario we project that 
public borrowing will, in the absence 
of policy changes, be persistently 
higher than the OBR forecast back  
in March before the Brexit vote. 

• In particular, we project a continuing 
budget	deficit	of	around	£67	billion	
this	year	falling	to	around	£18	billion	
in	2019/20	on	unchanged	policies	
rather	than	a	£10	billion	budget	surplus	
in that year. In total, we project a 
cumulative borrowing overshoot of 
over	£100	billion	by	2020/21	compared	
to the OBR’s March forecasts.

• This	would,	however,	still	leave	the	
Chancellor	with	a	current	budget	
surplus	(excluding	net	investment)	of	
around	£14	billion	in	2019/20	and	it	
seems	likely	that	he	will	want	to	add	to	
planned	public	investment	in	priority	
areas such as housing, transport 
infrastructure	and	NHS	capital	
budgets	in	his	Autumn	Statement.

UK trade prospects after Brexit: risks 
and opportunities

• The Brexit votes poses clear risks  
to	Britain’s	trading	position	with	the	
EU, but there are also opportunities 
arising from the UK’s strength in 
tradable	services	and	its	relatively	
strong performance in exporting  
to	non-EU	countries	since	2007.

• The challenge for UK policymakers  
is to maximise these opportunities 
through	securing	good	access	to	the	
Single Market even if it is no longer a 
member;	focusing	on	trade	promotion	
in	key	non-EU	markets	like	North	
America,	Asia,	the	Middle	East	and	
Africa	rather	than	waiting	for	free	
trade	deals	with	these	regions;	and	
boosting competitiveness by pursuing 
supply	side	reform	at	home	linked	 
to	increased	investment	in	housing,	
infrastructure	and	vocational	skills.

3
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1 – Summary

Recent	developments
The	UK	economy	grew	by	just	over	3%	 
in 2014, the fastest rate seen since 2006, 
but	then	slowed	to	around	2%	in	the	year	
to	Q2	2016	as	global	growth	moderated.	
Preliminary	data	for	the	third	quarter	
suggest	that	UK	growth	held	up	well	 
in	the	immediate	aftermath	of	the	EU	
referendum,	particularly	as	regards	
consumer	spending	and	services.

The	pound	stabilised	during	the	summer	
after an initial sharp fall after the Brexit 
vote,	but	fell	back	again	in	October	due	to	
heightened	fears	that	the	UK	could	suffer	
a	significant	loss	of	access	to	the	EU	
Single	Market	after	Brexit.	Equity	prices	
bounced	back	after	the	initial	shock	of	
the	Brexit	vote,	however,	and	financial	
markets	generally	remained	stable	
through	the	summer	and	early	autumn.	
The	housing	market	has	also	remained	
reasonably	robust	over	this	period.

UK	growth	continues	to	be	driven	 
by services, with manufacturing  
and	construction	both	seeing	falling	
output	in	the	third	quarter.

The	rate	of	consumer	price	inflation	(CPI)	
has	picked	up	from	around	zero	on	average	
in	2015	to	1%	in	the	year	to	September	
2016,	as	commodity	prices	have	picked	
up somewhat from lows in early 2016 
and	the	effects	of	the	pound	have	
started	to	feed	through	the	supply	chain.

Table 1.1: Summary of UK economic prospects

Indicator  
(% change on  
previous year)

OBR forecasts  
(March 2016)

Independent 
forecasts  
(October 2016)

PwC Main  
scenario 
(November 2016)

2016 2017 2016 2017 2016 2017

GDP 2.0 2.2 1.9 1.0 2.0 1.2

Consumer spending 2.4 2.2 2.7 1.2 2.9 2.2

Investment 2.9 4.5 0.0 -2.1 1.1 0.0

Source: Office for Budget Responsibility (March 2016), Consensus Economics survey (average values in October 2016 survey) 
and latest PwC main scenario.

Future prospects

As	shown	in	Table	1.1,	our	main	scenario	
is	for	UK	GDP	growth	to	decline	from	
around	2%	in	2016	to	around	1.2%	in	
2017	as	the	effects	of	the	vote	to	leave	
the	EU	feed	through.	Expected	growth	
next	year	is	well	down	on	pre-
referendum	forecasts,	such	as	that	by	
the OBR in March, but similar to the 
latest	average	of	independent	forecasts	
of	around	1.9%	in	2016	and	1%	in	2017	
(see	Table	1.1).

The	largest	short-term	effect	of	the	vote	
to leave the EU is likely to be on 
investment growth, which we now 
expect	to	be	pushed	down	to	around	
zero	in	2017.	This	reflects	major	projects	
being	deferred	or	even	cancelled	due	to	
uncertainties	surrounding	Brexit,	
particularly by foreign investors in 
commercial	property	and	in	sectors	
needing	guaranteed	access	to	the	EU	
single market. These uncertainty effects 
should	fade	eventually,	but	it	will	take	
time before clarity emerges on future 
UK-EU	trading	arrangements.	As	
discussed	further	below,	the	overall	
investment	figures	in	Table	1.1	also	
allow for some increase in public 
investment	to	offset	the	expected	
downturn	in	business	investment.

Consumer	spending	growth,	by	contrast,	
is	projected	to	remain	stronger	than	
overall	GDP	growth	at	around	2.9%	in	
2016	and	2.2%	in	2017,	but	is	nonetheless	
likely to slow next year as real income 
growth	is	squeezed	(in	part	due	to	the	
weaker	pound	pushing	up	import	prices)	
and	the	job	market	weakens.

There	should	be	some	potential	offset	
from a positive contribution to GDP 
growth	from	net	trade	next	year,	
supported	by	the	fall	in	sterling.	 
This	should	also	help	to	reduce	the	 
UK	current	account	deficit	somewhat	
next year. But this will fall some way 
short of fully offsetting the hit to 
domestic	demand	growth	in	2017.

There are always uncertainties 
surrounding	our	growth	projections	and	
these	are	particularly	marked	following	
the	vote	to	leave	the	EU,	as	illustrated	 
by	the	alternative	scenarios	in	Figure	1.1	
(all of which see some growth shortfall 
relative to our projections before the 
Brexit	vote).	There	are	still	considerable	
downside	risks	relating	to	international	
developments	(including	uncertainty	
about	the	economic	and	trade	policies	 
of	the	incoming	US	President)	and	the	
fallout from Brexit, but there are also 
upside	possibilities	if	these	problems	 
can	be	contained.	In	our	main	scenario,	
we	expect	the	UK	to	avoid	a	recession,	
but	businesses	need	to	monitor	and	
make contingency plans for potential 
downside	risks.
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Public borrowing could overshoot  
by over £100 billion over the next  
five years, but there is still room  
for additional public investment  
if fiscal rules are revised

In Section 3 of the report, we present  
a	revised	outlook	for	the	public	finances	
following	the	Brexit	vote.	We	find	that:

• In our main scenario we project that 
public borrowing will, in the absence 
of policy changes, be persistently 
higher than the OBR forecast back  
in March before the Brexit vote.  
In particular, we project a continuing 
budget	deficit	of	around	£67	billion	
this	year	falling	to	around	£18	billion	
in	2019/20	on	unchanged	policies,	
rather	than	a	£10	billion	budget	
surplus in that year. In total, we project 
a cumulative borrowing overshoot  
of	over	£100	billion	by	2020/21	 
as	compared	to	the	OBR’s	March	
forecasts	(see	Figure	1.2).

• This	would,	however,	still	leave	the	
Chancellor	with	a	current	budget	
surplus	(excluding	net	investment)	 
in	2019/20	and	it	seems	likely	that	
he	will	want	to	add	to	planned	public	
investment in priority areas such as 
housing, transport infrastructure 
and	NHS	capital	budgets	in	his	
Autumn	Statement.

• Assuming	an	additional	£20	billion	
(c.	1%	of	GDP)	of	net	public	investment	
spread	over	the	period	between	
2017/18	and	2019/20,	we	estimate	
that	the	public	debt	to	GDP	ratio	
would	still	be	on	a	downward	trend	
from	2018/19	onwards,	as	well	as	
retaining	a	current	budget	surplus	 
of	around	£16	billion	in	2019/20.	
This	would	meet	a	revised	set	of	
fiscal	rules	more	similar	to	those	
initially	adopted	by	George	Osborne	
in	2010,	as	opposed	to	his	later	more	
ambitious	budget	surplus	target.

Figure 1.1 – Alternative UK GDP growth scenarios 
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Figure 1.2 – Alternative public borrowing projections vs OBR's pre-Brexit forecasts (£bn)
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• While the Chancellor may boost 
public	investment,	he	does	not	have	
the	money	for	large	net	tax	cuts	and	
is	likely	to	continue	to	bear	down	on	
non-investment	spending	by	both	
central	and	local	government.
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UK trade prospects after Brexit

One of the most important potential 
impacts of the Brexit vote is on the UK’s 
longer	term	trade	relationships	both	with	
the	EU	and	other	countries.	Our	senior	
economic	adviser,	Andrew	Sentance,	
looks	in	detail	at	these	implications	in	
Section 4 of this report.

The	background	to	this	is	that	world	
trade	growth	has	slowed	relative	to	
global	GDP	growth	since	the	financial	
crisis	(see	Figure	1.3).	This	slowdown	 
has	been	exacerbated	recently	by	weaker	
growth	in	emerging	markets	and	the	
commodity	trade	cycle.

Focusing	on	the	UK,	its	relative	export	
performance	since	2007	actually	appears	
to	have	been	stronger	outside	the	EU	
than within the EU Single Market  
(see	Figure	1.4).	This	could	reflect	 
an	advantage	to	euro	area	members	
from using a common currency or the 
inflexibility	of	trade	linked	to	European	
supply chains. The UK also has a strong 
comparative	advantage	in	services	
trade,	which	is	growing	more	strongly	
globally	than	trade	in	goods.

Looking	ahead,	medium-term	growth	
prospects remain strong in key emerging 
market	regions,	including	Asia,	Africa	
and	the	Middle	East.	That	suggests	that	
the	recent	downturn	in	trade	growth	
outside	the	developed	economies	should	
prove	temporary,	and	that	UK	export	
growth	to	markets	outside	the	EU	 
should	soon	resume	momentum.

In this context, the key policy priorities 
for	improving	UK	trade	prospects	after	
Brexit	should	be:	securing	the	best	
possible access to the Single Market;  
a	programme	of	trade	promotion	in	
non-EU	markets;	supply-side	reform;	
and	active	engagement	with	other	 
major international institutions – 
including	the	World	Trade	Organisation.

Figure 1.4 – UK relative trade performance since 2007
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Figure 1.3 – World GDP and trade growth
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2 – UK Economic prospects 
after Brexit

Key points
• UK	economic	growth	held	steady	at	
just	over	2%	in	the	year	to	Q3	2016,	
with	no	immediate	marked	
deceleration	after	the	‘Brexit’	vote.	

• In our main scenario, we now project 
UK	growth	to	slow	from	around	2%	
in	2016	to	around	1.2%	in	2017	due	
to	the	increased	political	and	economic	
uncertainty following the Brexit 
vote.	The	UK	would	avoid	recession	
in this scenario, although risks to 
growth	are	still	weighted	somewhat	
to	the	downside.	Businesses	need	to	
make contingency plans for these 
alternative outcomes.

• The	main	reason	for	the	projected	
slowdown	is	an	expected	decline	in	
business investment, particularly 
from overseas in areas like commercial 
property,	due	to	uncertainty	about	the	
UK’s	future	trading	relationships	with	
the	EU	and	other	key	trading	partners.		

• Consumer	spending	growth	is	
projected	to	hold	up	better,	but	will	
still slow from previous strong rates, 
dropping	to	just	over	2%	in	2017	in	our	
main	scenario.	However,	we	do	not	
expect	as	great	a	drop	as	initially	feared	
immediately	after	the	referendum.		

• The	pound	has	fallen	to	historic	lows	
on	a	trade-weighted	basis,	which	will	
push	up	import	prices	and	squeeze	the	
real	spending	power	of	households.

• The	weaker	pound	should	also	boost	
net	exports,	however,	and	help	to	
reduce	the	UK	current	account	deficit	
gradually	from	recent	high	levels.

• We expect growth in the service sector 
to	slow	but	remain	positive	in	2016-17.	
The construction sector will suffer the 
most from lower investment levels 
and	capital	goods	manufacturers	will	
also be hit, but some manufacturing 
exporters	should	benefit	from	the	
weaker	pound.	

• We	project	that	London	will	remain	
the fastest growing region but its pace 
of	expansion	could	slow	significantly	
from	around	3%	in	2015	to	around	
1.7%	in	2017.	Other	regions	will	see	
more	modest	growth	in	2017,	closer	
to	1%,	but	we	do	not	predict	negative	
growth	in	any	region	in	2017	in	our	
main scenario.

• The	Bank	of	England	has	already	
loosened	monetary	policy	and	we	
would	also	expect	fiscal	policy	to	be	
reasonably supportive, with public 
borrowing	allowed	to	rise	to	take	 
the	strain	of	slower	growth	and	
increased	public	investment	on	
housing	and	transport.

Introduction
In	this	section	of	the	report	we	describe	
recent	developments	in	the	UK	economy	
and	review	future	prospects.	The	
discussion	covers:

Section	2.1	 Recent	developments	
and	the	initial	impact	 
of Brexit

Section 2.2 Economic growth 
prospects after Brexit: 
national,	sectoral	and	
regional

Section	2.3	 Outlook	for	inflation	and	
real earnings growth

Section	2.4	 Monetary	and	fiscal	
policy options

Section	2.5	 Summary	and	
conclusions.
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Figure 2.2 – Purchasing Managers’ Indices of business activity
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2.1	-	Recent	developments	
and	the	immediate	
impact of Brexit

UK	economic	growth	slowed	from	around	
3%	in	2014	to	just	over	2%	in	the	year	to	
Q3	2016.	This	slowdown	reflects	sluggish	
global growth as well as, more recently, 
uncertainty following the vote for the UK 
to	exit	the	European	Union	(‘Brexit’).	

The	general	pattern,	as	shown	in	Figure	
2.1, was for services sector growth to 
remain relatively strong, while growth in 
manufacturing	has	stalled	and	growth	in	
construction has been volatile in 2015 
and	2016	so	far.	However,	the	purchasing	
managers’	indices	(PMIs)	for	services	 
and	manufacturing	have	both	seen	
impressive	recoveries	from	the	immediate	
post-referendum	shock	seen	in	July	 
(see	Figure	2.2).	The	construction	PMI	
also	strengthened	in	September	and	
October	after	dropping	back	sharply	 
in	July	and	August.

Consumer	confidence	also	suffered	a	dip	
immediately	after	the	referendum	in	
July,	with	the	net	balance	according	to	
PwC’s	regular	survey	(see	Figure	2.3)	
falling	to	-8%,	the	first	negative	reading	
for almost a year. However, consumer 
confidence	then	bounced	back	strongly	
in	September	as	the	immediate	shock	of	
the	Brexit	vote	faded.	This	has	also	been	
reflected	in	relatively	strong	retail	sales	
figures	between	July	and	September,	
with	the	third	quarter	as	a	whole	seeing	
sales	volume	growth	of	1.8%	compared	
to	the	second	quarter.

Figure 2.1 – Sectoral output and GDP trends
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Figure 2.3 – Consumer confidence: net balance expecting rise in household 
disposable income over next year
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Following	the	vote	to	leave	the	EU,	 
the	pound	has	continued	to	fall	in	value	
against	both	the	dollar	and	the	euro	 
(see	Figure	2.4).	The	announcement	 
by the Prime Minister in early October 
that	she	intended	to	trigger	Article	50	 
by	March	20171	and	concerns	about	a	
possible	‘hard	Brexit’	prompted	a	further	
fall	in	the	value	of	the	pound	to	its	
lowest	level	against	the	dollar	for	31	
years	and	near	record	lows	against	the	
euro.	In	trade-weighted	terms,	the	Bank	
of	England	estimated	that	sterling	had	
fallen by late October to its lowest ever 
level,	based	on	data	going	back	to	the	
mid-19th	Century.

The	weaker	pound	will	help	UK	exporters	
(including	tourist	flows	into	the	UK),	 
but	will	tend	to	push	up	import	prices,	
which	will	ultimately	feed	through	into	
a	squeeze	on	consumers	together	with	
other factors such as the rise in global 
commodity	prices	from	their	lows	in	
early	2016.	The	rise	in	headline	consumer	
price	inflation	to	1%	in	September	was	
an early harbinger of these likely future 
trends,	as	we	discuss	further	in	Section	
2.3 below.

The	FTSE	100	reached	record	highs	in	
early	October	before	falling	back	towards	
the	end	of	the	month	(Figure	2.5).	 
The	upward	movement	in	the	FTSE	100	
since	the	referendum	has	been	heavily	
influenced	by	the	sharp	decline	in	the	
value	of	the	pound	since	many	of	the	
companies	making	up	the	index	make	
their	profits	abroad.

from	the	fall	in	the	pound.	Both	of	these	
indices,	however,	would	be	down	on	
pre-referendum	levels	if	measured	in	US	
dollar	terms,	which	emphasises	that	this	
is more of an exchange rate effect than  
a	sign	of	stronger	underlying	corporate	
earnings growth potential.

Likewise	the	FTSE	250	also	reached	 
a	record	high	during	October	before	
falling back later in the month. This was 
underscored	by	the	fact	the	top	six	biggest	
risers	on	the	FTSE	250	in	the	year	to	
October	were	overseas-based	commodities	
companies,	which	have	benefitted	greatly	

Figure 2.5 – UK equity market indices
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Figure 2.4 – US dollar and euro exchange rates against the pound
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1	 Subject	to	any	delays	due	to	the	potential	need	for	a	vote	by	Parliament	before	the	triggering	of	Article	50,	following	the	High	Court	judgement	on	3rd	November	
(subject	to	appeal	at	the	time	of	writing)	that	this	would	be	required.
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Table 2.1 - PwC main scenario for UK growth and inflation

% real annual growth  
unless stated otherwise

2015 2016p 2017p

GDP 2.2% 2.0% 1.2%

Consumer spending 2.6% 2.9% 2.2%

Government consumption 1.5% 1.2% 0.7%

Fixed investment 3.4% 1.1% 0.0%

Domestic demand 2.5% 2.1% 1.4%

Net exports (% of GDP) -0.4% -0.4% -0.3%

CPI inflation (%: annual average) 0.0% 0.6% 2.3%

Source: ONS for 2015, PwC main scenario projections for 2016-17

2.2 - Economic growth 
prospects after Brexit: 
national,	sectoral	and	
regional

We	have	continued	to	revise	our	growth	
projections	for	the	UK	based	on	the	
economic	data	that	has	been	released	
since the vote to leave the European 
Union. They remain some way below our 
pre-referendum	view	for	2017,	but	have	
moved	up	since	our	last	UK	Economic	
Outlook	report	in	July	from	0.6%	to	
1.2%.	This	reflects	the	relatively	
encouraging economic news that has 
emerged	over	the	summer	and	early	
autumn such as strong retail sales, house 
price	and	employment	figures	and	a	solid	
0.5%	rise	in	GDP	in	Q3	2016.	Counter	to	
this	is	the	dramatic	fall	in	the	pound	and	
an	increase	to	inflation	that	could	slow	
domestic	demand	next	year.	Taking	all	
of	these	factors	into	account	produces	
the average annual growth rates shown 
in Table 2.1 for our main scenario.

Overall, we expect growth to remain 
positive	on	average	in	2017,	with	the	
economy	avoiding	recession	and	starting	
to	recover	later	in	2017.	

We assume here that monetary policy 
remains on current supportive settings 
(as	discussed	further	in	Section	2.4	
below)	and	that	public	borrowing	is	
allowed	to	rise	in	the	short	term	to	
absorb some of the impact of slower 
growth	(as	discussed	in	detail	in	Section	
3	of	this	report).	We	also	assume	that	
some	progress	is	made	during	2017	on	
negotiations with the EU that mitigate 
fears	of	a	‘hard	Brexit’	where	the	UK	has	
to revert to WTO rules after leaving the 
EU in early 2019.

Consumer	spending	growth	remained	
strong	in	the	first	nine	months	of	2016,	
and	we	expect	the	average	growth	rate	
for	the	year	to	be	around	2.9%.	For	2017,	
however,	we	expect	consumer	spending	
to	feel	the	effects	of	a	weaker	pound,	
higher	import	prices	and	weaker	jobs	
growth,	so	that	annual	real	spending	
growth	will	moderate	to	around	2.2%	
next year. 

The	main	drag	on	GDP	growth	will	come	
from business investment, however, 
which seems likely to remain fragile as 
negotiations as to the exact nature of  
the	UK’s	exit	continue	during	2017-18.	
This will be particularly true of foreign 
investment	in	commercial	property	and	
in	sectors	aimed	at	accessing	the	EU	single	
market	including	manufacturing	exports	
(e.g.	automotive)	and	financial	services.	
While	we	assume	some	kind	of	free	trade	
agreement	will	eventually	be	reached	
with	the	EU,	this	will	take	time	and	 
(given	the	need	to	increase	control	over	
immigration)	will	almost	certainly	involve	
some	reduction	in	access	to	the	EU	single	
market relative to the current position. 
Even	if	tariffs	on	goods	are	largely	
avoided,	non-tariff	barriers	are	likely	 
to	increase	for	both	goods	and	services.

Government consumption growth will 
be	less	affected	than	business	investment,	
but	is	likely	to	remain	moderate	in	line	
with	previously	announced	plans.	Public	
sector	investment	could	be	boosted	over	
the	next	few	years,	however,	as	discussed	
in	more	detail	in	Section	3,	which	would	
provide	some	support	to	GDP	growth	in	
2017	and	partly	offset	the	expected	
weakness in private investment.

UK net exports may move in a more 
favourable	direction,	making	a	less	
negative contribution to GDP growth in 
2017	as	import	demand	weakens	and	the	
fall	in	the	pound	helps	exports	and	import	
substitutes to become more competitive. 
This	should	also	help	to	moderate	the	
large	current	account	deficit,	which	helps	
to explain the recent weakness of sterling. 

Overall,	our	growth	projections	are	broadly	
similar	to	the	latest	average	of	independent	
forecasters, which see UK growth falling 
to	around	1%	in	2017.	But	all	economic	
projections are subject to particularly 
large uncertainties at present after the 
shock of the Brexit vote.
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Alternative growth scenarios – 
businesses need to make  
contingency plans

To	reflect	these	uncertainties,	we	have	
also	considered	two	alternative	UK	
growth	scenarios,	as	shown	in	Figure	2.6.

• Our ‘early recovery’ scenario 
projects	growth	to	dip	in	the	next	
few	quarters	before	picking	up	again	
to	around	2%	on	average	in	2017.	
This is a relatively optimistic 
scenario	which	assumes	that	good	
early	progress	is	made	in	UK-EU	
negotiations	towards	retaining	
tariff-free	access	to	the	EU	single	
market	and	that	there	are	relatively	
favourable	trends	in	US	and	euro	
area growth over the next year. 

• On	the	other	hand,	our	‘mild 
recession scenario’ sees UK GDP 
growth fall into negative territory later 
in	2017	as	the	global	outlook	worsens	
and	there	is	little	progress	in	early	
negotiations with the EU, suggesting 
that the UK may have to fall back  
on	WTO	rules	with	consequent	
imposition	of	tariffs	on	trade	with	 
the	EU.	This	would	deepen	and	
prolong	the	period	of	uncertainty	
around	the	outcome	of	Brexit,	
reducing	investment,	jobs	and	
growth.	Even	in	this	downside	case,	
however, we are only projecting a 
mild	technical	recession,	not	the	
deep	downturn	seen	after	the	global	
financial	crisis,	when	UK	GDP	fell	by	
around	6%	from	peak	to	trough.

Figure 2.6 – Alternative UK GDP growth scenarios
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We	do	not	believe	that	these	two	
alternative scenarios are the most likely 
outcome, but they are certainly possible 
and,	at	present,	risks	to	growth	still	
appear	to	be	weighted	somewhat	to	 
the	downside	given	the	political	and	
economic	uncertainties	posed	by	the	 
EU	referendum	result.	Uncertainty	
about	the	economic	and	trade	policies	 
of	the	incoming	US	President	could	 
also be a source of volatility over the 
coming months.

Businesses	would	therefore	be	well	
advised	to	make	appropriate	contingency	
plans for such less favourable outcomes, 
but without losing sight of the more 
positive possibilities for the UK economy 
should	these	downside	risks	not	
materialise.	Looking	further	ahead,	
these	also	include	the	scope	for	longer	
term	trade	expansion	with	non-EU	
trading	partners	like	China	and	India,	 
as	discussed	further	in	Section	4	of	 
this report.

More	generally,	companies	should	
consider	making	detailed	contingency	
plans	for	the	immediate	impact	of	Brexit2 
on all aspects of their businesses, 
covering	the	kind	of	questions	listed	 
in Table 2.2.

2	 For	more	material	on	the	potential	impact	of	Brexit	on	your	business,	please	see	our	EU	Referendum	hub	here:	http://www.pwc.co.uk/the-eu-referendum.html	
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Table 2.2: Key issues and questions for businesses preparing for Brexit

Issues Implications Questions

Trade The EU is the UK’s largest export partner, accounting for 
around 45% of total UK exports – leaving the EU is likely to 
make trade with EU more difficult.

• How much do you rely on European countries for revenue 
growth?

• Have you reviewed your supply chain to identify the impact 
of tariffs on your procurement?

• Have you identified which third party contracts would 
require a renegotiation in the event of a Brexit?

Tax 
Contributions

The UK would no longer be required to make a financial 
contribution to the EU and would gain more control over VAT 
and some other taxes.

• Have you thought about the impact of potential changes to 
the EU tax framework?

• Have you upgraded your systems to deal with a significant 
volume of tax changes?

Regulation The UK is subject to EU regulation. Brexit may mean less red 
tape. It could also mean that UK businesses could have to 
adapt to a different set of regulations, which could be costly.

• Have you quantified the regulatory impact of Brexit to keep 
your stakeholders up-to-date? 

• How flexible is your IT infrastructure to deal with potential 
changes to Data Protection laws? 

• How ready is your compliance function to deal with potentially 
new reporting requirements arising from Brexit?

Sectoral 
effects

The UK is the leading European financial services hub, which 
is a sector that could be significantly affected by Brexit. 
Other sectors which rely on the EU single market will also 
feel a strong impact.

• Have you briefed potential investors on the impact of Brexit 
for your sector and organisation?

• How up-to-date are your contingency plans in place to deal 
with Brexit?

• Are you aware of the impact of illiquidity and volatility  
in financial markets on your capital raising plans?

Foreign 
direct 
investment

FDI from the EU made up around 46% of the total stock  
of FDI in the UK in 2013. Brexit could put this inbound 
investment at risk.

• How much do you rely on FDI for growth?

• Have you considered alternative sources of funding aside 
from banks?

• How are your competitors responding to the risk of Brexit? 

• Have you informed your investors on your plans for a 
post-Brexit UK?

Labour 
market

The UK may change its migration policies. Currently EU 
citizens can live and work in the UK without restrictions. 
Businesses will need to adjust to any change in this regime.

• How reliant is your value chain on EU labour? 

• Have you communicated with your UK employees from 
elsewhere in the EU?

• Has your compliance function considered the additional 
cost of hiring EU labour?

Uncertainty Uncertainty has increased since the referendum and may 
continue into the negotiation period.

• Can you manage volatility in the Sterling exchange rate?

• Have you communicated your stance on Brexit to your key 
stakeholders, customers and suppliers? 

• Is your organisation ready for a worst-case scenario where 
there is a prolonged period of uncertainty?

Source: PwC assessment
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Table 2.3: UK sector dashboard

Growth

Sector and GVA share 2015 2016 2017 Key issues/trends

Manufacturing (10%) 0% 0.2% -0.4% Manufacturing PMI reached its highest level for over two years in September, 
before falling back slightly in October

Capital goods manufacturers vulnerable to a fall in investment after vote to 
leave EU

But exporters should gain from weaker pound, limiting the fall in total output

Construction (6%) 4.9% -0.1% -2.2% The construction sector saw negative growth in the third quarter according 
to official data, but the October PMI survey was somewhat stronger after 
falling sharply in July and August following the referendum

Our projections reflect the high vulnerability of construction projects to 
delay or cancellation after the Brexit vote

Distribution, hotels & restaurants 
(14%)

4.6% 4.8% 2.3% ONS figures show that there was no change in retail sales volume between 
August and September though there was growth of 4.1% compared to 
September 2015.

A weaker pound could hit real spending by domestic consumers as import 
prices rise, but tourists to the UK will benefit from the weak pound and 
could spend more here as a result.

Business services and finance (32%) 2.6% 2.4% 1.6% The financial sector remains particularly concerned about the possible 
implications of Brexit, especially if a “hard Brexit” occurs with the loss of 
passporting rights.

Some banks may be preparing to relocate some functions abroad as early 
as 2017 according to the British Bankers’ Association, although it remains 
to be seen how large any such moves will be.

Government and other services (23%) 0.5% 1.6% 0.8% The new Chancellor has abandoned George Osborne’s commitment to 
balance the budget by 2020 and announced some new infrastructure 
investments, but public services are likely to continue to face real-term 
cuts for the next few years.

Total GDP 2.2% 2.0% 1.2%

Sources: ONS for 2015, PwC for 2016 and 2017 main scenario projections and key issues. 
These are five of the largest sectors but they do not cover the whole economy - their GVA shares only sum to around 85% rather than 100%.

3	 The	potential	impact	of	Brexit	on	financial	services	was	considered	in	detail	in	our	April	2016	report	for	TheCityUK,	which	can	be	accessed	here:	 
http://www.pwc.co.uk/industries/financial-services/insights/leaving-the-EU-implications-for-the-UK-financial-services-sector.html	

Construction hardest hit, but all 
sectors likely to slow due to Brexit

The	sector	dashboard	in	Table	2.3	shows	
the actual growth rates for 2015 along 
with	our	projected	growth	rates	for	2016	
and	2017	for	five	of	the	largest	sectors	
within the UK economy. The table also 
includes	a	summary	of	the	key	issues	
affecting each sector. 

The outlook is clearly stronger for 
private	non-financial	services	than	other	
sectors, but all are likely to be negatively 
affected	by	leaving	the	EU.

Construction	may	be	hardest	hit	due	to	its	
reliance on large scale capital investment 
projects that may be particularly prone 
to	be	delayed	or	even	cancelled	due	to	
uncertainty following the vote to leave 

the EU. Commercial property is also 
being	hit	hard,	particularly	in	London.	
Manufacturers	of	capital	goods	may	 
also	be	hard	hit	for	the	same	reasons,	
although some exporters will gain  
from	the	weaker	pound.	Financial	services	
companies	could	also	be	affected	by	any	
loss of access to EU markets, notably 
through the possible loss of ‘passporting’ 
rights	for	UK-based	firms3.
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Figure 2.7 – PwC main scenario for output growth by region in 2016-17
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Regional prospects: all parts of the 
UK likely to see slower growth due to 
Brexit, but none should fall into 
recession in 2017

London	is	expected	to	continue	to	lead	
the regional growth rankings in 2016, 
expanding	by	around	2.6%	as	shown	 
in	Figure	2.7.	Most	other	regions	are	
expected	to	expand	at	rates	closer	to	the	
UK	average	of	around	2%,	but	Northern	
Ireland	is	expected	to	lag	behind	
somewhat	with	growth	of	around	1.4%.	

Growth	is	expected	to	decelerate	in	all	
regions	in	2017	as	the	UK	begins	to	feel	
the effects of the vote to leave the EU. 
We	do	not	however	project	negative	growth	
in any region in our main scenario. 
Growth	in	London	might	fall	to	around	
1.7%	in	2017,	while	once	more	Northern	
Ireland	will	lag	behind	the	rest	of	the	 
UK	at	around	0.6%.	
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Figure 2.8 – PwC main scenario for employment growth by region in 2016-17
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In terms of employment growth, we also 
expect	London	to	lead	the	way	in	2016	
with	growth	of	2.1%	closely	followed	 
by	Yorkshire	and	Humberside	with	2%	
growth.	In	2017,	we	expect	a	broadly	
similar	story.	Scotland	could	lag	behind	
here, with negative jobs growth in 
2016-17.	This	reflects	the	fact	that,	
although the unemployment rate in 
Scotland	is	falling,	the	number	of	
“economically inactive” people is rising, 
particularly for women. This is in contrast 
to the rest of the UK, where the number of 
people active in the labour force is rising. 
However,	we	do	expect	some	‘reversion	
to the mean’ for Scottish employment 
growth	in	2017,	even	though	it	remains	
slower than elsewhere in the UK  
(see	Figure	2.8).

It is important to note that regional output 
data	are	published	on	a	much	less	timely	
basis	than	national	data,	while	regional	
employment	data	are	more	timely	but	
sometimes	based	on	surveys	with	
relatively	small	sample	sizes.	As	a	result,	
the	margins	of	error	around	these	regional	
output	and	employment	projections	are	
even larger than for the national growth 
projections, so they can only be taken as 
illustrative	of	broad	directional	trends.

2.3	-	Outlook	for	inflation	
and	real	earnings	growth

Consumer	price	inflation	(CPI)	picked	up	
from	0.6%	in	August	to	1%	in	the	year	to	
September. Higher import prices are 
beginning	to	feed	through	to	consumers	
because	of	the	fall	in	sterling	since	June	
as a result of the vote to leave the EU. 
This	rise	could	be	seen	to	be	just	the	tip	 
of	an	inflationary	iceberg	coming	the	
UK’s way. Since late September, sterling 
has	fallen	further	against	the	euro	and	
dollar	and	this	will	continue	to	push	up	
inflation	in	the	months	ahead.	Further	to	
this, an increase in oil prices since their 
low point in early 2016 will push up costs 
for	energy	and	transport,	helping	push	
inflation	higher	(though	oil	prices	remain	
a	long	way	below	mid-2014	peaks).

Over	the	course	of	2017	we	therefore	
expect	CPI	inflation	to	rise	above	the	
Bank	of	England’s	2%	target	rate.	This	
will	squeeze	real	household	spending	
power	and	add	to	the	slowdown	in	the	
economy	in	2017.	
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Alternative inflation scenarios

In our main scenario we are projecting 
an	average	consumer	price	inflation	rate	
of	0.6%	in	2016	and	2.3%	in	2017,	which	
we	have	revised	up	since	our	last	UK	
Economic Outlook report in the face  
of	the	recent	weakness	of	the	pound.	 
By	the	fourth	quarter	of	2017,	inflation	
could	average	around	2.7%,	well	above	
the	Bank	of	England’s	2%	target	rate	
(see	Figure	2.9).

There	is	considerable	uncertainty	over	
how	far	and	fast	inflation	will	rise,	
however,	and	we	therefore	also	present	
two alternative scenarios for UK 
inflation	in	Figure	2.9:

• In our ‘high inflation’ scenario  
we	project	inflation	to	rise	to	around	
4%	by	the	end	of	2017	as	a	result	of	
potential	further	falls	in	the	pound	
and	a	possible	pick-up	in	global	
commodity	prices	if	other	economies	
grow	more	strongly	and/or	oil	supply	
is	constrained	by	producers.	

• In our ‘low inflation’ scenario,  
by	contrast,	the	UK	and	Eurozone	
economies weaken by more than 
expected	in	our	main	scenario	in	the	
aftermath of Brexit, while global 
commodity	prices	also	fall	back	next	
year.	In	this	case,	UK	inflation	could	
remain	at	only	around	1%	on	average	
in	2017.

As	with	our	GDP	growth	scenarios,	these	
two alternative variants are not as likely 
as our main scenario. But given recent 
volatility	and	uncertainty,	businesses	
should	plan	for	a	broad	range	of	
outcomes	after	Brexit	and	risks	to	UK	
inflation	do	seem	to	be	weighted	to	the	
upside	at	present	(in	contrast	to	risks	to	
real GDP growth, which we think are still 
weighted	somewhat	to	the	downside).

Consumer	price	inflation	exceeded	
earnings growth for six consecutive 
years	following	the	onset	of	the	2008-9	
recession,	which	was	in	marked	contrast 

to	pre-crisis	norms.	Positive	real	
earnings	growth	resumed	in	2015	and	
2016	as	consumer	price	inflation	fell	 
to	close	to	zero,	but	nominal	earnings	
growth in cash terms was still only 
around	2%,	which	remains	weak	by	
historical	standards.

We	had	been	assuming	a	gradual	
pick-up	in	earnings	growth	in	2016-17,	
but this is now much less clear after the 
vote	to	leave	the	EU.	On	the	one	hand,	
higher	consumer	price	inflation	due	to	
the	weaker	pound	could	feed	through	

into higher nominal earnings growth, 
but	on	the	other	hand	this	could	be	offset	
by	weaker	economic	growth	and	so	
labour	demand	after	Brexit.	Balancing	
these two effects, our preliminary 
projection is that earnings growth 
remains	fairly	flat	in	2016-17	at	just	over	
2%	in	cash	terms,	with	real	earnings	
growth	declining	slightly	in	2016	and	
falling	back	to	around	zero	in	2017.	 
But	there	are	considerable	uncertainties	
around	any	such	projections	at	present.

Figure 2.10 – CPI inflation vs average earnings growth

Source: ONS, PwC analysis
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Figure 2.9 – Alternative UK inflation (CPI) scenarios

Source: ONS, PwC scenarios
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2.4	-	Monetary	and	fiscal	
policy options

The	Monetary	Policy	Committee	(MPC)	
cut	interest	rates	in	August	and	
announced	an	expansion	of	its	asset	
purchase	(QE)	scheme	by	£60bn	for	UK	
government	bonds	and	up	to	£10bn	for	
high	quality	corporate	bonds.	Monetary	
policy	has	remained	on	hold	since	then.

The impact of the cut in interest rates 
may	be	limited	with	savings	rates	
already	near-zero	and	borrowing	costs	
for	business	and	homeowners	already	
very	low	by	historical	standards.	
Furthermore,	monetary	policy	may	not	
be	the	most	appropriate	tool	to	address	
the	uncertainty	created	by	the	Brexit	
referendum	result.	There	are	some	
circumstances when a central bank  
can	do	little	to	offset	the	shock	to	the	
economy	and	the	resulting	uncertainty,	
and	that	may	be	the	case	now.

As	discussed	further	in	Section	3,	 
we therefore expect the focus to switch 
to	fiscal	policy	to	support	growth	over	
the next few years, in particular through 
increased	public	investment	in	housing	
and	transport	infrastructure.	But	the	
continuing	high	budget	deficit	does	put	
some limits on how far the Chancellor 
can	go	on	this	in	the	Autumn	Statement.

2.5	-	Summary	and	
conclusions

UK	economic	growth	remained	relatively	
strong	in	the	second	quarter	of	2016,	
increasing	by	0.7%,	before	moderating	
to	a	still	solid	0.5%	in	the	third	quarter.	
There	has	certainly	been	no	immediate	
collapse in the UK economy following 
the	Brexit	vote.	However,	we	do	expect	
this	to	lead	to	a	more	significant	
slowdown	in	the	UK	economy	in	2017	as	
negotiations	with	the	EU	get	underway.

In our main scenario, we therefore project 
UK	growth	to	fall	from	around	2%	in	2016	
to	around	1.2%	in	2017,	although	this	
would	be	a	slowdown	rather	than	a	
recession. This takes into account the 
Bank	of	England’s	monetary	loosening	
announced	in	August	and	also	some	
expected	boost	to	public	investment	in	
the	Autumn	Statement.	It	also	assumes	
no	major	new	adverse	shocks	to	the	
global or EU economies.

The	main	reason	for	this	significant	
slowdown	in	UK	growth	is	projected	to	be	
a	downturn	in	business	investment	driven	
by	the	uncertainty	surrounding	the	
negotiations	to	leave	the	EU	and	to	what	
extent the UK will retain access to the EU 
Single Market. This will particularly hit 
the construction, commercial property 
and	capital	goods	sectors,	and	potentially	
also	parts	of	financial	services.

Consumer	spending	growth	is	also	
projected	to	slow	to	around	2%	in	2017	
from	just	under	3%	in	2016,	reflecting	
slower real average earnings growth 
(partly	due	to	higher	import	prices	and	 
a	consequent	rise	in	headline	consumer	
price	inflation	to	well	above	its	2%	target	
by	the	end	of	2017)	and	an	expected	
deceleration	in	UK	jobs	growth	from	the	
rapid	pace	of	recent	years.	But	somewhat	
stronger	net	exports,	helped	by	the	weaker	
pound,	should	dampen	the	scale	of	the	
fall in overall GDP growth next year.

There	are	considerable	uncertainties	
around	any	such	projections	at	present,	
however,	so	businesses	should	stress	test	
their	business	and	investment	plans	
against alternative economic scenarios 
and	also	review	the	potential	wider	
implications of Brexit for their operations.
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3	–	Outlook	for	the	public	finances	and 
options	for	the	Autumn	Statement

Key points
• In our main scenario we project that 

public borrowing will, in the absence 
of policy changes, be persistently 
higher than the OBR forecast back  
in March before the Brexit vote. 

• In particular, we project a continuing 
budget	deficit	of	around	£67	billion	
this	year,	falling	to	around	£18	
billion	in	2019/20	on	unchanged	
policies	rather	than	a	£10	billion	
budget	surplus	in	that	year.	In	total,	
we project a cumulative public 
borrowing	overshoot	of	over	£100	
billion	by	2020/21	compared	to	the	
OBR’s March forecasts.

• This	would,	however,	still	leave	the	
Chancellor	with	a	current	budget	
surplus	(excluding	net	investment)	 
in	2019/20	and	it	seems	likely	that	
he	will	want	to	add	to	planned	public	
investment in priority areas such as 
housing, transport infrastructure 
and	NHS	capital	budgets	in	his	
Autumn	Statement.

• Assuming	an	additional	£20	billion	
(c.	1%	of	GDP)	of	net	public	investment	
spread	over	the	period	between	
2017/18	and	2019/20,	we	estimate	
that	the	public	debt	to	GDP	ratio	would	
still	be	on	a	downward	trend	from	
2018/19	onwards,	as	well	as	retaining	
a	current	budget	surplus	of	around	£16	
billion	in	2019/20.	This	would	meet	
a	revised,	more	flexible	set	of	fiscal	
rules more similar to those initially 
adopted	by	George	Osborne	in	2010,	
as	opposed	to	his	later	more	
ambitious	budget	surplus	target.

• While the Chancellor may boost 
public	investment,	he	does	not	have	
the	money	for	large	net	tax	cuts	and	
is	likely	to	continue	to	bear	down	on	
non-investment	spending	by	both	
central	and	local	government.

Introduction
Back in March, the then Chancellor, 
George	Osborne,	looked	on	course	to	
eliminate	the	budget	deficit	before	the	
end	of	the	current	Parliament,	based	 
on	projections	by	the	Office	for	Budget	
Responsibility	(OBR)	that	assumed	a	vote	
to remain in the EU. Since then, however, 
not	only	has	the	deficit	not	fallen	as	fast	
as	hoped	during	the	first	half	of	2016/17,	
but	the	Brexit	vote	has	dampened	growth	
projections for the next few years as 
discussed	in	Section	2	above.

The	new	Chancellor,	Philip	Hammond,	
has	already	said	that	he	would	‘reset’	
fiscal	policy	in	the	light	of	the	Brexit	
vote,	deferring	the	date	by	which	he	
would	seek	to	balance	the	books.	He	has	
also	expressed	his	intention	to	boost	
public investment at a time when gilt 
yields	are	near	record	lows	(despite	
some	recent	increases).	But	few	details	
of	these	revised	plans	have	been	
announced	ahead	of	his	Autumn	
Statement on 23 November.

In	this	article	we	present	updated	
post-Brexit	economic	and	public	finance	
projections	to	2020/21	and	consider	the	
Chancellor’s options in the light of this 
revised	outlook.	The	discussion	is	
structured	as	follows:

Section 3.1 Describes our main 
scenario projections for 
the	public	finances	after	
the	Brexit	vote	and	
compares these with 
previous OBR forecasts

Section	3.2	 Consider	how	the	new	
Chancellor	might	amend	
his	predecessor’s	fiscal	
rules

Section	3.3	 Considers	the	scope	for	
additional	public	
investment within such a 
revised	set	of	fiscal	rules

Section 3.4 Discusses other high 
level options for the 
Chancellor in the 
Autumn	Statement

Section	3.5	 Summarises	and	draws	
conclusions from the 
analysis.



19UK Economic Outlook November 2016

3.1 - Outlook for the  
public	finances	after	 
the	Brexit	vote

Budget deficit estimates for 2016/17

Latest	estimates	indicate	a	budget	deficit	
outcome	of	around	£76	billion	in	2015/16,	
just	over	4%	of	GDP.	Back	in	March,	 
the	OBR	was	estimating	this	would	fall	
to	£55.5	billion	in	2016/17	and	then	
improve	relatively	rapidly	to	an	overall	
budget	surplus	of	around	£10	billion	by	
2019/20.	This	assumed	continued	real	
public	spending	cuts	over	this	period	
and	some	net	tax	rises.

Even	before	the	EU	referendum,	this	
pace	of	deficit	reduction	looked	ambitious,	
and	the	latest	data	for	the	first	six	
months	of	2016/17	show	the	deficit	for	
that	period	only	£2.3	billion	lower	than	
in	the	same	period	in	2015/16.	This	is	
even before there has been time for any 
noticeable effect of the Brexit vote to 
feed	through	to	tax	revenues,	given	that	
the	economy	held	up	relatively	well	in	
the	third	quarter	of	the	year.	Projecting	
the	latest	data	forward	suggests	a	full	
year	budget	deficit	of	around	£67	billion	
(3.4%	of	GDP)	in	2016/17,	which	would	
be	around	£11.5	billion	higher	than	the	
OBR forecast in March.

In	itself	this	would	not	be	a	disaster	and	
there	is	still	considerable	uncertainty	
around	the	full	year	outturn	given	that	
we	are	only	half	way	through	the	fiscal	
year	and	self-assessment	receipts	are	
expected1 to be relatively strong in 
January	and	February	2017.	But	the	
bigger	question	is	what	will	happen	to	
the	public	finances	in	the	medium	term.

Public finance outlook to 2020/21

The	primary	driver	of	tax	revenues	is	
economic	growth	in	nominal	(i.e.	cash)	
terms.	Extending	forward	our	main	
scenario	for	UK	GDP	growth	and	inflation	
in Section 2 above to 2020/21, we can see 
that nominal GDP in 2020/21 might be 
around	£40	billion,	or	just	under	2%,	
lower than the OBR forecast back in 
March	(see	Figure	3.1).	This	reflects	 
the	expected	medium	term	drag	on	 
real GDP growth from the Brexit vote, 
offset	in	part	by	higher	inflation2.

Figure 3.1 – Our latest nominal GDP projections vs OBR pre-Brexit forecasts (£bn)

Source: ONS, OBR, PwC

1,800

1,900

2,000

2,100

2,200

2,300

2020/212019/202018/192017/182016/172015/16

PwC (Nov 2016)OBR (March 2016)

PwC
OBR

1	 Based	on	analysis	of	the	latest	public	finance	data	by	the	OBR	here: 
http://budgetresponsibility.org.uk/docs/dlm_uploads/October-2016-Commentary-on-the-Public-Sector-Finances.pdf	

2	 Note,	however,	that	the	relevant	inflation	measure	here	is	the	Gross	Domestic	Product	(GDP)	deflator,	which	will	tend	to	be	less	sensitive	to	import	price	rises	than	
other	inflation	measures	such	as	the	CPI	or	RPI.

Of course, nominal GDP is not the only 
driver	of	the	public	finances.	There	could	
be	some	offsetting	influences	from	lower	
government	bond	yields,	so	reducing	
interest	costs	for	future	gilt	issues,	and	
the	fact	that	the	major	drag	on	growth	is	
expected	to	come	from	reduced	business	
investment more than from lower 
consumer	spending.	The	latter	is	more	
‘tax	rich’	(at	least	in	the	short	to	medium	
term),	since	it	is	a	key	driver	of	VAT	and	
other	indirect	tax	revenues,	whereas	
lower business investment also implies 
lower	deductible	capital	allowances	 
for corporate tax purposes.
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Stock markets have also risen since  
the Brexit vote, which will boost tax 
revenues	from	stamp	duty	and	financial	
sector	incomes	and	profits,	although	any	
Brexit-related	dampening	of	the	UK	
property	market	would	have	an	offsetting	
negative	impact	on	stamp	duty	revenues	
from that source. There will also be a 
net	saving	of	around	£6	billion	of	net	
annual	contributions	to	the	EU	budget	
from	2019/20	onwards.

Allowing	for	these	various	factors,	our	latest	
projections	for	key	public	finance	aggregates	
are	summarised	in	Table	3.1,	which	also	
shows the OBR’s March 2016 central 
forecasts	for	comparison.	We	find	that:

• public borrowing looks to be on track 
to overshoot the OBR forecast by 
more	than	£10	billion	this	year,	
coming	in	at	around	£67	billion	
(3.4%	of	GDP)	in	our	main	scenario;

• by	2019/20	and	2020/21,	the	projected	
public borrowing overshoot rises to 
around	£25-30	billion	(see	Figure	3.2),	
with	a	budget	deficit	of	just	under	1%	of	
GDP	by	the	end	of	the	period	compared	
to	a	budget	surplus	of	0.5%	of	GDP	 
as	projected	by	the	OBR	in	March;

• cumulatively, the public borrowing 
overshoot	is	projected	to	be	around	
£106	billion	over	the	five	year	period	
to	2020/21	(with	unchanged	tax	and	
spending	policies);	and

• this	implies	a	public	sector	net	debt	
to	GDP	ratio	that	peaks	at	just	under	
85%	of	GDP	next	year	and	then	
declines	only	gradually	to	around	
81%	of	GDP	by	March	2021,	as	
compared	to	an	OBR	forecast	that	the	
debt	ratio	would	be	down	to	around	
75%	of	GDP	by	that	time;	nonetheless,	
the	debt	ratio	would	still	be	on	a	
downward	path	from	2018/19	
onwards	based	on	our	projections.

Table 3.1: Comparison of PwC and OBR public finance projections (unchanged policies)

2016/17 2017/18 2018/19 2019/20 2020/21

PwC main scenario (Nov-16)      

Real GDP growth (%) 1.9 1.1 1.6 2.0 2.1

Public sector net borrowing (£bn) 67 58 41 18 16

Public sector net borrowing (% GDP) 3.4 2.9 2.0 0.9 0.7

Current budget deficit (% GDP) 1.7 1.1 0.4 -0.6 -1.2

Cyclically adjusted budget deficit (% GDP) 1.5 0.6 -0.3 -1.3 -1.8

Public sector net debt (% GDP) 84.3 84.5 84.1 82.6 81.2

OBR forecast (Mar-16)

Real GDP growth (%) 2.0 2.2 2.1 2.1 2.1

Public sector net borrowing (£bn) 56 39 21 -11 -11

Public sector net borrowing (% GDP) 2.9 1.9 1.0 -0.5 -0.5

Current budget deficit (% GDP) 1.0 0.2 -0.6 -1.9 -2.3

Cyclically adjusted budget deficit (% GDP) 0.9 0.2 -0.6 -1.9 -2.3

Public sector net debt (% GDP) 82.6 81.3 79.9 77.2 74.7

Source: OBR central forecast (March 2016), PwC main scenario with unchanged tax and spending policies (November 2016)

Figure 3.2 – Alternative public borrowing projections vs OBR's pre-Brexit forecasts (£bn)

Source: ONS, OBR, PwC
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3.2	-	Possible	revisions	to	
fiscal	rules

The	government’s	fiscal	rules	have	gone	
through a number of evolutions over the 
past	twenty	years,	as	summarised	in	
Table 3.2.

The	new	Chancellor,	Philip	Hammond,	
has	indicated	that	he	will	relax	George	
Osborne’s	fiscal	rules,	specifically	the	
objective of eliminating the overall 
budget	deficit	by	2019/20.	There	are	
various options here, but we think that a 
plausible approach may be to revert to 
something similar to George Osborne’s 
initial	fiscal	rules	from	2010-14,	with	an	
interim aim to:

• eliminate	the	current	budget	deficit3  
(excluding	net	public	investment)	by	
2019/20;	and

• establish	a	clear	downward	trend	in	
the	public	sector	net	debt	to	GDP	
ratio by 2019/20. 

Both	of	these	targets	would	be	achieved	
based	on	our	projections	in	Table	3.1	for	
unchanged	tax	and	spending	policies.	
The	aim	of	an	overall	balanced	budget	
could	be	left	for	the	longer	term	since	
achieving	this	is	likely	to	require	going	
beyond	the	OBR’s	normal	forecast	
horizon	and	would	also	take	us	beyond	
the	next	scheduled	General	Election	 
in May 2020.

Table 3.2: Evolution of the government’s fiscal rules since 1997

Chancellor Deficit target Debt target Assessed by:

Gordon Brown 
(1997-2007)

Current budget in 
balance or surplus  
on average across 
economic cycle 
(backward looking)

Public sector net debt 
to GDP ratio not 
higher than 40%

HM Treasury

Alastair Darling 
(2007-2010)

Initially the same fiscal rules as above, but 
suspended after the global financial crisis

HM Treasury

George Osborne 
(2010-2014)

Cyclically adjusted 
budget surplus by 
end of rolling 4 year 
forecast period 

Public sector net debt 
to GDP ratio starts 
falling again no later 
than March 2015

OBR

George Osborne 
(2015-2016)

Overall budget 
surplus by 2019/20

Declining trend in 
public sector net debt 
to GDP ratio

OBR

Source: HM Treasury

A	question	then	arises	as	to	how	far	
these	targets	would	allow	the	new	
Chancellor	scope	to	relax	fiscal	policy	 
at	least	temporarily	in	order	to	support	
the economy over the next few years as 
the UK negotiates its exit from the EU. 
Mr	Hammond	has,	in	particular,	
suggested	that	increased	public	
investment	in	areas	like	housing	and	
transport	infrastructure	could	be	a	focus	
of	any	such	fiscal	relaxation,	given	these	
are	also	desirable	from	a	longer	term	
supply	side	perspective.	So	how	much	
room for manoeuvre might the 
Chancellor have here?

3	 In	his	initial	rules,	George	Osborne	focused	on	the	cyclically-adjusted	current	budget	deficit,	which	would	be	slightly	easier	to	eliminate	by	2019/20.	But	this	is	not	
critical	to	our	analysis	and	we	suspect	Philip	Hammond	may	prefer	the	conceptually	simpler	and	somewhat	tougher	target	of	eliminating	the	actual	current	budget	
deficit,	without	getting	into	the	complexities	of	cyclical	adjustment	methodology	(even	though	this	is	now	delegated	to	the	OBR).
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3.3 - How much scope 
might the Chancellor 
have	for	higher	public	
investment?

To investigate this issue we have 
considered	a	potential	increase	in	public	
investment, relative to previous plans 
from	the	March	2016	Budget,	of	£20	
billion	(c.1%	of	GDP).	We	assume	this	
would	be	spread	evenly	over	the	three	
year	period	from	2017/18	to	2019/20	
(i.e.	around	£6-7	billion	extra	per	
annum),	so	it	is	relatively	modest	in	
macroeconomic terms.

This temporary stimulus programme 
would	aim	to	bolster	the	economy	and	
offset	a	potential	dampening	of	private	
sector	investment	during	a	period	when	
uncertainty	around	the	outcome	of	the	
UK-EU	negotiations	and	the	immediate	
aftermath of actual UK exit from the EU 
would	be	at	a	maximum.	It	would	also	
cover	the	period	up	to	the	next	General	
Election	in	May	2020,	beyond	which	the	
current	government	cannot	make	firm	
spending	commitments.

We	model	the	impact	of	this	based	on	an	
assumed	first	year	fiscal	multiplier	of	1,	
so that GDP rises in line with the increase 
in public investment relative to previous 
plans. Tax receipts also rise, but by less 
than the increase in public investment 
spending	since	they	are	only	around	36%	
of GDP. So there is some net increase in 
the	budget	deficit	(see	Figure	3.2),	but	
not by the full amount of the increase in 
public	investment.	The	current	budget	
deficit	actually	falls	slightly	due	to	the	
boost to tax revenues from the temporary 
rise	in	GDP.	Since	the	increased	in	
investment	is	time-limited,	however,	
there is no material effect on tax 
revenues or GDP after 2019/204.

4	 In	practice,	we	might	expect	some	boost	to	GDP	in	the	long	run	from	a	larger	public	sector	capital	stock,	but	these	effects	would	be	relatively	small	in	macroeconomic	
terms	over	the	period	to	2020,	so	we	do	not	consider	them	here.

In	the	medium	to	long	run,	the	main	
fiscal	effect	of	public	investment	would	
be	an	increase	in	the	total	public	debt	
stock	to	finance	this	additional	spending.	
However,	as	shown	in	Figure	3.3,	 
we	estimate	that	this	effect	would	be	
relatively	small,	with	the	net	public	debt	
to GDP ratio in March 2021 being just 
0.5%	of	GDP	higher	than	without	this	
extra	investment	and	still	on	a	clear	
downward	path	from	2018/19	onwards.

Our	conclusion	from	this	modelling	
exercise is that a public investment 
increase	of	this	relatively	modest	scale	
–	i.e.	£20	billion	in	total	over	3	years	–	
would	remain	consistent	with	the	
suggested	revised	fiscal	rules	we	discuss	
above	and	would	not	put	longer	term	
fiscal	sustainability	under	threat.

Figure 3.3 – Alternative public sector net debt to GDP ratio projections vs OBR's 
pre-Brexit forecasts (%)

Source: ONS, OBR, PwC
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On	the	spending	side,	overall	real	current	
(i.e.	non-investment)	spending	growth	
is	likely	to	remain	relatively	subdued	
over	the	next	few	years,	broadly	in	line	
with George Osborne’s previous plans.  
There	may	be	some	reallocation	of	funds	
to	reflect	the	priorities	of	the	new	
government,	including	settlements	for	
new	departments	–	DExEU	and	DIT	–	
although	the	latter	would	mostly	involve	
reallocations	of	money	and	staff	rather	
than	requiring	large	additional	
expenditures	in	macroeconomic	terms.	
There	will	also	be	a	renewed	emphasis	
on	efficiency	improvements,	including	
greater	use	of	digital	technology	across	
the public sector, which has great 
potential	as	discussed	in	our	recent	
report on ‘Gov Tech’9.

But, as with tax, the Chancellor has 
limited	room	for	manoeuvre	on	current	
spending	if	he	is	to	meet	our	suggested	
revised	target	to	eliminate	the	current	
budget	deficit	by	2019/20.	Although	our	
central	projections	(see	Table	3.1)	suggest	
that	he	could	meet	this	target	with	a	
margin	of	around	0.6%	of	GDP,	this	is	
considerably	smaller	than	the	uncertainty	
surrounding	any	such	forward	
projections, particularly at present  
in the aftermath of the Brexit vote.

Indeed	a	larger	programme	of	additional	
investment	might	be	considered,	but	the	
Chancellor may not wish to go too far in 
his	first	major	fiscal	statement,	bearing	
in	mind	that	gilt	yields	have	risen	
somewhat	since	their	mid-August	lows.	
While	still	very	low	by	historical	standards,	
this	does	suggest	some	nervousness	in	
international	bond	markets	about	gilts,	
which	is	linked	to	the	weakness	of	the	
pound	since	the	Brexit	vote.

So	it	may	be	prudent	for	the	Chancellor	
to	proceed	with	caution	here	–	if	the	
markets	react	well	to	a	measured	rise	in	
public	investment	of	this	kind,	then	he	
would	retain	the	option	of	going	further	
later	if	the	economy	(and	particularly	
private	investment)	weakened	more	 
than	expected	during	the	next	few	years.

We think this extra public investment 
should	be	focused	on	supply	side	priorities	
such	as	housebuilding	and	repairs	and	
maintenance	to	roads	and	railways	that	
can	proceed	relatively	quickly,	rather	than	
longer	term	megaprojects	that	would	 
not have the same supportive impact on 
the economy over the next few years. 
This	could	be	linked	to	the	wider	aim	 
of	boosting	productivity	growth	through	
better	infrastructure,	including	in	the	
North	and	Midlands	regions	of	England,	
which	we	would	expect	to	be	a	key	 
focus of the government’s new  
industrial	strategy5.

Some	increase	in	capital	spending	budgets	
may also help ease the pressure on NHS 
finances	at	present.	As	argued	by	the	NHS	
Confederation	recently6,	this	could	be	
focused	on	additional	one-off	investment	
in	buildings	and	equipment	to	help	
achieve the objectives of Sustainability 
and	Transformation	Plans	(STPs).

3.4	-	Other	high	level	
policy options for the 
Autumn	Statement

It	is	beyond	the	scope	of	this	article	to	
look	in	detail	at	all	the	other	possible	
options	for	the	Chancellor.	As	we	have	
argued	previously7, there are several 
possible areas of tax policy reform that 
merit	attention	(e.g.	as	regards	greater	
integration	of	income	tax	and	national	
insurance,	VAT	and	a	more	general	
measure to make the tax system simpler 
and	more	efficient).	However,	such	
reforms typically create both winners 
and	losers	and	the	Chancellor	has	
limited	funds	at	his	disposal	now	 
to compensate the losers. 

We may therefore get consultations on 
future	tax	reforms,	including	next	steps	
on	fiscal	devolution,	rather	than	
immediate	action,	which	would	be	
deferred	to	the	2017	Budget	or	later.	 
This	would	also	be	desirable	from	the	
perspective	of	allowing	businesses	and	
individuals	both	a	say	in	the	process	and	
time to prepare for any changes that may 
be	enacted	in	future.	The	Chancellor	is	
also likely to talk more about the Making 
Tax Digital initiative8, which envisages 
HMRC	moving	to	a	fully	digital	tax	system	
by	2020	in	order	to	boost	both	cost	
efficiency	and	ease	of	use	for	taxpayers.

5	 Although	we	would	note	that	key	elements	in	this,	such	as	boosting	skills,	will	require	more	than	just	capital	spending.
6	 See	the	NHS	Confederation	submission	to	HM	Treasury	here:	http://www.nhsconfed.org/resources/2016/10/autumn-statement-2016-nhs-confederation-representation
7	 See	our	‘Paying	for	Tomorrow’	website	for	more	details	of	these	ideas,	which	spring	from	discussions	with	business	people,	a	citizens’	jury	and	students,	as	well	as	 

PwC tax experts: http://www.pwc.co.uk/issues/futuretax.html
8	 As	set	out	here:	https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/484668/making-tax-digital.pdf
9	 You	can	find	further	details	of	this	report	here:	http://www.pwc.co.uk/govtech.html
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3.5	-	Summary	and	
conclusions

The	Chancellor	has	said	that	he	intends	
to	reset	fiscal	policy	plans	in	the	aftermath	
of the Brexit vote, but he clearly faces 
some	constraints	in	doing	so	as	we	
estimate that there may be a cumulative 
public	borrowing	overshoot	of	over	£100	
billion	over	the	next	five	years	based	on	
unchanged	tax	and	spending	policies.

However,	this	fiscal	outlook	would	still	
see	the	overall	deficit	declining	to	below	
1%	of	GDP	by	the	end	of	the	Parliament,	
and	we	think	this	should	still	meet	a	
plausible	revised	set	of	fiscal	rules	based	
on	eliminating	the	current	budget	deficit	
by	2019/20	and	getting	the	public	sector	
net	debt	to	GDP	ratio	back	on	a	clear	
downward	path	by	that	time.	

Indeed,	we	see	room	for	the	Chancellor	
to continue to meet these rules even  
if	he	decided	to	raise	public	sector	
investment	by	a	cumulative	£20	billion	
over	the	next	three	years	(i.e.	around	
£6-7	billion	per	year),	helping	to	offset	
potential weakness in private sector 
investment	during	the	uncertainties	 
of	the	UK-EU	negotiations	over	Brexit.	
By	focusing	on	short	term	projects	aimed	
at	achieving	long	term	supply	side	
objectives	to	boost	housebuilding	and	
transport infrastructure reliability,  
we	believe	the	Chancellor	could	craft	 
a	credible	package	for	the	Autumn	
Statement	that	would	not	unsettle	 
the	financial	markets.

The	Chancellor	would	need	to	exercise	
some caution on the scale of such extra 
investment,	however,	and	also	maintain	
a	tight	grip	on	non-investment	spending.	
Any	tax	cuts	are	likely	to	need	to	be	
broadly	balanced	by	tax	rises.	Resetting	
fiscal	policy	needs	to	be	seen	to	be	
consistent with maintaining longer term 
prudence	in	managing	the	public	finances.
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4	–	UK	trade	prospects	after	Brexit1

Key points
• World	trade	growth	has	slowed	

relative to global GDP growth since 
the	financial	crisis.	This	slowdown	
has	been	exacerbated	recently	by	
weaker growth in emerging markets 
and	the	commodity	trade	cycle.

• UK	export	performance	since	2007	
appears	to	have	been	stronger	outside	
the EU than within the Single Market. 
This	could	reflect	an	advantage	to	
euro area members have from using a 
common	currency	or	the	inflexibility	
of	trade	linked	to	European	supply	
chains. The UK also has a strong 
comparative	advantage	in	services	
trade,	which	is	growing	more	strongly	
globally	than	trade	in	goods.

• Medium-term	growth	prospects	
remain strong in key emerging market 
regions,	including	Asia,	Africa	and	the	
Middle	East.	That	suggests	that	the	
recent	downturn	in	trade	growth	
outside	the	developed	economies	
should	prove	temporary,	and	that	UK	
export	growth	to	markets	outside	the	
EU	should	soon	resume	momentum.

• The key policy priorities for improving 
UK	trade	prospects	after	Brexit	should	
be: securing the best possible access to 
the Single Market; a programme of 
trade	promotion	in	non-EU	markets;	
supply-side	reform;	and	active	
engagement with other major 
international	institutions	–	including	
the	World	Trade	Organisation.

• New	Free	Trade	Agreements	with	
countries	outside	the	EU	will	take	a	
long	time	to	secure	and	are	therefore	
likely	to	offer	limited	benefits	to	UK	
trade	in	the	immediate	aftermath	 
of Brexit.

This article looks at how the UK might 
meet	this	challenge	in	a	post-Brexit	
world	–	reviewing	recent	trends	in	 
world	trade	and	the	future	prospects	 
for export market growth.

Section	4.1	considers	the	recent	pattern	
of	world	trade	growth,	where	there	has	
been	a	noticeable	slowdown	since	the	
financial	crisis.	This	appears	to	reflect	
the	fact	that	world	trade	enjoyed	a	
particularly strong boost in the 1990s 
and	early	2000s	from	the	process	of	
globalisation. In the absence of a new 
wave	of	trade	liberalisation,	world	trade	
growth is unlikely to return to the strong 
dynamism	that	we	saw	in	the	past.

Section	4.2	discusses	the	pattern	of	UK	
trade	growth	in	recent	years.	Here	there	
are	mixed	messages.	The	UK	has	done	
well in recent years in tapping export 
growth	opportunities	outside	the	EU	 
and	has	a	strong	position	in	services	
industries.	However,	in	Asia	and	other	
emerging markets, import growth has 
slowed	sharply	over	the	past	couple	of	
years. So future prospects for UK exports 
outside	of	the	EU	hinge	on	whether	this	 
is	a	temporary	slowdown	or	a	more	
sustained	weakening	of	import	growth.

Section	4.3	looks	ahead	at	future	UK	
trade	prospects,	both	in	the	EU	and	
externally,	and	the	final	section	aims	to	
draw	conclusions	about	the	UK’s	policy	
options	outside	the	EU.

Introduction
The	referendum	decision	to	leave	the	
European	Union	(EU)	raises	questions	
about	the	UK’s	future	trade	relationships	
with	the	rest	of	the	world.	At	present	the	
UK enjoys full access to the Single 
European Market. Other EU countries 
account	for	44%	of	our	total	exports	of	
goods	and	services	and	53%	of	imports.	
Countries	trade	more	readily	with	their	
nearest neighbours, so the rest of the EU 
will	continue	to	be	a	significant	trading	
partner for the UK. But if access to 
European	markets	is	more	restricted	in	
the future, then the UK will become 
more	reliant	on	other	more	distant	
markets	to	support	the	growth	of	trade.

Forging	new	trading	relationships	with	
other	countries	outside	the	EU	is	a	major	
challenge.	The	UK’s	current	trade	
agreements exist via its EU membership, 
and	complex	trade	agreements	are	not	
easy	to	negotiate	and	agree.	So	there	is	
also	a	big	question-mark	over	the	UK’s	
future	trade	relationships	with	the	rest	
of	the	world	as	an	independent	trading	
nation	outside	the	EU.

1	 This	article	was	written	by	Andrew	Sentance,	Senior	Economic	Adviser	at	PwC	and	former	member	of	the	Monetary	Policy	Committee.
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Figure 4.2 – Import volumes in emerging/developing regions
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Figure 4.1 – World GDP and trade growth
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4.1	-	World	trade	has	
been sluggish since the 
financial	crisis

In	the	1980s,	1990s	and	in	the	2000s	
before	the	financial	crisis,	we	became	
accustomed	to	world	trade	increasing	at	
around	1.5-2	times	global	GDP	growth,	
as	Figure	4.1	shows.		The	period	from	the	
early	1990s	until	2007	saw	a	particularly	
strong	expansion	of	trade	across	the	
world	economy.	In	the	fourteen	years	
1994	to	2007,	the	IMF’s	measure	of	world	
trade	(which	includes	services	as	well	as	
goods)	increased	on	average	by	nearly	
7%	a	year,	compared	to	world	GDP	
growth	of	around	3.5%.	World	trade	was	
very	volatile	during	and	immediately	
after	the	financial	crisis,	but	since	2012	
has	averaged	just	over	3%	-	slightly	below	
the	rate	of	growth	of	global	GDP	(3.4%	
using	the	IMF’s	preferred	measure).

Various	hypotheses	have	been	put	
forward	to	explain	the	relatively	sluggish	
performance	of	world	trade	in	recent	
years,	particularly	compared	with	the	
period	1980-2007.	The	latest	report	from	
the	World	Trade	Organisation	(WTO)	
pointed	to	a	number	of	factors:	changes	
in	the	import	content	of	demand;	absence	
of	trade	liberalization;	creeping	
protectionism; a contraction of global 
value	chains	(GVCs);	and	possibly	the	
increasing	role	of	the	digital	economy	
and	e-commerce.	The	WTO’s	conclusion	
is	that	all	have	most	likely	played	a	role2.

Another	factor	which	has	acted	as	a	drag	
on	world	trade	growth	recently	has	been	
the	slowdown	in	China	and	the	associated	
commodity	price	downturn	–	which	has	
reduced	import	demand	from	many	
commodity-producing	countries.

2	 WTO	Trade	Outlook,	27	September	2016.

Figure	4.2	shows	the	level	of	merchandise	
import volumes since 2012 in the key 
emerging	market	regions	of	the	world.	 
In	South	America,	import	demand	peaked	
in	mid-2013	and	has	since	fallen	by	13%.	
In	Asia,	goods	import	volumes	have	been	
relatively	flat	since	2014	and,	in	the	rest	
of	the	emerging	and	developing	markets,	
import	volumes	peaked	in	late	2014	and	

have	since	fallen	by	around	6%.	In	the	
more mature western markets, however, 
import growth has been much stronger 
as	falling	energy	and	commodity	prices	
have	boosted	consumer	incomes.	Since	
mid-2013,	import	growth	has	averaged	
nearly	4%	per	annum	in	North	America	
and	around	3%	in	Europe.
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A	key	question	in	terms	of	the	outlook	
for	world	trade	is	the	extent	to	which	
these regional movements are signalling 
long-term	trends,	or	whether	they	are	just	
part	of	the	swings	and	roundabouts	driven	
by	the	recent	commodity	cycle.	We	will	
return to this issue later in the article.

The	other	feature	of	recent	trade	
performance	which	deserves	some	
comment is the growing importance of 
services	trade.	World	goods	trade	has	
increased	by	an	average	of	just	over	4%	
per	annum	in	dollar	terms	over	the	past	
decade,	while	world	services	trade	has	
increased	by	8%	-	nearly	twice	as	fast.		
Currently,	commercial	services	trade	
–	as	measured	by	the	WTO	-	is	around	
28%	of	the	value	of	goods	trade.	But	this	
figure	was	just	20%	ten	years’	ago.

Trade	in	services	has	the	potential	to	
become much more important across the 
world	economy,	as	the	digital	economy	
grows	in	significance	and	regulatory	
and	other	barriers	to	services	trade	are	
reduced.	In	most	major	economies,	
services	activities	account	for	around	
70%	or	more	of	GDP.	For	the	UK,	which	
has	a	strong	comparative	advantage	 
in	many	tradable	services	industries,	
this is a major area of opportunity.

4.2 - Recent UK export 
performance 

Against	this	background,	how	have	UK	
exports been performing? One of the  
key economic policy concerns since the 
financial	crisis	has	been	that	the	UK	has	
experienced	a	widening	current	account	
deficit.	That	has	been	mainly	due	to	
changes	on	the	income	side	of	the	
balance	of	payments,	reflecting	profits	
paid	abroad	or	received	here	in	the	UK	 
by international companies. The UK’s 
trade	deficit	–	including	both	goods	and	
services – has been more stable in recent 
years than the overall balance of 
payments position, with the gap between 
exports	and	imports	fluctuating	around	
minus	2-2.5%	of	GDP	(see	Figure	4.3).

The	period	since	the	financial	crisis	has	
featured	volatility	and	disappointing	trade	
growth, as we have seen. So the key issue 
for the UK is how well its exports have 
performed	in	relation	to	key	indicators	 
of	world	trade.	One	obvious	benchmark	
is	how	UK	trade	volumes	have	increased	
relative	to	world	trade	more	generally.	
Another	key	indicator	is	to	measure	the	
UK’s	trade	performance	relative	to	its	trade	
partners within the EU. It is informative 
to	do	this	in	terms	of	both	EU	internal	
trade	and	exports	to	non-EU	countries.

Figure 4.3 – UK trade balance in goods and services since 2000
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Figure	4.4	shows	these	comparisons,	going	
back	to	the	beginning	of	2007	before	the	
financial	crisis	hit	and	before	the	pound	
started	sliding	against	other	currencies.	 
UK	exports	have	broadly	kept	pace	with	
world	trade	volumes	since	2007	and	have	
slightly	underperformed	within	the	
European single market. It is in markets 
outside	the	EU	where	UK	exporters	
appear	to	have	outperformed	their	
counterparts in the European Union.  
UK	exports	to	countries	outside	the	EU	
have	grown	by	about	20%	more	than	 
the	average	of	European	exports	to	third	
party countries. This is an encouraging 
indicator	of	the	ability	of	the	UK	to	grow	
its	trade	with	non-EU	countries.

The absolute growth of export volumes 
supports this view of better UK 
performance	in	markets	outside	the	EU.	
Compared	to	the	level	in	the	first	quarter	
of	2007,	UK	exports	to	the	rest	of	the	 
EU	were	actually	1.7%	lower	in	volume	
terms	(in	Q2	2016)	according	to	the	latest	
figures.	By	contrast,	UK	exports	to	
non-EU	countries	are	now	43%	higher	
than	in	early	2007.

Why	do	UK	exports	appear	to	have	
performed	better	in	markets	outside	 
the EU than within the single European 
market? We know, of course, that European 
economic growth has been sluggish since 
the	financial	crisis,	particularly	in	southern	
Europe.	But	that	does	not	explain	the	
picture	shown	by	Figure	4.4,	which	is	
one	of	relative	underperformance	–	 
i.e. with UK exports growing more slowly 
than	the	general	level	of	intra-EU	trade.	
Nor	does	the	decline	in	the	sterling	
exchange rate offer an obvious 
explanation	–	sterling	has	declined	
against	both	the	euro	and	non-euro	
currencies	since	the	financial	crisis.

Figure 4.4 – UK relative trade performance since 2007
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One	reason	could	be	that	countries	in	the	
euro	area	have	a	trade	advantage	within	
the Single Market relative to countries 
outside	the	euro	like	the	UK	because	of	the	
stability	and	predictability	of	operating	in	
a	common	currency.	Another	potential	
explanation	is	the	nature	of	trade	 
between	the	UK	and	other	EU	countries.	
UK manufacturers exporting to the rest  
of the EU are often part of complex supply 
chains,	which	are	relatively	inflexible	and	
do	not	allow	businesses	to	take	advantage	
of	changes	in	competitive	advantage,	
such as a fall in the value of the currency.

Both	of	these	explanations	could	also	help	
account for the fact that UK exporters 
appear to have been more successful 
outside	the	European	Union	than	within	
the Single Market. If countries within 
the	euro	area	have	focussed	their	efforts	
on	intra-EU	trade,	it	is	perhaps	not	
surprising	that	a	country	outside	the	
euro	area	like	the	UK	has	performed	
better	outside	the	EU.	In	addition,	if	UK	
exporters	were	constrained	by	complex	
supply chains in terms of their exports 
into the Single European Market, they 
may	have	been	able	to	exploit	non-EU	
markets	more	flexibly.

Whatever,	the	reason,	this	record	of	
relative	export	success	outside	Europe	is	a	
positive	signal	for	the	trade	performance	
of a UK economy which is no longer a 
member of the EU.

The	data	shown	in	Figure	4.4	and	
discussed	above	relate,	however,	solely	to	
exports	of	goods.	The	UK	is	a	particularly	
successful exporter of services – with a 
strong	comparative	advantage	in	a	range	
of	sectors,	including	financial	services,	
business	and	professional	services,	IT	
and	communications,	design	and	media,	
and	travel	and	tourism.	These	tradable	
services play a strong role in the UK 
services sector, with the result that the 
UK exports a higher share of GDP than 
any	other	G7	economy.	Our	services	
export	share	is	around	12%	of	GDP,	
compared	to	about	8%	in	Germany	and	
France,	4%	in	the	United	States	and	3%	
in	Japan3. In absolute terms, the UK is 
the	second-largest	exporter	of	services	
in	the	world	behind	the	United	States.

3	 UK	services	trade	trends	were	discussed	further	in	a	previous	UK	Economic	Outlook	article	by	Andrew	Sentance	here:	http://www.pwc.co.uk/assets/pdf/ukeo-jul2015.pdf	
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As	we	noted	earlier,	services	trade	has	been	
much	more	dynamic	than	goods	trade	
across	the	global	economy.	Figure	4.5	
shows	the	UK’s	relative	share	of	world	trade	
(measured	in	dollar	terms)	in	goods	and	
services.	Both	the	UK	goods	and	services	
shares	of	world	trade	have	declined	by	
about	a	third	since	before	the	financial	
crisis.	The	decline	in	the	value	of	sterling	
has	contributed	to	this	downward	shift,	
as	has	the	decline	in	financial	services	
exports since the 2008/9 crisis. But the 
UK	continues	to	hold	a	stronger	position	
in	global	services	trade	than	in	goods,	
with	over	7%	of	global	exports	of	services	
compared	with	just	over	2.5%	in	goods.	
With	the	UK	accounting	for	around	3.5%	
of global GDP, it is fair to say that it 
punches	below	its	weight	in	the	world	
economy	in	goods	trade,	but	significantly	
above	its	weight	in	the	services	industries.

Figure 4.5 – UK shares of total world trade in goods and services
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4.3 - Prospects for UK 
trade	after	Brexit

The	nature	of	the	UK’s	separation	deal	
with the European Union will clearly 
have	an	important	bearing	on	our	trade	
with the rest of the EU, but nothing 
dramatic	is	set	to	change	in	the	short-
term. The UK remains a full member of 
the	EU	until	Article	50	negotiations	are	
concluded,	which	is	not	expected	to	be	
the case until 2019. Then, there will 
need	to	be	a	transitional	period	for	both	
the	UK	and	the	rest	of	the	EU	to	adjust	
their	administrative	systems	and	laws	
and	also	to	negotiate	any	new	UK-EU	
trade	deal.	Trade	arrangements	during	
this	transitional	period	remain	to	 
be	negotiated.

However, even before any formal 
separation,	there	could	be	impacts	of	 
the	EU	referendum	decision	on	trade	
and	foreign	direct	investment	flows.	
These	could	arise	because	firms	start	 
to relocate their activities in anticipation 
of any formal separation between the 
UK	and	the	rest	of	the	EU.

It	is	very	early	days	to	assess	how	
significant	these	shorter-term	changes	in	
trade	flows	might	be.	They	are	probably	
likely	to	be	happen	more	quickly	in	the	
services	sector	-	where	activity	can	be	
moved	more	easily	in	and	out	of	
countries – than in manufacturing, 
where	export	activity	is	determined	 
by	long-term	investment	decisions.	

In	addition,	as	we	have	seen	in	the	recent	
case of Nissan, the UK government appears 
keen to offer reassurances to major 
investors	to	prevent	any	major	exodus	 
of economic activity from the UK – 
particularly	affecting	regions	outside	
London	and	the	South	East.	This	will	 
act as a further countervailing impact 
on	any	quick	diversion	of	trade	activity.	
The	recent	decline	in	the	exchange	rate	
could	also	offer	some	short-term	relief	 
to exporters, though the UK mainly 
exports	high	value-added	goods	and	
services which are not especially price 
sensitive. The most likely scenario is 
that	any	Brexit	impacts	on	trade	flows	 
in	and	out	of	the	UK	are	likely	to	be	
slow-burning	and	not	felt	in	a	significant	
way until 2020 or later.

In	the	2020s,	the	UK	could	find	itself	
outside	of	the	European	Union	Single	
Market	and	the	EU	Customs	Union.	 
This	raises	the	prospect	of	tariff	and	
non-tariff	barriers	to	trade	being	higher	
than now with the UK’s main European 
trading	partners.	On	the	other	hand,	
other	European	countries	would	then	
face	higher	trade	barriers	in	terms	of	
their access to the UK market. So a policy 
of	general	trade	restrictions	between	the	
UK	and	the	rest	of	the	EU	is	not	the	most	
likely	outcome.	But	it	is	quite	possible	
that some sectors will face much more 
restricted	access	to	the	European	market	
than at present in the 2020s.
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The	potential	offset	to	this	negative	trade	
impact within the EU is the prospect of 
better	export	growth	in	markets	outside	
Europe.	This	does	not	hinge	on	striking	
new	free	trade	agreements	with	non-EU	
countries,	however.	As	we	have	seen,	the	
UK	has	been	quite	successful	in	achieving	
strong	export	growth	outside	the	EU	
under	the	current	set	of	trade	agreements	
and	partnerships	with	other	countries.

What,	then,	are	the	consequences	for	 
the	UK	of	the	fact	that	imports	from	Asia,	
South	America	and	other	parts	of	the	
emerging	world	have	slowed	or	turned	
down	quite	sharply	in	the	past	2-3	years?	
Though	this	is	a	worry,	there	are	good	
reasons	to	believe	that	this	downturn	 
in the emerging market contribution to 
trade	is	related	to	the	commodity	cycle	
and	the	adjustments	taking	place	in	the	
Chinese	economy.	As	the	latest	IMF	
forecast	showed,	the	broader	economic	
prospects	for	economies	in	Asia,	the	
Middle	East,	Africa	and	Central	Europe	
are	still	quite	strong	(see	Figure	4.6).

Figure 4.6 – Medium term regional growth prospects
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Source: IMF World Economic Outlook, October 2016

We	should	beware	of	reading	too	much	
longer-term	significance	into	recent	
emerging	market	import	trends.

Even	before	the	Brexit	decision,	our	
latest analysis of export prospects4 
suggested	that	the	share	of	EU	markets	
as	a	destination	for	UK	exports	of	goods	
and	services	would	fall	to	around	37%	
by	2030.	If	the	UK	faces	additional	
barriers to accessing EU markets 
post-Brexit,	then	this	share	could	drop	
more	quickly	–	possibly	to	30-35%	by	
2030.	UK	exporters	would	face	the	
challenge of increasing exports to other 
geographical markets to compensate.

4	 See	the	article	in	our	November	2015	UK	Economic	Outlook	report	for	details	of	these	long	term	UK	export	projections	by	destination:	 
http://www.pwc.co.uk/assets/pdf/uk-economic-outlook-full-report-november-2015.pdf	

Where	might	exporters	look	beyond	
Europe	to	develop	overseas	sales?	
Despite	all	the	talk	of	new	trade	deals	
with	Australia	and	other	Asian	economies,	
the	trade	opportunities	available	to	the	UK	
may	lie	closer	to	hand.	First,	over	20%	 
of	UK	exports	of	goods	and	services	
already	go	to	the	United	States	and	
Canada.	The	UK	is	well	placed	to	access	
North	American	markets	because	of	
geography, language, strong historical ties 
and	a	common	business	culture.	But	a	
more	protectionist	attitude	to	world	trade	
following	Donald	Trump's	victory	could	
limit these opportunities within the US 
and	in	other	countries,	for	example	if	a	
change	in	US	policy	starts	to	undermine	
the	global	trading	system	based	on	the	
WTO.	On	the	other	hand,	President-elect	
Trump	has	previously	suggested	that	he	
might	be	open	to	a	trade	deal	with	the	UK	
after	Brexit,	so	there	are	possible	upsides	
as	well	as	downsides	in	terms	of	future	
US-UK	trade	relations.	

Second,	Africa	and	the	Middle	East	are	
our next closest geographical markets 
after Europe. Together, these markets 
currently	account	for	just	over	6%	of	
world	GDP	but	they	are	home	to	around	
20%	of	the	world’s	population.	

Third,	the	UK	can	reach	out	to	countries	
on	the	eastern	fringe	of	Europe	–	including	
Turkey	and	central	European	countries	
which	have	not	yet	joined	the	EU.	Some	
of these economies have strong growth 
potential as long as they can remain 
stable politically.
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4.4 - Policy implications

The	notion	that	the	UK	needs	to	wait	to	
strike	a	new	set	of	trade	deals	with	other	
countries	outside	the	EU	to	protect	and	
enhance	its	trade	relationships	with	the	
rest	of	the	world	does	not	reflect	current	
economic	and	political	realities.	Trade	
agreements	take	5-10	years	to	agree	and	
implement	and	the	UK	would	be	starting	
from a relatively weak position. The UK’s 
current	trade	relationships	depend	on	its	
membership of the European Union – 
either through the Single Market or other 
trade	deals	negotiated	by	the	EU.	Talk	of	
striking	new	trade	deals	with	Australia,	
India,	China	or	any	other	country	is	not	
the	best	way	of	safeguarding	UK	trade	
interests	in	the	next	5-10	years.

Instead,	the	UK	government	should	be	
focussing on four key policy priorities  
to ensure that export opportunities are 
maximised	and	consumers	are	safeguarded	
from	tit-for-tat	protectionism	and	new	
tariff barriers.

First, the UK needs to secure the best 
possible access to the Single European 
Market once it has left the EU.

One	way	this	could	be	achieved	is	through	
a transitional arrangement which allows 
the UK to remain as a member of the 
European	Economic	Area	(EEA)	until	a	
new	comprehensive	Free	Trade	Agreement	
is	negotiated	between	the	UK	and	the	EU.	
This	could	be	a	basis	for	the	“soft	Brexit”	
which many in business favour.

An	alternative	scenario	is	that	there	is	a	
much	more	fundamental	break	between	
the	UK	and	the	Single	Market,	but	that	
could	still	be	cushioned	by	securing	
deals	which	protect	key	sectors	–	like	the	
automotive	industry	and	financial	services.	
This sectoral approach, however, contains 
the	danger	that	the	UK	government	is	
drawn	into	a	more	interventionist	strategy	
in	terms	of	individual	investment	and	
business	decisions.	While	this	may	be	
attractive	in	terms	of	short-term	politics,	 
it	threatens	to	undermine	the	principles	of	
market	forces	and	competition	which	the	
UK	promoted	in	the	1980s	and	1990s	to	
establish	the	single	market	in	the	first	place.

Second, trade promotion – rather  
than ambitious new trade deals – 
should be the focus of government 
activity to support exports in 
countries outside the EU.

	The	UK’s	success	in	developing	export	
markets	outside	the	EU	in	the	past	
decade	suggests	that	the	current	world	
trade	environment	–	overseen	by	the	
WTO	–	has	not	hampered	the	ability	of	
the	UK	to	grow	exports	in	non-EU	
markets.	In	addition,	the	UK	has	a	strong	
comparative	advantage	in	trade	in	services,	
where	trade	agreements	have	historically	
been less important in facilitating new 
export	market	opportunities.	Most	trade	
agreements	tend	to	focus	on	trade	in	goods.	

Clearly,	the	UK	should	be	an	active	
participant	in	the	WTO	and	support	the	
development	of	free	trade	in	both	goods	
and	services	globally.	But	these	objectives	
may	be	better	achieved	by	supporting	
broader	multilateral	trade	agreements	
involving a number of countries, rather 
than	single-handedly	trying	to	negotiate	
deals	with	much	stronger	countries	like	
the	US	and	China.
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Third, the UK economy will continue 
be an attractive base for trade and  
a magnet for investment if the 
conditions under which business 
operates are attractive to domestic 
and overseas investors. 

This	means	having	a	positive	“supply-
side”	agenda	aimed	at	overcoming	
existing constraints to economic growth 
and	creating	new	business	opportunities.	

The	UK	benefited	from	a	radical	
programme	of	supply-side	reform	in	the	
1980s	and	1990s,	which	addressed	
historic	failings	in	industrial	relations	
and	introduced	market	disciplines	into	
sectors	of	the	economy	which	had	been	
dominated	by	the	public	sector.	But,	since	
then, a number of other economic 
constraints	have	emerged	on	the	supply-
side	of	the	UK	economy.	The	supply	of	
housing	is	not	able	to	respond	to	demand,	
in part because of planning constraints. 
There	have	been	prolonged	delays	in	
developing	new	infrastructure.	The	tax	
system	has	become	over-complicated	
and	offers	confused	economic	signals	to	
individuals	and	businesses.	And	the	UK	
skills	and	education	system	would	benefit	
from	further	adaptation	to	the	demands	
of	a	modern	economy	–	particularly	in	
terms	of	vocational	education	and	
apprenticeships,	as	argued	in	our	recent	
Young	Workers	index	report5.

A	government	which	is	openly	and	actively	
committed	to	addressing	these	supply-side	
issues	would	put	the	UK	economy	in	a	
strong	position	to	attract	investment	and	
activities which contribute to international 
trade.	As	discussed	in	Section	3	above,	
this	should	be	a	priority	for	the	Chancellor	
in	his	Autumn	Statement	and	beyond.

Finally, the UK needs to work actively 
to maintain areas of economic and 
political co-operation outside the 
structures of the European Union.

One of the features of the UK which has 
made	it	attractive	as	a	location	for	trade	
and	international	investment	is	that	it	
has	been	a	key	contributor	to	a	wide	range	
of	international	forums,	including	the	EU.	
This	includes	security	and	defence	
co-operation	(via	NATO	and	the	UN	
Security	Council)	as	well	as	more	
mundane	activities	like	the	development	
of	international	standards.	The	UK	needs	
to	ensure	its	decision	to	leave	the	EU	is	
not	seen	as	undermining	its	broader	
status	and	policy	of	engagement	in	the	
global community – which is a feature  
of the UK economy which attracts much 
international business activity.

Conclusion

There	are	clear	risks	to	the	UK’s	trading	
position	created	by	the	referendum	vote	
for Brexit – particularly in relation to the 
Single European Market. But there are 
also some offsetting strengths which 
have	underpinned	recent	UK	trading	
performance.	The	UK	has	achieved	
strong	export	growth	in	markets	outside	
the	EU.	And	it	has	a	strong	position	in	
tradable	services.

The	challenge	for	policy-makers	now	is	
to	maximise	the	opportunities	and	limit	
the	damage	from	severing	close	economic	
and	political	ties	with	the	EU.	This	will	
require	skilful	political	negotiation	and	
an economic policy mix which supports 
business	competitiveness	and	investment.	
The	UK’s	trade	performance	in	the	years	
ahead	and	its	ability	to	strengthen	its	
position	in	non-EU	markets	will	be	a	key	
indicator	of	how	successfully	this	issue	 
is	being	managed.

5	 This	report	is	available	here:	http://www.pwc.co.uk/services/economics-policy/insights/young-workers-index.html
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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.	

Growth	in	leading	developed	economies	
remained	modest	in	2015	and	this	seems	
set	to	continue	in	2016-17,	with	the	US	as	
the	fastest	growing	G7	economy	in	2017	
despite	relatively	modest	average	growth	
of	just	over	2%	next	year.	The	UK,	which	
has	vied	with	the	US	for	top	place	in	the	
G7	league	table	in	recent	years,	is	set	to	
fall	back	in	2017	due	to	the	impact	of	
Brexit	as	discussed	in	detail	in	the	main	
text	of	this	report.	The	overall	Eurozone	
growth	rate	has	also	been	revised	down	
slightly	by	around	0.1-0.2%	per	annum	
following	the	Brexit	vote,	with	Ireland	
seeing	the	largest	revisions	due	to	its	
close	trading	links	with	the	UK.	Overall,	
however,	the	Eurozone	economy	is	not	
expected	to	be	too	badly	affected,	
continuing	to	grow	at	a	modest	but	
steady	rate	of	around	1.5%	per	annum.

Growth in emerging markets has lost 
momentum	with	a	slowdown	in	China	
and	continuing	recessions	in	Brazil	and	
Russia this year. The growth outlook 
continues to be strong at present in 
India,	which	continues	to	benefit	from	
relatively low oil prices. Global GDP 
projections	remain	moderate	but	slightly	
brighter	on	average	for	2017,	at	around	
3.4%	using	PPP	weights	–	estimated	
global	growth	is	lower	at	around	2.9%	in	
2017	using	MER	weights	as	this	gives	less	
weight	to	China	and	India	in	particular.

Global	inflation	is	expected	to	pick	up	
somewhat	in	2017	as	past	commodity	
price	decreases	gradually	fall	out	of	
12-month	inflation	rate	calculations.	 
But	underlying	inflationary	pressures	
remain	relatively	subdued	by	 
historical	standards,	particularly	 
in	the	advanced	economies.

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 (%)

2015 at MERs 2016e 2017p 2016e 2017p

US 24.5% 1.5 2.2 1.2 2.2

China 15.2% 6.5 6.5 1.8 1.8

Japan 5.6% 0.6 0.5 0.1 1.3

UK 3.9% 2.0 1.2 0.6 2.3

France 3.3% 1.4 1.5 0.3 1.2

Germany 4.6% 1.6 1.4 0.3 1.5

Greece 0.3% -1.3 0.3 -0.3 0.5

Ireland 0.4% 4.2 3.3 0.8 1.8

Italy 2.5% 0.9 1.0 0.2 1.1

Netherlands 1.0% 1.6 1.6 0.8 1.5

Portugal 0.3% 1.3 1.3 0.7 0.9

Spain 1.6% 2.6 2.3 -0.4 1.3

Poland 0.6% 3.5 3.4 -0.3 1.0

Russia 1.8% -1.7 1.0 7.3 6.8

Turkey 1.0% 3.2 3.5 8.2 7.8

Australia 1.7% 2.6 2.8 1.8 2.5

India 2.8% 7.7 7.7 4.1 4.3

Indonesia 1.2% 4.8 5.2 5.7 6.1

South Korea 1.9% 2.7 2.6 1.0 1.6

Argentina 0.9% -0.8 2.1 30.0

Brazil 2.4% -3.0 1.0 9.0 6.5

Canada 2.1% 1.0 1.9 1.5 1.9

Mexico 1.6% 1.9 2.5 2.7 3.1

South Africa 0.4% 0.3 1.0 6.0 5.5

Nigeria 0.7% -1.0 1.0 14.0 13.5

Saudi Arabia 0.9% 1.0 1.5 4.0 3.2

World (PPP) 3.0 3.4

World (Market Exchange Rates) 100% 2.5 2.9 2.1 2.4

Eurozone 15.8% 1.6 1.5 0.2 1.3

Source: PwC main scenario for 2016 and 2017; IMF for GDP shares in 2015 at market exchange rates (MERs)
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Appendix	B	 
UK	economic	trends:	1979	–	2015

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 4.3

1980 -2.0 0.1 16.6 0.5 3.9

1981 -0.8 0.3 13.9 1.5 3.1

1982 2.0 1.2 12.2 0.6 2.3

1983 4.2 4.4 10.1 0.2 3.0

1984 2.3 2.5 10.0 -0.5 3.3

1985 4.2 5.1 12.2 -0.3 2.6

1986 3.2 6.1 10.9 -1.0 2.0

1987 5.4 5.1 9.7 -1.6 1.3

1988 5.8 7.4 10.4 -3.6 -0.6

1989 2.6 3.9 5.2 13.9 -4.1 -0.6

1990 0.7 1.0 7.0 14.8 -3.1 0.6

1991 -1.1 -0.6 7.5 11.5 -1.3 2.6

1992 0.4 0.9 4.3 9.6 -1.5 5.6

1993 2.5 2.8 2.5 5.9 -1.3 6.8

1994 3.9 3.2 2.0 5.5 -0.5 5.8

1995 2.5 2.1 2.6 6.7 -0.7 4.7

1996 2.5 3.9 2.5 6.0 -0.6 3.3

1997 3.1 4.5 1.8 6.8 -0.2 1.6

1998 3.2 3.9 0.4 1.6 7.3 -0.4 -0.1

1999 3.3 4.9 0.6 1.3 5.4 -2.4 -1.1

2000 3.7 4.9 2.2 0.8 6.1 -2.1 -1.5

2001 2.7 3.5 -1.5 1.2 5.0 -1.9 -0.7

2002 2.4 3.7 -2.2 1.3 4.0 -2.0 1.7

2003 3.5 3.8 -0.6 1.4 3.7 -1.7 2.7

2004 2.5 3.3 1.8 1.3 4.6 -1.8 3.0

2005 3.0 3.0 0.0 2.1 4.7 -1.2 3.3

2006 2.5 1.8 2.2 2.3 4.8 -2.2 2.5

2007 2.6 3.0 0.6 2.3 6.0 -2.4 2.6

2008 -0.6 -0.8 -2.8 3.6 5.5 -3.5 4.8

2009 -4.3 -3.5 -9.4 2.2 1.2 -3.0 10.2

2010 1.9 0.7 4.6 3.3 0.7 -2.7 9.2

2011 1.5 -0.7 2.2 4.5 0.9 -1.8 7.1

2012 1.3 1.9 -1.5 2.8 0.8 -3.7 7.7

2013 1.9 1.6 -1.0 2.6 0.5 -4.4 6.0

2014 3.1 2.1 2.9 1.5 0.5 -4.7 5.7

2015 2.2 2.6 -0.2 0.0 0.6 -5.4 4.3

Average over economic cycles****

1979 - 1989 2.8 3.7 12.2 -0.8 2.2

1989 - 2000 2.3 3.0 3.3 8.3 -1.5 2.3

2000 - 2007 2.9 3.4 0.3 1.6 4.8 -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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